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ABUSE OF STRUCTURED FINANCIAL 
PRODUCTS: MISUSING BASKET OPTIONS TO 
AVOID TAXES AND LEVERAGE LIMITS 


TUESDAY, JULY 22, 2014 

U.S. Senate, 

Permanent Subcommittee on Investigations, 

OF the Committee on Homeland Security 
AND Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:35 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Carl Levin, Chair- 
man of the Subcommittee, presiding. 

Present: Senators Levin, McCain, and Johnson. 

Staff present: Elise J. Bean, Staff Director and Chief Counsel; 
Mary D. Robertson, Chief Clerk; Robert L. Roach, Counsel and 
Chief Investigator; David H. Katz, Counsel; Ahmad Sarsour, 
Detailee (FDIC); Henry J. Kerner, Staff Director and Chief Counsel 
to the Minority; Michael Lueptow, Counsel to the Minority; Brad 
M. Patout, Senior Advisor to the Minority; Patrick Hartobey, Law 
Clerk to the Minority; Amy Dreisiger, Law Clerk; Michael Avi- 
Yonah, Intern; Adam Henderson, Professional Staff Member; An- 
gela Messenger, Detailee (GAO); Joel Churches, Detailee (IRS); Mo- 
hammad Aslami, Law Clerk; Owen Dunn, Law Clerk; and Ritika 
Rodrigues (Sen. Johnson). 

OPENING TESTIMONY OF SENATOR LEVIN 

Senator Levin. Good morning, everybody. 

In recent years, this Subcommittee has devoted significant time 
and effort to exposing complex financial arrangements that profit- 
able corporations and wealthy individuals employ to avoid their ob- 
ligations to pay all their U.S. taxes. We also have examined reck- 
less behavior that has put the stability of the financial system — 
and by extension, the U.S. economy — at risk. Today’s hearing 
brings those two themes together. 

Our focus today is on how two banks and a handful of hedge 
funds developed a complex financial structure to engage in highly 
profitable trades while claiming an unjustified lower tax rate and 
avoiding limits on trading with borrowed money. This structure 
worked well for the banks, which earned hundreds of millions of 
dollars in fees. It worked well for the hedge funds, which made bil- 
lions of dollars in profits. But it did not work for average tax- 
payers, who had to shoulder the tax burden these hedge funds 
shrugged off with the aid of the banks. And it did not work for the 
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financial system, which is still recovering from a devastating crisis 
brought on by excess risk and remains ill-equipped to withstand 
another shock from over leveraged financial institutions. 

In essence, today’s hearing is about a series of fictions, one piled 
on top of another, fictions that major banks and their hedge fund 
clients used to avoid taxes and Federal leverage limits. 

The key financial product involved in these fictions is called a 
“basket option.” The basket options examined by the Subcommittee 
were developed and sold by two banks — Deutsche Bank AG and 
Barclays Bank PLC — to more than a dozen hedge funds. Together, 
the banks sold 199 basket options to hedge funds that used them 
to make over $100 billion in trades. Two of the largest basket op- 
tion users were Renaissance Technologies, known as RenTec, and 
George Weiss Associates. 

Although there were minor differences in specifics, the basket op- 
tion basics worked like this: The bank sold its hedge fund client a 
structured financial product, called an “option,” whose payoff 
equaled the profits generated by a “basket” of securities held in a 
designated account at the bank. The basket here is key. It was an 
open account with ever-changing contents. Technically, the account 
and the securities it contained were held in the name of the banks 
in its own trading account. The hedge fund put up 10 percent of 
the cash needed to buy the securities, and the bank lent the other 
90 percent. 

This arrangement included a number of fictions which defied re- 
ality, but resulted in big profits for the hedge funds and the banks. 

First, though the structure was designed to create the appear- 
ance that the bank owned the assets in the basket option account, 
the hedge fund made all the trading decisions for those accounts — 
and in fact, used the bank’s computerized trading system to exe- 
cute trades in the account. RenTec estimates that its trading 
through basket options accounts averaged more than 100,000 
trades each day, or about 30 million trades a year. Also, the hedge 
fund reaped all of the trading profits, even though the financial 
structure created the illusion that the bank owned the assets. The 
beneficial owner, the real owner, was the hedge fund. 

Now, second, the hedge fund’s control of all the trading for the 
basket option account demolishes the fiction of a legitimate option. 
So the hedge funds set up new entities, which they controlled, to 
serve one function, and that was to act as the option holder. The 
hedge funds would then claim that their control of the option hold- 
er was totally independent of their role in making the trading deci- 
sions for the basket option account. Documents that we will explore 
today show the extraordinary lengths to which RenTec and the 
banks went to perpetuate the illusion that the option holder and 
trader were somehow independent, when in fact the hedge fund, 
RenTec, played both roles. 

The fictional option was structured so that it could be exercised 
more than 1 year after it was created. Under that structure, the 
hedge funds claimed that trading profits from the account were 
long-term capital gains and thereby qualified for the reduced long- 
term capital gains tax rate. 

The Tax Code gives long-term capital gains a reduced rate on the 
theory that it provides an incentive for investors to risk their cap- 
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ital on the kind of long-term investments that grow the economy 
and create jobs. The high-volume trading that, for example, RenTec 
conducted through its basket options does not meet that test. When 
securities are held for weeks or days or even seconds, it is surreal 
to characterize those trading profits as long-term capital gains. 

But that is what the hedge funds did. The banks and hedge 
funds used the fictional option structure to collapse millions of indi- 
vidual trades into one transaction, the execution of an option. As 
if by magic, the option structure transforms what would be short- 
term capital gains from an ordinary trading account into long-term 
capital gains subject to lower taxes. Subcommittee staff estimates, 
based on basket option profits that RenTec reported from 2000 to 
2013, that RenTec avoided paying more than $6 billion in taxes 
that way. 

Now, that is a lot of money even by Washington standards. It 
would, for example, pay for almost two-thirds of the cost to replen- 
ish the Highway Trust Fund so that it does not run out of money 
next month and create havoc in road projects around the country. 

This is not the first time options have been abused to try to con- 
vert short-term trading profits into long-term capital gains. And 
that is why, in 1999, Congress passed a law in part to stop that 
practice, and that is Section 1260 of the Tax Code. The basket op- 
tions at issue here were written to skirt Section 1260’s prohibi- 
tions. But in 2010, the IRS warned that the type of basket options 
used here could not claim the lower long-term capital gains tax 
rate. Despite that IRS warning, Barclays continued to sell basket 
options to RenTec for another 2 years, before finally revising its op- 
tion product in 2013 so that the options expired in less than a year 
and could not be used to game the Tax Code. Deutsche Bank sus- 
pended its issuance of new basket options after the 2010 IRS warn- 
ing, but continued to administer multiple basket option accounts 
already in existence. It also resumed offering them in 2012, al- 
though with a term of less than 1 year and a requirement that the 
option holder treat the profits as short-term capital gains. 

Tax avoidance through financial engineering is not the only prob- 
lematic element here. These banks and hedge funds also used bas- 
ket option accounts to circumvent regulations designed to limit sys- 
temic risks to the banking system posed by excessive leverage — 
that is, excessive lending to finance stock trading. 

The stock market crash of 1929 devastated the U.S. economy, not 
just by the collapse of thousands of stock speculators, but also by 
the failure of thousands of banks that had lent them money and 
could not collect on the loans. In the aftermath of the Great De- 
pression, Congress enacted laws limiting the use of borrowed 
money to trade securities. Those limits are included in a set of 
“margin rules” that essentially prohibit U.S. broker-dealers from 
lending more than $1 to brokerage clients for each $1 of the client’s 
own money in the account — in other words, for every $2 in a bro- 
kerage account, only $1 of that $2 can be borrowed from the 
broker. 

Had the hedge funds involved in these transactions been using 
normal brokerage accounts, they would have been subject to the 2:1 
leverage limit. But because the basket option accounts were opened 
in the name of the banks in their own proprietary trading accounts. 



4 


it looked as though the money placed into those accounts was the 
banks’ own proprietary money rather than money they were loan- 
ing to a customer. And this is another fiction. The banks and hedge 
funds pretended the bank funds were not loans, even though the 
hedge funds paid financing fees and posted collateral. 

So instead of complying with the 2:1 leverage ratio, the banks of- 
fered their hedge fund clients leverage as high as 20:1. RenTec 
used the increased leverage to borrow billions of dollars for its 
trading strategies, which produced huge profits for RenTec, while 
the lending generated huge additional fees for the bank. 

But as we have learned over and over — in the Depression, in the 
1990’s collapse of the hedge fund Long Term Capital Management, 
and in the financial crisis from which we are still recovering — ex- 
cessive leverage does not always produce profits. Sometimes it pro- 
duces losses. And when huge losses happen, they can bring down 
not just a reckless borrower, but the financial institution that lent 
it money, and that failure can ripple through the entire financial 
system. While it appears the two banks the Subcommittee has ex- 
amined have stopped selling basket options as a way to claim long- 
term capital gains rates, they are still selling these products as a 
way to avoid leverage limits — meaning our financial system and 
economy still face unnecessary risk. 

RenTec, through its Medallion Fund, used basket options to 
produce profits from 1999 to 2013 totaling more than $30 billion. 
The banks charged financing, trading, and other fees that, over the 
same period, produced revenues totaling about $570 million for 
Deutsche Bank and $655 million for Barclays. Basket options were 
clearly a lucrative line of business for the participants. 

But this money maker was built on interlocking series of fictions. 
The key fiction is the option itself: the idea that this structure was 
really an option when, in fact, what it did was give hedge funds 
the profits from buying and selling assets in accounts that the 
hedge funds themselves controlled. It was fiction to treat the banks 
as the true owners of the basket option assets, when the hedge 
funds controlled and executed all of the millions of trades in the 
accounts, when the hedge funds paid the daily trading costs, and 
when the hedge funds reaped the profits. It was fiction to suggest 
that the borrowed money that financed the trades was considered 
proprietary funds of the banks rather than loans to the hedge 
funds. It was fiction to treat the profits from trades lasting days 
or even seconds as long-term capital gains deserving a reduced tax 
rate. And it was a fiction to pretend that hedge funds were not act- 
ing both as option holder and as trade decisionmaker. These were 
all fictions, but fictions with real-world consequences: they shifted 
billions of dollars in tax burden onto the backs of ordinary tax- 
payers, and they added billions of dollars in hidden risks to our fi- 
nancial system. 

Congress and financial regulators can and should work together 
to stop these abuses. 

The IRS should seek to collect taxes owed on billions of dollars 
in basket option profits unjustifiably claimed as long-term capital 
gains. 



5 


Federal financial regulators should make clear to banks that par- 
ticipating in abusive structures designed to avoid leverage limits 
and taxes is unacceptable and penalize the banks that do. 

The Financial Stability Oversight Council, working with other 
agencies, should establish reporting and data collection require- 
ments to detect and to stop abuse of structured financial products 
to circumvent leverage limits that safeguard our economy. 

And, finally. Treasury, and the IRS should remove impediments 
to audits of large partnerships, like hedge funds, 99 percent of 
which today escape IRS audits — meaning that we are largely blind 
to how many other hedge funds may be using structures of this 
type to avoid risk limits and taxes. 

These measures would help protect the interests of ordinary 
Americans who pay their taxes and who must pay the price for tax 
avoidance schemes. It is these same Americans who would bear the 
burden of economic devastation that unaddressed systemic risks 
can cause. 

I want to thank Senator McCain and his staff for their hard 
work in making today’s hearing and our bipartisan report possible. 
The staff of this Subcommittee, majority and minority, through the 
years have been able to work together as one team, and I am very 
proud of them. 

Senator McCain. 

OPENING TESTIMONY OF SENATOR McCAIN 

Senator McCain. Well, thank you, Mr. Chairman, and one of the 
aspects of my term and tour here in the U.S. Senate is the relation- 
ship that you and I have developed over many years, and the work 
we do together, I think the people of Michigan and Arizona and the 
country are better off for it. I thank you for today’s hearing, and 
today’s hearing sheds light on how Renaissance Technologies was 
able to avoid paying more than $6 billion in taxes by disguising its 
day-to-day stock trades as long-term investments. 

To accomplish that. Renaissance set up a “basket option,” which 
is an artificial structure, not available to ordinary consumers, that 
allowed Renaissance to legally classify its short-term trading prof- 
its as long-term capital gains, subjecting those gains to a substan- 
tially lower tax rate. Renaissance profited from this tax treatment 
by insisting on the fiction that it did not really own the stocks it 
traded, that the banks that Renaissance dealt with did. 

But the fact is that Renaissance did all the trading, maintained 
full control over the account, bore all the real risk, and reaped all 
of its profits. This setup allowed Renaissance to claim that profits 
from its day-to-day trades were actually long-term investments, 
thereby avoiding payment of billions of dollars in taxes. 

In reaction to Renaissance’s use of this structure, the IRS opened 
an investigation and today is in the process of litigating the legal 
issues. It is not the Subcommittee’s place to weigh in on those pro- 
ceedings and determine whether the behavior in question was ille- 
gal. But this basket option practice, available to hedge funds but 
inaccessible to the average investor, needs to be fully examined and 
addressed. The biggest reason why it should be examined is the 
tremendous amount of taxes Renaissance was able to avoid paying 
by using this structure. 
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In the course of its investigation, the Subcommittee learned that 
between the years 2000 and 2014, Renaissance exercised 60 long- 
term basket options with Deutsche Bank and Barclays, earning in 
the neighborhood of $34 billion in pre-tax profits and potentially 
avoiding over $6 billion in taxes. 

Mr. Chairman, those are very large amounts of money. 

Meanwhile, Deutsche Bank and Barclays happily took part in the 
basket options because they made hundreds of millions of dollars 
in fees from these transactions while incurring no actual risk — that 
is, until the IRS started to investigate. To protect themselves, 
Deutsche Bank in 2010 and Barclays in 2012 decided to only offer 
Renaissance options lasting less than 1 year so that all the profits 
from the options would have to be considered short-term capital 
gains. 

Large trading firms will always try to stay one step ahead of the 
game when it comes to pushing the envelope on the Tax Code to 
minimize paying taxes, and regulators will inevitably struggle to 
detect and stop new schemes as they arise. It is, therefore, critical 
that regulators use the resources they have in an efficient manner 
to target the most likely offenders. 

So whatever practical impediments currently disable the IRS 
from auditing large partnerships that use these sort of tax struc- 
tures should be eased or eliminated. Doing so would allow the IRS 
to audit companies based on a careful assessment of the likelihood 
that a given company is engaging in activities that warrant an 
audit. This would differ from the current practice which focuses on 
the corporate form selected by that company, which has led to cor- 
porations being disproportionately audited. 

One thing is clear. Americans are tired of seeing Wall Street 
firms playing by a set of rules other than those that apply to ordi- 
nary citizens. Even as consumers worried about losing their sav- 
ings in the 2008 financial crisis. Renaissance remained enormously 
profitable throughout by, among other things, utilizing the tax 
avoidance such detailed in today’s hearing. 

When ordinary citizens make short-term trades, they get taxed 
at the short-term rate. When financial firms like Renaissance make 
short-term trades, they should not be treated any differently. 

The perception that Wall Street self-deals or plays by its own 
rules engenders a deep-seated distrust and cynicism among Ameri- 
cans that is neither desirable nor healthy for the Nation. 

I want to thank the witnesses for appearing before the Sub- 
committee today, and I look forward to their testimony. Thank you, 
Mr. Chairman. 

Senator Levin. Thank you very much. Senator McCain. 

I would like to now call our first panel of witnesses for this morn- 
ing’s hearing: Steven Rosenthal, Senior Fellow at the Urban-Brook- 
ings Tax Policy Center; and James R. White, Director of Tax Issues 
at the U.S. Government Accountability Office (GAO). 

I appreciate both of you being with us this morning. We look for- 
ward to your testimony. 

Pursuant to our Rule 6, all witnesses who testify before the Sub- 
committee are required to be sworn, so I would ask both of you to 
please stand and raise your right hand. Do you swear that the tes- 
timony you are about to give before this Subcommittee will be the 
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truth, the whole truth, and nothing but the truth, so help you, 
God?, 

Mr. Rosenthal. I do. 

Mr. White. I do. 

Senator Levin. Our timing system today will work as follows: 1 
minute before the red light comes on, you will see the lights change 
from green to yellow, giving you an opportunity to conclude your 
remarks. Your written testimony will be printed in the record in 
its entirety. We would appreciate your trying to limit your oral tes- 
timony to 7 minutes. And, Mr. Rosenthal, we will have you go first, 
followed by Mr. White, and then we will turn to questions. 

Mr. Rosenthal. 

TESTIMONY OF STEVEN M. ROSENTHAL, i SENIOR FELLOW, 
URBAN-BROOKINGS TAX POLICY CENTER, WASHINGTON, DC 

Mr. Rosenthal. Thank you, Mr. Chairman, Ranking Member 
McCain, and the Subcommittee for the opportunity to testify on the 
abuse of structured financial products. My name is Steven Rosen- 
thal. I am a Senior Fellow at the Urban-Brookings Tax Policy Cen- 
ter. I am presenting my own views and not those of the Urban In- 
stitute, the Brookings Institution, the Tax Policy Center, or any 
other person. 

I have practiced tax law in Washington, DC, for over 25 years. 
In private practice, I have regularly advised hedge funds and other 
investors on the tax treatment of derivatives. In the 1990’s, I was 
a legislation counsel with the Joint Committee on Taxation, where 
I helped draft tax rules for financial institutions, financial prod- 
ucts, capital gains, and related areas. 

Almost a century ago. Congress reduced the tax rates for long- 
term capital gains. Then “long term” meant holding assets for 2 
years. Now it means holding assets for at least 1 year. But for a 
century, regular tax rates have applied to gains on the sale of as- 
sets that have been held for a short term. 

I have been asked to evaluate the character of the gains of the 
Renaissance hedge funds based on my review of materials provided 
by the Subcommittee staff. 

The Renaissance hedge funds traded often, more than 100,000 
trades a day, more than 30 million trades a year, and they traded 
quickly, turning over their portfolio almost completely every 3 
months. 

Because the hedge funds adopted a short-term trading strategy, 
we would expect their gains to be short term. But the hedge funds, 
with the help of Barclays and Deutsche Bank, wrapped derivatives 
around their trading strategy in order to transform their short- 
term trading profits into long-term capital gains. 

This tax alchemy purported to reduce the tax rate on the gains 
from 35 percent to 15 percent and reduced taxes paid to the Treas- 
ury by approximately $6.8 billion. 

I believe the hedge funds stretched the derivatives beyond rec- 
ognition for tax purposes and mischaracterized their profits as 
long-term gains. 


^The prepared statement of Mr. Rosenthal appears in the Appendix on page 83. 
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Here is how it worked. The hedge funds did not huy, hold, and 
sell their stocks directly. Instead, the hedge funds arranged for the 
banks to buy, hold, and sell the stocks. There were two steps. 

First, a bank granted the hedge funds’ general partner. Renais- 
sance, the exclusive authority to select stocks to buy and sell for 
an account, when to buy and sell, and how to size and route the 
orders. 

Second, the bank agreed to pay the hedge fund the net profits 
from the trading of the stocks in the account at the bank. I will 
label this arrangement “the basket contract.” 

To fund an account, a hedge fund might deposit, say, $10 million. 
The bank also might contribute $90 million, which permitted up to 
$100 million to trade. The basket contract typically had a term of 
2 or 3 years, but a hedge fund could demand the bank cash out a 
basket contract at any time. In fact, the hedge fund typically 
cashed out the basket contracts after more than a year in order to 
qualify their profits as long term. 

To protect against losses in excess of $10 million, the original de- 
posit, a bank contract would automatically be knocked out — that is, 
liquidated — if the value of the account fell from $100 million to $90 
million. But the banks also put in place protections to prevent the 
account from falling that much. In practice, no basket contract was 
knocked out, none of the 60. 

The tax law characterizes an arrangement based on its sub- 
stance, not its form. In substance, Mr. Chairman, I believe the 
hedge funds possessed tax ownership of the stock in the accounts. 
The hedge funds, through their general partner. Renaissance, di- 
rected the buying and selling of the stocks, and the hedge funds 
profited completely from the trading. 

To establish tax ownership, the party’s label does not matter. For 
example, the IRS treated a deep-in-the-money option as ownership 
of the underlying stock. That was because the option was so likely 
to be exercised the taxpayer effectively assumed the benefits and 
burdens of owning the stock. 

Similarly, I believe the benefits and burdens of the stock basket 
belong to the hedge funds. 

First, the hedge funds enjoyed the opportunities of gain from 
trading the stocks and incurred the burden of losses, at least until 
the bank stopped the trading. 

Second, the hedge funds earned the interest, dividends, and 
other income from the stocks, bonds, and cash in the account, and 
the hedge funds paid the financing, commissions, and other ex- 
penses from the trading. 

Finally, the hedge funds, through their general partner. Renais- 
sance, selected the stocks to buy and sell for the designated ac- 
counts, when to buy and sell them, and how to size and route the 
orders. As a result, the investment arrangement simply rewarded 
the hedge funds for their own trading efforts. 

Moreover, even if the basket contracts were respected, the gains 
from the basket contracts must be recognized currently. The hedge 
funds changed the economics of the basket contracts when their 
agent. Renaissance, traded in the designated account. And modi- 
fying a contract materially is a taxable event. The deferral was in- 
appropriate. 
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As a result, I believe the IRS can and should challenge these 
strategies. But the IRS has limited resources to challenge the wide 
variety of derivative-related strategies which often are complicated 
and abstruse. So, in my view. Congress should address the taxation 
of derivatives comprehensively to reflect the income of derivatives 
more clearly. 

I believe the tax accounting for derivatives ought to follow finan- 
cial accounting, which requires companies to mark to market the 
derivatives at year-end — that is, to report any income from deriva- 
tives as ordinary as if the derivatives were sold at the end of each 
year. 

Last year. Chairman Camp of the House Ways and Means Com- 
mittee proposed to mark to market derivatives for tax purposes. I 
believe this step is overdue. It would greatly reduce the amount of 
time and energy that taxpayers and the IRS devote to the taxation 
of derivatives, an enterprise that is demanding far too many efforts 
in the most recent tax years. 

Thank you, and I am happy to take any questions. 

Senator Levin. Thank you very much, Mr. Rosenthal. 

Mr. White. 

TESTIMONY OF JAMES R. WHITE, i DIRECTOR, TAX ISSUES, U.S. 

GOVERNMENT ACCOUNTABILITY OFFICE, WASHINGTON, DC 

Mr. White. Chairman Levin and Ranking Member McCain, I am 
pleased to be here for the hearing on structured financial products. 
A number of the entities offering these products are large partner- 
ships, which we define as those with over 100 direct and indirect 
partners and over $100 million in assets. I will describe them and 
the challenges IRS faces in auditing them. 

First, some background. Partnerships are pass-through entities 
that do not pay taxes but instead pass income or losses through to 
their partners to include on their own tax returns. Partnerships 
can be partners in other partnerships; that is, partnerships can be 
tiered, making tracking income through the tiers complicated. The 
number of partnerships of all sizes is growing, with a big shift to- 
ward businesses organized as partnerships and away from corpora- 
tions. Between 2002 and 2010, the number of all partnerships grew 
45 percent to over 3 million while the number of corporations liable 
for corporate income tax decreased 14 percent to 1.5 million. Large 
partnerships grew even faster, tripling to over 10,000. 

Now I will describe large partnerships. According to IRS, many 
of these are investment funds, such as hedge funds or private eq- 
uity funds. These funds may have hundreds of thousands of inves- 
tors who are legally partners. When investing, the funds may cre- 
ate other large partnerships. For example, if a fund with a million 
partners invests in a small operating partnership, say in oil and 
gas, then the oil and gas partnership would now be large. The 
original direct oil and gas partners would be joined by a million in- 
direct partners. 

Figure 2 on page 8 of my statement shows the sizes of large part- 
nerships with almost 3,000 having more than 10,000 direct and in- 
direct partners in tax year 2011. 


^The prepared statement of Mr. White appears in the Appendix on page 91. 



10 


My next point is that IRS audits very few large partnerships and 
makes few changes when it does. For example, in 2012, the audit 
rate for large partnerships was eight-tenths of 1 percent, less than 
1 percent. For large corporations, the audit rate was 27 percent, or 
33 times higher. The few audits done of large partnerships were 
not very productive. Two-thirds resulted in no change to the part- 
nerships’ reported income. When adjustments were made, positive 
and negative changes roughly canceled each other out. 

Now I turn to IRS’ audit challenges, which may explain the low 
audit rate and poor audit results. 

Tiers of partnerships create very complex income flows. An ex- 
ample is Figure 3 on page 9 of my statement. The audited partner- 
ship at the left earns income that passes through eight other part- 
nerships before reaching the ultimate owner who is responsible for 
any tax. IRS has the challenge of tracking the income as it flows 
through the tiers and verifying that the amount and nature of the 
income is correctly reported. Are capital gains short or long term? 
Is income passive or non-passive? 

IRS officials told us they have difficulty in identifying the busi- 
ness purposes of large partnerships and the source of income. And 
Figure 3 is a simple example with only 50 partners and 10 tiers. 
IRS said some have over a million partners and some over 50 tiers. 

While such complicated business structures can be used for tax 
evasion, I want to emphasize that they can also have legitimate 
business purposes, such as isolating one part of the business from 
the liabilities of another part. 

In addition to this complexity, IRS auditors said administrative 
procedures can make it challenging to finish an audit within the 
3-year statute of limitations. The Tax Equity and Fiscal Responsi- 
bility Act of 1982, or TEFRA, was passed to correct problems with 
fragmented audits of multiple partners. However, auditors told us 
that TEFRA can hinder audits of large partnerships. One challenge 
is identifying the Tax Matters Partner, or TMP, who represents the 
partnership in an audit. IRS auditors told us that the process can 
sometimes take months with some partnerships using this as a de- 
laying tactic to reduce the time available for the actual audit. 

Another TEFRA challenge is passing audit adjustments through 
to taxable partners. According to IRS, linking a large partnership 
to thousands of direct and indirect partners spread over many tiers 
is extremely burdensome and limits the number of audits that can 
be done. Furthermore, by the time an audit adjustment is spread 
over thousands of partners, the amount per partner may be so di- 
luted that it is not worth passing through. 

To summarize, large partnerships are increasing in number. IRS 
audits very few and gets poor results when it does audit them. The 
complexity of both the partnerships and the audit procedures may 
explain this picture. We are still completing the review requested 
by this Committee and plan to issue a report this fall with more 
details and, if warranted, recommendations. 

Mr. Chairman, this ends my statement, and I would be pleased 
to respond to questions. 

Senator Levin. Thank you very much, Mr. White. 

Mr. Rosenthal, substance over form, a judicial doctrine permits 
the IRS to recharacterize a transaction according to its actual sub- 
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stance. The purpose of the doctrine is to prevent a taxpayer from 
calling a transaction something that it is not in order to avoid tax 
liability. 

Renaissance has asserted that its characterization of the basket 
option should be respected for tax purposes and that it should be 
entitled to long-term capital gains treatment because the basket 
option, they claim, was held for more than a year. 

It has asserted in part that it is entitled to this treatment be- 
cause the transaction had a business purpose, including the claim 
that the transaction provided it with more leverage than could be 
obtained in a margin account. 

Now, does the claim of Renaissance that it had a business pur- 
pose answer the question of whether the structure was properly 
characterized as an option for tax purposes? 

Mr. Rosenthal. No, in my view. Chairman Levin, I do not be- 
lieve the mere existence of a business purpose demonstrates conclu- 
sively that the labels affixed to the arrangement will be respected 
by a court of law. 

The key question in considering economic substance is what is 
the substance of the arrangement, not merely the form or the la- 
bels affixed by the parties to the arrangement. And here, in sub- 
stance, in my view, the basket of stocks which was directed by the 
hedge fund — buy and sells — and controlled by the hedge fund, the 
benefits and burdens and the true owner of that basket of stocks 
in substance belonged to the hedge fund. 

Senator Levin. Now, you have reviewed in your testimony and 
I have reviewed in my opening statement what some of those ac- 
tual facts were that constituted beneficial ownership. Would you 
agree that the hedge fund was the beneficial owner here? 

Mr. Rosenthal. Yes, I would. 

Senator Levin. And it received all the dividends from the trades 
as part of the option profits. The profits were Renaissance’s. Ren- 
aissance executed tens of millions of trades in a year in that ac- 
count. It was charged a financing fee on the amount that it bor- 
rowed for the account. It received the rebates for the orders that 
it sent to the stock exchange, and, again, it received all of the prof- 
its from its trading and was exposed to most of the risk, with the 
exception of catastrophic risk. And there were even safeguards in 
the agreements to limit that risk. 

Now, in connection with the transactions affected by the bank’s 
basket accounts, it retained certain indicia of ownership, such as 
the legal title apparently; the right to vote shares — it is kind of 
hard to imagine voting shares when there are 30 million trades 
during a year, but, nonetheless, that right was retained — the right 
to lend shares out of their accounts to customers for fees. 

Now, how significant is it that the banks retained those indicia 
of ownership for determining who is the beneficial owner of the 
real transactions and the items that were in the account? 

Mr. Rosenthal. Not very significant, in my view, Mr. Chairman. 
The right to vote a publicly traded stock, a minority interest that 
was bought and sold within a few weeks, not a long-term holding, 
in my view is economically meaningless. 

The question of ownership is broader than mere form of title, and 
the courts repeatedly dozens and dozens of times have admonished 
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taxpayers that mere semblance of title does not answer the ques- 
tion of true ownership of the property. To determine true owner- 
ship, you need to look broadly at benefits and burdens. Who bene- 
fited when the stocks went up? Who lost when the stocks went 
down? 

And you need to think about who actually receives the beneficial 
income, the income from the beneficial ownership of the stocks. 
And, most importantly, you need to think about control and when 
stocks were bought and when stocks were sold and who determined 
that. 

In practice, I must have reviewed dozens, if not hundreds, of de- 
rivatives for a variety of investors, and derivatives by their nature 
derive value from some other asset or some other indicium. But 
there are limits to when an arrangement reflects a derivative and 
when an arrangement reflects ownership. And here the hedge 
funds simply crashed through those limits. They undertook a direc- 
tion of what to buy and what to sell. They picked up all expenses, 
including commissions. They effectively determined what the bank 
would hold. They purported — I read in the materials provided to 
me that the bank had discretion as to whether to follow the direc- 
tions of the buys and sells or whether to maintain positions. But 
in 30 million trades a year, over 300 million trades, I did not hear 
of a single instance in which the bank simply followed through and 
recorded ownership of the stock in the account per the direction of 
the hedge fund acting through Renaissance, its general partner. 

So the question of ownership is a facts and circumstance ques- 
tion looking at all the facts. But here the key elements of owner- 
ship in my view point to the hedge fund owning the basket of 
stocks, not the banks, notwithstanding the nominal title that the 
banks purported to have of the stocks in the account. 

Senator Levin. Now, the banks gave Renaissance direct access to 
the market through their trading execution system so that Renais- 
sance executed the trades as well as receiving the profits and the 
losses. They had the right under their contracts not to execute. But 
do you know of any circumstances, looking through these materials, 
where they did not follow the algorithm which was provided to it? 

Mr. Rosenthal. To my knowledge, the general partner. Renais- 
sance, the hedge fund, would direct trades directly to the exchange. 
That direction would take milliseconds. There was no, as far as I 
could see, any practical way for the bank to intervene and stop that 
order from going to the market. And as a practical matter, there 
really was very little opportunity for the bank to take a position 
out of the account and sell it, understanding that the hedge fund 
might want to sell the position in a matter of weeks. 

The bank made a lot of fees merely accommodating the hedge 
funds. I do not think the bank had any interest in independently 
owning those securities in their account. 

Senator Levin. Now, one point, the banks suggest that the execu- 
tion was simply — by Renaissance was simply a recommendation or 
a suggestion to the bank. Have you seen any evidence that this was 
a recommendation or a suggestion? 

Mr. Rosenthal. No, I have not seen any evidence of that. 

Senator Levin. Is there any practical way in which 30 million 
trades a year could be 30 million recommendations? I think 
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100,000 trades a day, or more. Is there any practical way that that 
could he a recommendation or suggestion to the hanks? 

Mr. Rosenthal. I cannot see it. I think you would need to ask 
the hanks what mechanisms they had in place to reject the rec- 
ommendation to buy or sell stocks. 

Senator Levin. And how often in 30 million purchases a year 
they did that? 

Mr. Rosenthal. In the documents that I saw and in the informa- 
tion provided to me by staff, I do not think they ever refused the 
direction of the hedge fund to buy or sell stocks. 

Senator Levin. The banks and Renaissance claim that Renais- 
sance is independent from the fund when it is acting as investment 
advisor to the banks. Did you see any evidence that they are inde- 
pendent from their own funds when they are acting as investment 
advisor, the label given to it? 

Mr. Rosenthal. No, I did not see any evidence that Renaissance, 
the general partner of the hedge funds, was independent when it 
bought — when it acted to buy and sell stocks for the banks. Renais- 
sance was the general partner of the fund, and I should just say 
in our financial structure, investment funds themselves do not 
have employees or computers or office equipment. They act through 
the general partner, and they incent the general partner to make 
money for them. 

So when Renaissance was managing the stock in the accounts at 
the banks. Renaissance was concerned in buying and selling stocks 
in order to make a lot of money for their partnership. They were 
compensated for that arrangement through fees, directly or indi- 
rectly, and they participated in the profits of the fund, which were 
staggering. I did not see any sign that Renaissance was taking into 
account the interests of the bank in buying and selling stocks for 
the account. 

Senator Levin. Now, they had the authority to execute trades 
without prior approval. That was in the contract between Renais- 
sance and the banks. They used the banks’ trading execution sys- 
tem to place and execute several hundred thousand trades a day 
to go into that so-called basket account. 

Now, why would it be important then for Renaissance to claim 
that these are recommendations rather than to acknowledge that 
they are actually executing trades in the banks’ so-called basket ac- 
count? What is the reason they make that claim? 

Mr. Rosenthal. Well, a key factor in tax analysis to determine 
who owns an asset is who controls the asset. And to the extent that 
the banks could assert that the hedge funds were not in control of 
the stocks in the account or the buying and selling of stocks in the 
account, that would bolster the argument that the banks and not 
the hedge funds were the owners of those stocks. 

Senator Levin. And they put in the contract documents that the 
bank could reject the trades. And would you agree that the reason 
that they put that in there is to give the appearance that the activ- 
ity is not Renaissance’s but the banks and that the bank is not a 
conduit for Renaissance’s activity? Is that the reason that they 
would put that in a contract document that they had the right to 
reject the trade? 
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Mr. Rosenthal. Senator, I did not understand that representa- 
tion when I saw it in the documents. The representation is at odds 
with my understanding of both the facts and the law, including 
Delaware law of partnership. So I cannot say why they made that 
representation — perhaps wishful thinking. It is really hard for me 
to assess why the representation was there. But as a factual and 
a legal matter, I just do not see how Renaissance, the general part- 
ner of the hedge fund, was not directing, influencing, controlling 
the buying and selling of stocks in that portfolio. 

Senator Levin. Now, Renaissance is the general partner of the 
option holders, Mosel and Badger. These are entities that were 
stated to be the holders of the option. At the same time. Renais- 
sance is the investment advisor to Deutsche Bank and Barclays to 
manage the basket account. The parties assert that Renaissance as 
investment advisor to the bank is independent when it is making 
investment decisions for the banks and is not influenced by the op- 
tion holders, Mosel and Badger. 

Now, how can Renaissance be independent from the option hold- 
ers when it is their general partner? 

Mr. Rosenthal. I cannot see that. Earlier in the year, the First 
Circuit examined a private equity fund that claimed its general 
partner, in managing its investments, was not acting on its behalf 
And the private equity fund argued: Ignore the efforts of our gen- 
eral partner; we are not responsible for those efforts for tax pur- 
poses. And the First Circuit rejected that analysis, a very impor- 
tant decision. Sun Capital. 

I believe hedge funds, private equity funds, and others take a 
rosy view of what they are engaged in. When a characterization 
helps them, they advocate it. But as a legal matter, I just cannot 
see how when an agent of a fund furthers the fund’s efforts to 
make money and that is the only objective of the fund, how the 
agent can disassociate its responsibilities to the fund and make 
money and assert that it is merely representing the bank when it 
is buying and selling stocks. 

Senator Levin. And so it cannot then, as a practical and real- 
world matter, be independent from the option holders when Renais- 
sance is the general partner for those option holders? 

Mr. Rosenthal. Not in my view, sir. 

Senator Levin. Why would Renaissance and the banks set up 
that fiction, that the investors in Mosel and Badger are inde- 
pendent of the investment advisor that is making the investment 
decisions for the basket account? Why would they make that claim 
of independence? 

Mr. Rosenthal. From a tax point, if that assertion were true, 
that might help the argument that the banks actually owned other 
securities; that is, the investment manager of those securities, 
those stocks, if that investment manager were independent of the 
hedge funds and acting at the direction of the banks, that would 
help the argument that the banks owned the stocks. Again, I do 
not see, either under the facts or the law, how that independence 
could be true. 
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Senator Levin. Mr. Rosenthal, would you take a look at Exhibit 
53? 1 

Mr. Rosenthal. Yes, Senator, I have that exhibit in front of me. 

Senator Levin. OK. This is a June 2009 memorandum that 
Barclays wrote to its auditor, PricewaterhouseCoopers, PwC, con- 
cerning the deconsolidation of Palomino Limited. 

Now, Palomino is a Cayman Islands entity of Barclays which was 
created to — in my view, at least quite clearly create an appearance 
that Barclays is the owner of the basket account, where all the 
Renaissance trades were located and on which the option was 
based. This is also the same account where the profits that Renais- 
sance earned on its trading done with Barclays was located. So 
that is Palomino. 

Now, this memorandum was written by Barclays Structured 
Capital Markets Group, which was responsible for developing the 
COLT basket option product, and it proposes to deconsolidate, to 
remove Palomino from Barclays financial statements. 

So did you review that document? 

Mr. Rosenthal. Yes, I did, Mr. Chairman. 

Senator Levin. The memorandum sets out a number of signifi- 
cant facts and conclusions about Palomino and its relationship to 
Barclays and to RenTec that I would like to review with you. First, 
take a look at page 7, starting with paragraph a. 

Mr. Rosenthal. Mr. Chairman, can you point — can you say the 
first few words? My document is not paginated. 

Senator Levin. Yes, mine is not either, and I do not know where 
the “page 7” came from, but let us — OK. It is the page that starts 
with the heading “Consolidation Analysis.” 

Mr. Rosenthal. Yes, I have that in front of me. 

Senator Levin. OK. Now, on that page, in paragraph a., it says, 
“Palomino was created solely to enable RenTec ... to benefit 
(through the Badger Options and the Barclays’ Options) from its 
long-short statistical arbitrage strategy in an efficient manner 
. . .” So it was created solely to enable RenTec to benefit. 

Now, if you look at paragraph b., under “Decision Making,” it 
says that, “As described in Section VII in relation to the IMA, the 
PB Accounts” — PB, do you know what PB stands for? 

Mr. Rosenthal. Prime brokerage. 

Senator Levin. “. . . [prime brokerage] Accounts are controlled 
by RenTec,” the key words there being the “[prime brokerage] Ac- 
counts are controlled by Rentec.” 

The next paragraph I would like you to look to is under “Bene- 
fits,” c., near the bottom of that page: “RenTec is effectively entitled 
(through the Badger Options and the Barclays’ Options) to 100% of 
the benefits from Palomino’s trading activities less any prime bro- 
kerage fees paid to BCI and BCSL” — those are Barclays — “in re- 
spect to the . . . Accounts.” Did you follow me on that? 

Mr. Rosenthal. Yes, I did. 

Senator Levin. They are entitled to 100 percent of the benefits 
from Palomino’s trading activities. Palomino being a Barclays cre- 
ation. 


^See Exhibit No. 53, which appears in the Appendix on page 654. 
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Then on the next page, near the bottom, where it says, “Conclu- 
sion: Following the proposed amendments to the Articles and the 
entry into the Side Letter, RenTec controls the major activities of 
Palomino and is exposed to substantially all significant risks and 
rewards arising from the activities carried out through the [prime 
brokerage] accounts, being the only permitted activities of Palo- 
mino.” And, again. Palomino is Barclays’ creation. 

Now, if these factual representations to Barclays’ auditors by 
Barclay are true, what does that say about whether the option bas- 
ket is a true option? 

Mr. Rosenthal. If these representations were true. Renaissance, 
the general partner of the hedge fund, controls the basket of stocks, 
and as a consequence, the control is so large that I think one would 
need to conclude that the hedge funds, for which Renaissance is 
acting, own the stocks as opposed to Barclays. And that seems to 
be the point of this memo for accounting purposes. 

Senator Levin. And they would not have an option to acquire 
something they already own, presumably. 

Mr. Rosenthal. No. I am trying to wrap my mind around this 
fiction of having an option over something you already own. My 
view of the option is it reflects a contractual right to the basket of 
stocks in substance, and I think Price waterhouse, or at least 
Barclays in these representations to Price waterhouse, agrees with 
my intuition and my belief. And I believe that Pricewaterhouse 
itself ultimately allowed Palomino to be deconsolidated, which I be- 
lieve signals that Pricewaterhouse thought that all vested control 
was in the hands of the hedge fund and not in the hands of 
Barclays. 

Senator Levin. And that it was not an option because they al- 
ready controlled and owned it. 

Mr. Rosenthal. Yes, they, in effect, owned the stock, right. 

Senator Levin. Now, I would like you to take a look at Exhibit 
68,1 if yQ^ would. 

Mr. Rosenthal. OK, I have that exhibit in front of me, yes. 

Senator Levin. OK. Now, this is an excerpt from Barclays’ an- 
nual report contained in its public filings with the SEC. And if you 
look at Note 41 

Mr. Rosenthal. I am turning to the back of the document. I only 
see Note 38. 

Senator Levin. At the top of the page it says 230, then it says, 
“41 Investments in subsidiaries.” It is for 2009. It is Form 20-F. Is 
that what you have? 

Mr. Rosenthal. I have a Form 20-F, yes. 

Senator Levin. For 2009 of Barclays PLC and Barclays Bank 
PLC. 

Mr. Rosenthal. I have that in front of me. Which page is that, 
and where does it start 

Senator Levin. No, I do not have a page number. We have a 
note. Is that 230 at the top? 

Mr. Rosenthal. Oh, here, I found it on the second page, “41 In- 
vestments in subsidiaries.” 

Senator Levin. And 230 is the page number at the top? 


^See Exhibit No. 68, which appears in the Appendix on page 747. 
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Mr. Rosenthal. I see that, yes. 

Senator Levin. Now, if you look down where it says “41” in small 
print there? 

Mr. Rosenthal. Yes, I see that. 

Senator Levin. It says, “Entities where the Group’s” — now this 
is Barclays filing with the SEC, right? 

Mr. Rosenthal. It appears to he so, yes. 

Senator Levin. OK. And then it says, “Although the Group’s in- 
terest in the equity voting rights in certain entities exceeds 50%, 
or it may have the power to appoint a majority of their boards of 
Directors, they are excluded from consolidation because the Group 
either cannot direct the financial and operating policies of these en- 
tities, or on the grounds that another entity has a superior eco- 
nomic interest in them.” 

So then it says, “Consequently” — and these are the key words: 
“Consequently, these entities are not deemed to be controlled by 
Barclays.” And then it lists two entities: one. Palomino Limited. So 
it is representing to the SEC, it seems to me, that Palomino is not 
deemed to be controlled by Barclays. Is that what you read? 

Mr. Rosenthal. Yes. 

Senator Levin. Now, Barclays is claiming in its public filing that 
it does not control Palomino, which is what you have been testi- 
fying to this morning, because it either does not direct the financial 
and operating policies of Palomino or it does not have a superior 
economic interest in Palomino. Based on your review of the evi- 
dence that was gathered by this Subcommittee, who does control 
Palomino? 

Mr. Rosenthal. Well 

Senator Levin. I mean, they are representing they do not control 
it. Is that a serious representation? 

Mr. Rosenthal. I think the hedge funds through their general 
partner. Renaissance, control the accounts in Palomino, just like I 
believe the hedge funds through their general partner control the 
accounts held directly under Deutsche Bank. And I think that 

Senator Levin. Is this a serious representation when you tell the 
SEC that you do not control Palomino? 

Mr. Rosenthal. I believe so. I suspect it is true, too, but, I 

Senator Levin. But is it also — I suspect it is true as well. In fact, 
our report says it is true. 

Mr. Rosenthal. Yes. 

Senator Levin. It is also something they are representing to the 
SEC that they do not control it. 

Mr. Rosenthal. Yes. 

Senator Levin. Part of their argument is that they do control it. 
I think we may hear that argument this morning. 

But in any event, they claim here that they do not control it, and 
what they are saying is the reason they do not control it is because 
they do not, it says here, they do not direct the financial and oper- 
ating policies of these entities. They do not control, they say — ex- 
cuse me. They do not direct the financial and operating policies of 
Palomino and/or another entity has a controlling interest. So is this 
not an acknowledgment in a very significant way to a Federal regu- 
latory body that they do not direct the financial and operating poli- 
cies of Palomino? 
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Mr. Rosenthal. I would say yes, although there is the word “ei- 
ther” here, and I do not quite understand this formulation, “either 
cannot direct the financial and operating policies ... or on the 
grounds” 

Senator Levin. No, it does not direct. 

Mr. Rosenthal. Yes, it is — “or on the grounds that another enti- 
ty has a superior economic interest in them.” In either cir- 
cumstance — 

Senator Levin. That another entity has a controlling interest in 
them. So on either grounds. 

Mr. Rosenthal. That is correct. Barclays is not viewed as con- 
trolling Palomino under this disclosure to the SEC. 

Senator Levin. All right. And if you look at the next representa- 
tion for the year — that was 2011. In 2012, are they telling the SEC, 
if you look at — it is the same exhibit,^ 2012, do you see there the 
same — it is footnote 38 in this case. 

Mr. Rosenthal. Yes, I have footnote 38 in front of me. 

Senator Levin. And they say that they are excluded from consoli- 
dation. They are not even showing Palomino as being owned by 
them on their SEC form because they do not direct the financial 
and operating policies of these entities or another entity has con- 
trolling interest, for one or the other reasons, they are not even 
going to show ownership because another entity has a controlling 
interest or Barclays does not direct the financial and operating 
policies of Palomino. Right? 

Mr. Rosenthal. Correct, at the bottom 

Senator Levin. And that is something you would agree with, 
from what you know. 

Mr. Rosenthal. From what I saw independently of the docu- 
ments, I think this representation to the SEC is correct that Palo- 
mino was not controlled by Barclays. If you look to the economic 
and financial activities of Palomino, it was set up as a special pur- 
pose entity and only maintained accounts to facilitate the trading 
for Renaissance. And I think that these assertions, quite logically 
so, suggest that Renaissance controls that trading and those ac- 
counts, and not Barclays. 

Senator Levin. Yes, but at least Barclays sure does not. And that 
is what they have represented to the SEC. The same thing in — 
take a look at the next year, 2013. Here again. Palomino; country 
of registration or incorporation. Cayman Islands again. Can you see 
that is Note 38, this year. Do you see that? 

Mr. Rosenthal. Yes, I see the same words there. 

Senator Levin. They actually — it is slightly different words. 

Mr. Rosenthal. Oh. 

Senator Levin. I mean, same impact. They are excluded from 
consolidation. They do not want to even show them as owning this 
because the group, Barclays, does not have exposure to their vari- 
able returns, and these entities — that is Palomino — are managed 
by external counterparties and, consequently, are not controlled by 
the group. Same effect, slightly different words. Is that correct? 

Mr. Rosenthal. Yes, thank you for highlighting those slightly 
different words. I actually think the only counterparty to Barclays 


^See Exhibit No. 68, which appears in the Appendix on page 747. 
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here would be the hedge fund. I do not believe that Renaissance, 
the advisor, would be viewed as a counterparty. Normally the term 
“counterparty” is used in connection with a derivative, the ones 
who have the economic interest in the contract. So I think these 
words point more directly to the hedge funds. 

Senator Levin. Which is what you have testified to. 

Mr. Rosenthal. That is how I viewed the arrangement con- 
sistent with these descriptions, yes. 

Senator Levin. So they are representing to the SEC what you 
say is the real-world situation, that the beneficial owner of that ac- 
count was Renaissance. 

Mr. Rosenthal. Yes, it appears to me that way, yes. 

Senator Levin. Year after year after year, that is what they say 
to the SEC. 

Now, the evidence shows that Renaissance on a daily basis made 
hundreds of thousands of these rapid-fire trades. That is an aver- 
age, by the way, of three per second, using its trading discretion 
that it was given by contract in the banks’ basket accounts. And 
I think you have testified to this in your opening statement, but 
I want to just ask you to expand a bit on it. 

Do you have a view as to — and you talked about a turnover in 
6 months, I believe, was like 97 — what was the turnover, do you 
remember? 

Mr. Rosenthal. The turnover in 3 months’ time was about 87 
percent. 

Senator Levin. And in 6 months, do you have the number? I 
think it was 97, but at any rate 

Mr. Rosenthal. Something like that. 

Senator Levin. Does that give rise to a fundamental or material 
change to the composition of the basket options so that these 
changes to the underlying positions should be deemed exchanges of 
property and, therefore, taxable events under the Code? 

Mr. Rosenthal. Yes, I believe so. I believe that that argument, 
though, only holds if the basket contract were respected. I think in 
the first instance, the basket contract combined with the invest- 
ment management agreements reflect direct ownership of the un- 
derlying assets, and, therefore, gains and losses would be recog- 
nized at the time that the underlying assets were bought and sold. 
But on the chance that some court might disagree — that there is, 
in fact, a contractual right only to the return and not to the under- 
lying assets — I think that contractual right has been fundamen- 
tally changed as the portfolio turns over. And so I think the hedge 
funds would have a very uphill battle to persuade either the IRS 
or a court of law that the gains that they reported as long term 
and deferred really were long term and deferred. 

Senator Levin. So this is a second reason why they would have 
a problem with — from a tax perspective — from what the claim of 
the long-term gain is. 

Mr. Rosenthal. Yes, a second and independent reason, yes. 

Senator Levin. I have a few questions for the GAO, but, we will 
now hear from Senator McCain. 

Senator McCain. I want to thank the witnesses. Could I say that 
there are many people who are watching this hearing, and there 
are many people like me that are not as familiar as you are with 



20 


how this whole system works. So mayhe for the record — and, by the 
way, we will have to proceed on the assumption there is no such 
thing as a dumb question in my questioning you. How does this 
thing work? What is the technologically advanced algorithm? They 
employ real smart people. Just for the record, how does this whole 
system work that they have invented which allows them now to 
have nothing but profits throughout the entire time, no matter 
what the rest of the Nation and the world’s economy does? Would 
you, for the record, Mr. Rosenthal or Mr. White, either one or both, 
explain exactly what is taking place here? 

Mr. Rosenthal. Well, we are at some handicap. These Renais- 
sance funds were incredibly profitable 

Senator McCain. This is a hedge fund? 

Mr. Rosenthal. A hedge fund, yes, that buys and sells stocks. 

Senator McCain. Right. 

Mr. Rosenthal. It pursues a strategy which has been tremen- 
dously successful, and understandably so, the funds were reluctant 
to share exactly what they did. But I think what they did was de- 
scribed as statistical arbitrage, and I am familiar generally with 
what statistical arbitrage entails. Statistical arbitrage entails try- 
ing to determine relationships between a couple of different assets 
and determine whether or not the price of one of the assets is out 
of kilter. Too low, you might buy; too high, you might sell. 

And so for instance, you might buy Ford Motor and sell short 
Chrysler depending on the price of steel. Maybe Ford uses steel 
more intensively in its manufacturing process. 

Senator McCain. And that decision is made by really smart peo- 
ple they hire that do 

Mr. Rosenthal. Really smart people. 

Senator McCain [continuing]. Intensive study and investigation. 

Mr. Rosenthal. Really smart people. 

Senator McCain. And what does the use of algorithms — where 
does that enter into it? 

Mr. Rosenthal. Well, as I understand the algorithm, in the 
1990’s one of these really smart people, a Ph.D. from Berkeley, cre- 
ated the algorithm which, as I understand it, is a collection of dif- 
ferent strategies or pricing signals to determine what to buy and 
what to sell. And throughout, the Renaissance investment advisor, 
which has more than 200 to 250 employees, including 90 Ph.D.s, 
math and science Ph.D.s, continued to tweak the model, search for 
pricing relationships, look for good investment opportunities, and 
they are very successful. They can spot pricing — mispricing that 
may be fleeting, days and weeks, and profit by it. 

Senator McCain. Now, is Renaissance one of the most successful 
of all hedge funds because of this? 

Mr. Rosenthal. I believe so. Senator, based on my Google of the 
company. They are tremendously successful, very profitable. 

Senator McCain. So basically they are not fundamentally doing 
anything wrong; it is just they are smarter than a lot of other ana- 
lysts and hedge funds, etc. 

Mr. Rosenthal. Well, at its core, statistical arbitrage is a per- 
fectly sensible and fair strategy to pursue, yes. 
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Senator McCain. But the question here is: Are they paying their 
taxes that would be appropriate for the transactions they are en- 
gaged in? 

Mr. Rosenthal. Not in my view, Senator. In my view, their 
strategies fundamentally are short-term strategies. And at the 
start. Senator, in your opening statement, you described how the 
average investor looks at some of these arrangements and says, 
“That is not fair. I cannot do that.” And if you were to look to an 
analogy of what Renaissance funds did to what I, as an average in- 
vestor might do, I cannot instruct my broker at the end of the year, 
after I have bought and sold stocks — IBM, AT&T and the like — 
I cannot instruct my broker, “Please do not send me a 1099 listing 
the individual gains and sales from my stocks. Instead, please send 
me after a year and a day my net profits so that I can treat that 
net profit as a payoff of a long-term investment.” 

I cannot do that with my retail broker. My broker sends me 
statements that reflect short-term profits when I pursue a short- 
term strategy and long-term gains when I pursue a long-term 
strategy, when I am fortunate enough to have a long-term gain. 
That is not what has happened here. 

Senator McCain. That is not what has happened here. So what 
has happened here? 

Mr. Rosenthal. What has happened here, in my view. Senator 
McCain, is that the hedge funds wrapped a derivative around the 
short-term trading strategies, that rather than view the short-term 
trading strategies as being owned and the benefits passing through 
directly as sales occurred, those gains were simply accrued and re- 
invested in new positions and were only cashed out when the deriv- 
ative that wrapped itself around the strategy was terminated and 
the gains passed through by the bank to the fund. 

And as I said, the funds took the view that by arranging the 
wrapper, this derivative, around the strategy, that the tax law 
would ignore the short-term nature of the trades underlying the de- 
rivative and look only to the longer-term contract. I do not think 
that would withstand judicial scrutiny. Senator. 

Senator McCain. Mr. White, I noticed you want to make a com- 
ment on this exchange here. 

Mr. White. Senator, yes, we did not at GAO review this par- 
ticular transaction. I want to be clear about that. What we did re- 
view is IRS’ ability to audit large partnerships, and many of these 
hedge funds, as I said in my statement, are structured as large 
partnerships. What we found, is IRS is hindered in its ability to 
audit these kinds of entities. One of the problems is finding these 
kinds of transactions. If you have a tiered structure, IRS auditors 
have the problem of finding the ultimate source of the income be- 
cause what they need to do is audit the transactions such as this 
particular transaction that is the example today. 

The other problem that IRS faces is if they do find the trans- 
action and make an audit adjustment, they then have to find all 
the partners in the structure to pass the change through to. 

Senator McCain. So what do we do? 

Mr. White. There are a couple of things that we are looking at. 
We are not done with our work yet. We will be issuing the final 
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report in the fall. But there are some options here to simplify the 
audit process for IRS under the TEFRA rules. 

One problem that we cited, the auditors told us repeatedly they 
have problems finding the so-called Tax Matters Partner, the rep- 
resentative of the partnership with whom they deal with in an 
audit. Right now under the law, it is not required that that Tax 
Matters Partner be listed. The Tax Matters Partner, if it is listed, 
may not be a human being. It may be another partnership. And 
IRS auditors told us this can delay their audit work by months. 
And given the statute of limitations, they may run out of time to 
complete an audit. So that is one option. 

Another possibility is assessing the tax at the entity level, at the 
partnership level, and avoiding the problem of having to pass the 
tax through to the partners. 

Senator McCain. But right now, according to you, the IRS is au- 
diting 0.8 percent of the large partnerships in the United States. 

Mr. White. Yes. 

Senator McCain. That is not exactly a deterrent to misbehavior. 

Mr. White. Especially when you compare it to the audit rate for 
large corporations, which is, as I said, 27 percent, 33 times higher 
than 0.8 percent. 

Senator McCain. So, Mr. Rosenthal, we are really talking about 
de facto tax avoidance here. Is that correct? 

Mr. Rosenthal. I think that is correct. Senator. That is, we have 
a situation in which the hedge funds engage in very complicated 
transactions, and in this instance in ways that I do not think would 
withstand judicial scrutiny. But having the IRS find the trans- 
action and having the IRS audit the transaction effectively is not 
going on. I believe from a prior GAO report the IRS stumbled 
across these transactions through a tip from the SEC. So there are 
real problems on the audit side from the IRS. 

I would say TEFRA was enacted in 1982, I believe, to simplify 
partnership taxation to make it easier for the IRS to conduct audits 
at the partnership level, yet to provide some information rights to 
the partners, to make sure the partners knew what was going on. 
The TEFRA rules, designed to simplify, in fact have created quite 
a mess. I worked on the reform of the TEFRA rules in 1993 when 
I was at the Joint Committee on Taxation. I think Mr. White is cor- 
rect that further reform might be desirable. But my personal view 
is that is not the fundamental problem here. 

There are two fundamental problems, in my view: one is these 
derivatives are just so complicated and so opaque that to get the 
IRS to have the resources to sort them through 

Senator McCain. Could I interrupt you there on the first one? 
Does that mean you rule out such transactions? 

Mr. Rosenthal. No. On the first one on how to view derivatives, 
I think they serve a valuable commercial purpose. Yet I believe 
what we ought to do is require derivatives to be accounted for as 
if they had been sold every year. Chairman Dave Camp of the 
House Ways and Means Committee examined derivatives closely 
and in his tax reform proposals recommended that derivatives sim- 
ply be marked to market, that is, treated as if they are sold each 
year, and then that income or loss recognized each year. That 
would help immensely to try to neuter the complexity and the dif- 
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ficulties of the IRS in unraveling these derivative arrangements 
and would, in effect, come very close to the true income from the 
derivatives. And that was the approach that Chairman Camp pro- 
posed and then reproposed. I think that was a sensible approach. 

Senator McCain. Your second point? I interrupted you. 

Mr. Rosenthal. My second point is it is a question of resources, 
I think, in part to the IRS. As you suggest. Senator, a 1-percent 
audit rate for an increasingly large segment of our economy just in- 
vites the most aggressive behavior. And it is unfortunate — I have 
practiced for many years, and I have seen this scenario from so 
many different spots. You can find advisors who will write aggres- 
sive opinions; whereas, most advisors would not opine that a trans- 
action works. You can find taxpayers which will take aggressive po- 
sitions in circumstances in which many other taxpayers would not 
take advantage of a situation that they did not think was appro- 
priate. And, in effect, what you have is the aggressive driving a 
race to the bottom, the competitive pressures amongst professionals 
and amongst taxpayers are only enhanced by the lack of enforce- 
ment and regulation by the IRS. And so the situation is very chal- 
lenging. 

So, again, I would try to think of systemic ways to make the 
audit and the taxation of derivatives simpler, but then you also, in 
my view, need to give the IRS more resources to do their job. 

Senator McCain. Thank you. 

Thank you, Mr. Chairman. 

Senator Levin. Thank you. We are near the end of a vote in the 
Senate now, the first of three votes. I am going to run over there 
now and try to catch two votes together, and then I will probably 
just have to miss the third vote, because we are going to come back 
and continue to work through these. But I just want to make it 
clear that you agree, Mr. White, that the IRS has recently experi- 
enced budget reductions that do constrain the resources that are 
potentially available for large partnership audits? 

Mr. White. Yes. Its overall resources have been cut. Further- 
more, what is going on here is you have this very rapid growth in 
large partnerships. C corporations are shrinking somewhat but not 
enough so that IRS could reallocate resources from those audits, 
which are productive audits. Audits of corporations bring in several 
tens of billions of dollars to IRS. So reallocating resources away 
from those audits to large partnerships does not seem to make 
sense. 

Senator Levin. All right. Thank you both. You two are excused. 
We are going to move to our next panel in probably 10 minutes, 
so we will recess for 10 minutes. 

[Recess.] 

Senator Levin. The Subcommittee will come back to order. Now 
we will call our second panel of witnesses: 

Martin Malloy, Managing Director of Barclays in London; Satish 
Ramakrishna, Managing Director of Deutsche Bank Securities Inc. 
and Global Head of Risk and Pricing for Global Prime Finance in 
New York; Mark Silber, Executive Vice President, Chief Financial 
Officer, Chief Compliance Officer, and Chief Legal Officer of Ren- 
aissance Technologies LLC in New York; and Jonathan Mayers, 
Counsel for Renaissance Technologies LLC in New York. 
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Thank you all for being with us this morning, and thank you for 
the cooperation of the banks and of Renaissance. We appreciate 
that. 

Pursuant to Rule 6, all witnesses who testify before the Sub- 
committee are required to be sworn, so we would ask you to please 
stand and raise your right hands. Do you swear that the testimony 
you are about to give before this Subcommittee will be the truth, 
the whole truth, and nothing but the truth, so help you, God? 

Mr. Malloy. I do. 

Mr. Ramakrishna. I do. 

Mr. SiLBER. I do. 

Mr. Mayers. I do. 

Senator Levin. We will be using a timing system today. About 
a minute before the red light comes on, you will see the lights 
change from green to yellow, giving you an opportunity to conclude 
your remarks. Your written testimony will be made part of the 
record in its entirety, and please try to limit your oral testimony 
to no more than 7 minutes. 

Mr. Malloy, we will have you go first, followed by Mr. 
Ramakrishna, then Mr. Silber, and then Mr. Mayers. Thank you. 
Mr. Malloy. 

TESTIMONY OF MARTIN MALLOY/ MANAGING DIRECTOR, 
BARCLAYS, LONDON, ENGLAND 

Mr. Malloy. Good morning. 

Senator Levin. Good morning. 

Mr. Malloy. I am Marty Malloy, and I currently serve as Man- 
aging Director and Head of Barclays’ European Prime Services 
unit. From 1998 to 2008, I headed the equity finance team of 
Barclays’ Prime Brokerage group. In this capacity, I oversaw the 
execution of the COLT transaction with Renaissance Technologies. 
In the last 18 months, I have met with the Subcommittee staff on 
several occasions in an effort to assist your review and analysis of 
the COLT transactions, and I am here today as a further continu- 
ation of my and Barclays’ cooperation. 

Barclays and Renaissance first entered into the COLT trans- 
action in the fall of 2002, and they were already a customer of the 
bank at the time. Renaissance proposed aspects of a structure that 
ultimately became COLT in connection with ongoing discussions re- 
garding potentially expanding its business relationship with 
Barclays. Over the past 12 years, Barclays and Renaissance have 
entered into a number of COLT transactions. 

This is a commercial transaction from which Barclays earns fees 
in a number of ways. On options trades like this one, the bank re- 
alizes income from the spread on our execution of our principal 
trades. Additionally, Barclays benefited from being able to both 
pledge as collateral and lend out the securities held by Palomino. 

Before putting on the first COLT option and when subsequent 
options were considered and approved, Barclays subjected the 
transaction to an extensive internal review process and consulted 
with both internal and external regulatory and tax experts. The 
COLT transaction, like any transaction, poses certain risks to the 


^The prepared statement of Mr. Malloy appears in the Appendix on page 111. 
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bank. In particular, Barclays bears gap risk associated with being 
the holder of the basket of securities. 

For example, over a period of several days in August 2007, this 
portfolio, like others using a statistical arbitrage strategy, suffered 
higher than expected losses. The portfolio eventually rebounded, 
and the losses did not exceed the limit levels that would have trig- 
gered an automatic unwind of the transaction. These risks were 
mitigated by features of the transaction, including Barclays’ right 
to unilaterally unwind the transaction if losses exceeded the 
amount of the premium paid by Renaissance on any existing op- 
tions. There is also a monitoring system to oversee performance of 
the reference portfolio and certain limitations such as concentration 
and skew limits. 

While Barclays had the risks and protections I just described, the 
COLT transaction was unique in at least one important way in 
that it was non-recourse. In other words, unlike other transactions 
in which the bank provides financing, with the COLT transaction 
we cannot pursue legal remedies from Renaissance in the event the 
portfolio suffers losses in excess of the amount of premium paid. 

An issue raised by this Subcommittee is whether historically 
Renaissance has applied the correct tax rate to its earnings from 
the COLT options. The IRS issued generic legal advice in 2010, but 
to my knowledge, the IRS has issued no further guidance or deci- 
sions on these transactions. 

Although Barclays feels strongly that this transaction was sub- 
ject to sufficient and significant internal and external review to en- 
sure it complied with applicable tax laws and regulations, ulti- 
mately the question of what tax rate should Renaissance pay is a 
question to be resolved between Renaissance, as the taxpayer, and 
the IRS. 

I hope my testimony has been helpful, and I will do my best to 
answer the Subcommittee’s questions. I should note that although 
I have been involved with many aspects of this transaction over the 
course of its execution at Barclays, I have not been responsible for 
the deal’s day-to-day operations since May 2008. To assist the Sub- 
committee, the bank has done its best to collect as much informa- 
tion as possible related to this transaction and, therefore, at times, 
my testimony and answers will reflect not my personal knowledge, 
but what I have been informed of by others working at the bank. 

Thank you. 

Senator Levin. Thank you very much, Mr. Malloy. 

Mr. Ramakrishna. 

TESTIMONY OF SATISH RAMAKRISHNA, i MANAGING DIREC- 
TOR, DEUTSCHE BANK SECURITIES INC., GLOBAL HEAD OF 

RISK AND PRICING FOR GLOBAL PRIME FINANCE, NEW 

YORK, NEW YORK 

Mr. Ramakrishna. Chairman Levin, good morning. 

Senator Levin. Good morning. 

Mr. Ramakrishna. My name is Satish Ramakrishna. I am Man- 
aging Director and Global Head of Risk and Pricing for Global 
Prime Finance in Deutsche Bank Securities. I am currently based 


^The prepared statement of Mr. Ramakrishna appears in the Appendix on page 118. 
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in the New York office of Deutsche Bank, and I have been at Deut- 
sche Bank for approximately 16 years. 

Before I became a risk manager in 2007, the job that I do now, 
I was an equity derivatives trader. I ran the structured products 
derivatives desk for Deutsche Bank in New York and later ran a 
derivatives desk in London. As a result, I have extensive experi- 
ence performing quantitative analysis of equity derivatives, includ- 
ing pricing and evaluating the risk profile of various options. My 
colleague Barry Bausano and I have submitted detailed written 
testimony. 

I want now to briefly describe some of the specific features of the 
MAPS product at Deutsche Bank and provide some background on 
how and why we developed what we call “New MAPS” in 2008. Mr. 
Bausano will then provide you with a brief overview of the MAPS 
product in Deutsche Bank. 

MAPS was an option on a trading strategy. The option buyer, a 
hedge fund, paid a premium to Deutsche Bank to purchase the op- 
tion. If the strategy did not generate gains in excess of the initial 
premium, the buyer simply paid for the costs and benefits of the 
option and received the remaining value in the option at maturity. 
However, if the strategy generated positive returns, the buyer re- 
ceived the amount of those returns, less the costs and fees for the 
option paid to Deutsche Bank. The bank engaged an investment 
advisor affiliated with the option holder to run the trading strategy 
within strict parameters and to purchase in short in the bank’s 
own account the securities or positions that comprised the strategy 
as a hedge to the option. 

While the bank’s exposure under the option was hedged, MAPS 
was not without risk to the bank, particularly absent the controls 
which we put in place. If the value of the securities held in the ac- 
count fell below the barrier price of the option, the bank bore all 
losses. 

The extent of this risk became clear to me in August 2007, a few 
months after I joined Prime Finance as a risk manager, when 
hedge funds employing a statistical arbitrage, market-neutral 
strategy experienced what has come to be known as the “quant 
quake.” The quant quake demonstrated that such funds were 
riskier than believed because of the high correlation in the posi- 
tions held by different funds employing similar strategies. 

As a result, in late 2007, I began to consider ways to provide the 
Bank with better protection if the value of the portfolio of securities 
the Bank was holding relating to MAPS suddenly dropped. At the 
same time, those in the bank’s control functions, including legal, 
tax, and compliance, were assessing MAPS in light of ongoing dia- 
log and observations concerning the regulations surrounding de- 
rivatives products. Those efforts were merged together as we at 
Deutsche Bank worked to restructure MAPS and develop “New 
MAPS” in 2007 and 2008. 

The MAPS restructuring included a number of changes. Let me 
highlight three of them. 

First, New MAPS included key risk reduction terms that pro- 
vided the bank with certain rights at declining levels of account 
value and that required the investment advisor to follow a defined 
balanced and liquid investment strategy. 
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Second, the New MAPS agreements further provided that the se- 
curities traded for each option would he held in separate sub-ac- 
counts and the options staggered in maturity for risk purposes. 

Third, New MAPS was changed from an American style to a Eu- 
ropean style option, which could not be terminated early without 
forfeiting a significant part of the premium. 

In addition to these changes to the product, we took steps to im- 
prove internal controls and apply intra-day risk management, thus 
better managing the bank’s risk under New MAPS. I also ensured 
that the revised option price calculation accurately compensated 
the bank for its risks and costs. Pricing was done through the use 
of traditional option-pricing methods, and the strike price was ad- 
justed so that the cost of the option and the financing cost of the 
portfolio were reflected in the strike price of the option. 

In sum, we priced New MAPS as an option, managed it as an 
option, and documented it as an option. We did so because MAPS 
was an option and the bank was compensated for and managed its 
risk accordingly. 

Thank you for this opportunity to speak to you today, and I look 
forward to answering your questions. 

Senator Levin. Thank you very much. 

Next will be Mr. Silber. 

TESTIMONY OF MARK SILBER, i EXECUTIVE VICE PRESIDENT, 

CHIEF FINANCIAL OFFICER, CHIEF COMPLIANCE OFFICER, 

AND CHIEF LEGAL OFFICER, RENAISSANCE TECHNOLOGIES 

LLC, NEW YORK, NEW YORK, ACCOMPANIED BY JONATHAN 

MAYERS, COUNSEL, RENAISSANCE TECHNOLOGIES LLC, 

NEW YORK, NEW YORK 

Mr. Silber. Thank you. Chairman Levin, and Members of the 
Subommittee, good morning. 

Senator Levin. Good morning. 

Mr. Silber. My name is Mark Silber, and I appreciate the oppor- 
tunity to present a brief opening statement on behalf of Renais- 
sance. 

Renaissance’s mission is to produce superior financial results by 
adhering to mathematical and statistical models in the design and 
execution of trading strategies. Our equity trading and advisory ac- 
tivities add liquidity to the markets, reduce inefficiencies, and im- 
prove capital formation. We have invested billions in the research 
that supports our models, and we have been very successful, but 
we know that past success does not eliminate future risk. 

I want to be clear: Renaissance’s Medallion fund purchased bar- 
rier options from Deutsche Bank and Barclays for substantial non- 
tax business reasons. We would have purchased these options re- 
gardless of their tax treatment. I can confidently speak to our moti- 
vations for buying these options because I have been a part of the 
Renaissance leadership team for over 30 years. 

When we exercised a barrier option held for more than a year, 
we reported any gains resulting as long-term capital gains in ac- 
cordance with current tax law. We reported short-term capital 


^The prepared statement of Mr. Silber appears in the Appendix on page 129. 
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gains on options held for less than a year. If the tax law relating 
to barrier options changes in the future, we will, of course, comply. 

Under current law, derivative instruments permit higher lever- 
age than many other forms of investments. Again, if the rules con- 
cerning leverage change, we will comply. 

Medallion purchases barrier options to obtain a combination of 
leverage and loss protection that we have been unable to obtain 
through any other means. This is entirely permissible under cur- 
rent law. The Joint Committee on Taxation has recognized that de- 
rivatives are critically important tools in the risk management 
process and that, compared to actually stock ownership, derivative 
contracts typically afford a party much higher leverage than would 
be commercially possible or permitted by relevant margin regula- 
tions. 

Our options are not prime brokerage accounts with more than 
normal benefits. They come with a different bundle of rights and 
obligations. Owners of stock in prime brokerage accounts receive 
customer protections in bankruptcy and other benefits that we do 
not. For example, if one of our counterparties were to collapse or 
default, as Lehman Brothers and other large institutions have re- 
cently done, we would be a general creditor at the back of the line 
with no guarantee of recovering any portion of the value of the op- 
tion. We have accepted these trade-offs in order to obtain greater 
leverage and loss protection that is not available in prime broker- 
age. 

The way in which we have used the barrier options also dem- 
onstrates that we were driven by business imperatives. The aver- 
age holding period of the Deutsche Bank options from 2000 
through 2009 was around 450 days. For Barclays, it was around 
400 days. After the August 2007 Quant Quake, we exercised a 
Barclays option after only a few months, and then did so again in 
2009 during the market turmoil surrounding the financial crisis. 
Today all of the new options that Medallion enters into have terms 
of less than 1 year. 

Like all prudent investors, we were also mindful of the tax con- 
sequences of our actions. This is entirely permissible and in no way 
negates the compelling business reasons that led us to enter into 
these transactions. 

As you know, the IRS has been reviewing these options for over 
6 years now. Renaissance has been cooperating fully with that re- 
view and is working through the issue within the IRS’s established 
process. Frankly, we wish things would move faster. Ultimately, we 
expect to prevail because we have complied with the law. 

We also note that Congress many years ago gave the IRS the au- 
thority, in Code Section 1260, to prospectively change the taxation 
of options like these, and it has not done so. 

We appreciate the opportunity to be here today to explain our 
transaction, and we look forward to your questions. 

Senator Levin. Thank you, Mr. Silber. 

Mr. Mayers. 

Mr. Mayers. Senator Levin, Mr. Silber’s remarks were on behalf 
of Renaissance as a whole, and I will not be making a statement 
separately. 

Senator Levin. Thank you. 



29 


OK. Let me first ask you some questions, Mr. Silber. In the bas- 
ket deals with Deutsche Bank, RenTec used two different entities 
to purchase the options: Franconia and then later on Mosel. Fran- 
conia was a Bermuda corporation, and it was used by Renaissance 
to be the option buyer in 20 basket deals between 2000 and 2007. 

How many employees did Franconia have? 

Mr. Silber. None. 

Senator Levin. Who controlled Franconia? 

Mr. Silber. Renaissance as the general partner. 

Senator Levin. Now, take a look at Exhibit 6,^ if you would. 

Mr. Silber. I have that exhibit. 

Senator Levin. If you take a look at page 1, it is stated that 
RenTec was authorized without further approval by or notice to the 
client — that is Franconia — to make all investment decisions con- 
cerning the account. Is that correct? Do you see that? 

Mr. Silber. I am looking for it, but I believe that is correct. 

Senator Levin. OK. Now, in terms of RenTec’s control over Fran- 
conia, if there were any doubt, take a look at the signature page. 
Who signed that agreement for Renaissance? 

Mr. Silber. I did. 

Senator Levin. And who signed on behalf of Franconia? 

Mr. Silber. I did. 

Senator Levin. So you are signing that deal with yourself More 
significantly. Renaissance is signing a deal with itself, and the 
company is such a shell that you, as an executive officer of RenTec, 
sign all of the papers. 

Now, the next entity RenTec used in these basket deals was 
Mosel. Am I pronouncing that correctly? 

Mr. Silber. Yes, Senator. 

Senator Levin. Mosel was a Delaware partnership and has been 
used by RenTec to be the option buyer in basket options between 
2007 and 2010. It has also entered into all of the short-term deals 
that RenTec and Deutsche Bank have entered into since 2012. How 
many employees does Mosel have? 

Mr. Silber. None. 

Senator Levin. And who controls Mosel? 

Mr. Silber. We do as general partner. 

Senator Levin. Take a look at Exhibit 8,^ if you would. 

Mr. Silber. Yes, sir. 

Senator Levin. This is a copy of the Limited Partnership Agree- 
ment for Mosel. RenTec is Mosel’s general partner. According to 
page 6 of the agreement, the general partners, subject to the terms 
and conditions of the agreement, “shall have complete and exclu- 
sive responsibility for managing and administering the affairs of 
the Partnership, and shall have the power and authority to do all 
things necessary to carry out its duties hereunder.” Do you see that 
language? 

Mr. Silber. Yes, Senator. 

Senator Levin. OK. Now, look at the signature pages 15 and 16. 
Who signs for RenTec? 

Mr. Silber. I did. 


^See Exhibit No. 6, which appears in the Appendix on page 274. 
2 See Exhibit No. 8, which appears in the Appendix on page 292. 
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Senator Levin. And who signs for all of the partnerships that are 
the limited partners? 

Mr. SiLBER. I did. 

Senator Levin. Full control by RenTec. RenTec’s general partner 
Mosel is also the agent of Mosel. Is that correct? 

Mr. SiLBER. We are the general partner of Mosel. 

Senator Levin. Are you the agent of Mosel? 

Mr. SiLBER. As general partner, we had all the authority and re- 
sponsibility for the activities. 

Senator Levin. Now, I want to explore some of the fictions that 
I have referred to in some detail, and we are going to do so by look- 
ing specifically at the option deals involving RenTec and Deutsche 
Bank. What the bank and the hedge fund want is to create a re- 
ality, an alternate reality, in which RenTec can borrow lots of 
money from Deutsche Bank to make millions of short-term trades 
while both avoiding leverage limits and RenTec also claiming long- 
term capital gains rates. And the vehicle to create that alternate 
reality is a basket option that derives its value from a basket of 
securities that sit in a Deutsche Bank account, but that RenTec 
can change the mix of the assets in the basket as it wishes. 

The idea, however, of a hedge fund holding an option whose 
value derives from an account that that same hedge fund controls 
would be absurd, to have an option on yourself So to maintain the 
fiction of a real option, RenTec creates an entity that it owns, Fran- 
conia, to hold the option. RenTec controls the Deutsche Bank ac- 
count. The created entity Franconia holds the option on the ac- 
count. That supposedly sets up a wall between the entity control- 
ling the trades and the entity controlling the option. But on even 
the most cursory examination, that wall crumbles. These two enti- 
ties are one entity, as we can see from the chart in front of us. 

Now, Mr. Silber, take a look at Exhibit 7,^ if you would. It is a 
confirmation document for one of the basket deals between RenTec 
and Deutsche Bank in 2002. Do you see where the heading there 
is “Deutsche Bank,” and it says, Franconia, it is addressed to Fran- 
conia Equities. 

Mr. Silber. Yes. 

Senator Levin. Care of Renaissance Technologies. 

Mr. Silber. Yes. 

Senator Levin. OK. Eranconia, again, the RenTec-controlled 
shell, is the option buyer. Deutsche Bank is the seller. 

Now, if you look at one of the representations made in this docu- 
ment on the bottom of page 10, Article (v), there is a representation 
in that article that the buyer — that is Eranconia — has made an 
independent judgment of the experience and expertise of the in- 
vestment advisor. The investment advisor to Deutsche Bank is 
RenTec, who we have already seen is the investment advisor for 
Eranconia, wholly owned by RenTec, who owns it and controls it. 
Eranconia has no employees. 

Now, how can Eranconia be able to make an independent judg- 
ment of RenTec? 

Mr. Silber. I am missing — I am sorry. Senator. I see where the 
seller 


^See Exhibit No. 7, which appears in the Appendix on page 129. 
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Senator Levin. At the last line, “The buyer has made an inde- 
pendent judgment of the experience” 

Mr. SiLBER. “. . . and expertise of the investment” — that is cor- 
rect. Franconia is an investment vehicle owned by ultimately the 
beneficial owners of the fund, Medallion fund, which was the owner 
of Franconia. RenTec is an individual — is an independent entity 
which acts as Investment Advisor to both Medallion and Franconia. 

Senator Levin. Right. So how can Franconia make an inde- 
pendent judgment of the experience and expertise of RenTec? It 
was created by RenTec. 

Mr. SiLBER. It was. 

Senator Levin. It has no employees. 

Mr. SiLBER. That is correct. 

Senator Levin. So how does it make an independent judgment? 

Mr. SiLBER. We as the 

Senator Levin. Who makes the judgment at Mosel? 

Mr. SiLBER. Renaissance 

Senator Levin. I am sorry. At Franconia. Who makes the judg- 
ment? 

Mr. SiLBER. Renaissance acting as the general partner with du- 
ties to the — fiduciary duties to its investors, is speaking on behalf 
of those investors with regard to RenTec, the same entity, in its 
role as investment advisor. 

Senator Levin. So RenTec is making a judgment on RenTec. 

Mr. SiLBER. It is. 

Senator Levin. OK. If that is your definition of “independence,” 
I would like to find a dictionary — send me a copy of the dictionary 
that has that kind of a definition of “independence,” making a judg- 
ment on yourself. 

So take a look, if you would, please, at page ll^ of that same doc- 
ument. And then in the second paragraph there, under “Investment 
Advisor,” it says, “Other than as provided above. Buyer agrees” — 
that is Franconia — “that it shall not contact directly the Invest- 
ment Advisor” — that is RenTec — “regarding the terms or subject 
matter of this Transaction.” 

How is it under any definition conceivable that the Buyer, Fran- 
conia, with no employees, will not contact directly the Investment 
Advisor that creates it regarding the terms or subject matter of 
this transaction? How is that possible? 

Mr. SiLBER. I agree. I do not understand — that sentence may not 
have been relevant to this transaction. 

Senator Levin. But it is highly relevant, trying to create a fic- 
tional wall. I am just asking you: How is it conceivable, under what 
definition is it possible that Franconia, with no employees, agrees 
that it will not contact the investment advisor, which is RenTec, re- 
garding the terms and subject matter of this transaction? Would 
you agree that is not feasible, physically? 

Mr. SiLBER. In this circumstance, I think you are correct. 

Senator Levin. All right. Now, Deutsche Bank in 2008 revised its 
basket option product called “MAPS,” and Mosel then replaced 
Franconia as the option buyer on behalf of RenTec. Please take a 


^See Exhibit No. 7, page 11, which appears in the Appendix on page 279. 
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look at Exhibit 27.^ If you look at page 21, this is the agreement 
now between Deutsche Bank and Mosel Equities care of Renais- 
sance. This is the confirmation, so-called, for a basket deal in 2009. 
This is after the restructuring of MAPS. There is a representation, 
if you would, on page 21 near the top, end of paragraph (v), the 
“Buyer” — so now it is Mosel — “agrees that it shall not attempt to 
direct or influence the choice of investments in the Basket.” 

The investment advisor to the Deutsche Bank account, the entity 
making the decisions for the trading account, is RenTec. The com- 
pany controlling Mosel is RenTec. RenTec is the agent of Mosel. So 
how can Mosel represent to Deutsche Bank that it will not attempt 
to direct or influence the choice of investments in the basket when 
Mosel and RenTec are really the same entity? How is that possible? 

Mr. SiLBER. Senator, Renaissance is playing two different roles 
in this transaction. With regards to the option, it is recommending 
trades for the reference basket, and with regard to Deutsche Bank, 
we are recommending and initiating trades for their hedge port- 
folio. 

Senator Levin. Would you agree that Mosel and RenTec are the 
same entity? 

Mr. SiLBER. They are not the same entity. They are both con- 
trolled by Renaissance, but they have different ownership. 

Senator Levin. Well, Renaissance controls Mosel. 

Mr. SiLBER. Renaissance manages and has control of the activi- 
ties of Mosel. 

Senator Levin. And so Mosel is controlled by Renaissance. 

Mr. SiLBER. On an activities basis, that is correct. 

Senator Levin. So Mosel is now agreeing it will not attempt to 
direct or influence the choice of investments in the basket, but the 
entity that controls it will. 

Mr. SiLBER. I think Renaissance is 

Senator Levin. Renaissance controls it. 

Mr. SiLBER. Renaissance 

Senator Levin. They are going to make the decisions. 

Mr. SiLBER. And when we make the decision 

Senator Levin. But then Mosel is saying, Mosel will not do it, the 
person that owns us, the entity that owns us is going to do it. The 
problem is it does not say that anywhere here, does it? 

Mr. SiLBER. No, it does not. Renaissance does not own Mosel. It 
controls Mosel. 

Senator Levin. It controls Mosel. 

Mr. SiLBER. So Renaissance 

Senator Levin. So Mosel is telling Deutsche Bank, we are not 
going to make a recommendation, but the entity, it does not say, 
that controls us is going to make the recommendation, right? 

Mr. SiLBER. In its role as advisor to Deutsche Bank, that is cor- 
rect. 

Senator Levin. OK. Now, Mr. Ramakrishna, you signed this doc- 
ument on behalf of Deutsche Bank. And you are familiar with the 
operation of the basket deals. 

Mr. Ramakrishna. Yes, sir. 


^See Exhibit No. 27, which appears in the Appendix on page 425. 
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Senator Levin. Do you think it is possible that Mosel, totally con- 
trolled by RenTec, could not be influencing the 

Would you agree that RenTec not only influenced the choice of 
investments, it made the decision on investments. Would you agree 
to that? 

Mr. Ramakrishna. I think we did realize that the option buyer 
and the investment advisor are affiliated. 

Senator Levin. Not affiliated. That RenTec controls Mosel. You 
knew that. 

Mr. Ramakrishna. We knew there was a relationship. I cannot 
speak to the control feature. It is not something I am an expert on. 

Senator Levin. But now that you know that Mosel is owned by 
RenTec, does it make any sense for Mosel to represent to you that 
it is not going to be making any decisions relative to what is in 
that basket? It does not add parenthetically, but the entity that 
owns us is. RenTec controls Mosel. So Mosel is telling you, Deut- 
sche Bank, we, Mosel, we are not going to make any recommenda- 
tions to you. But what they do not add in that agreement is, the 
entity that owns us is going to make those decisions. Doesn’t that 
change the whole nature of the contract? If they said that, the facts 
are that RenTec owns Mosel. You are told in this contract Mosel 
represents to you, Deutsche Bank, that it is not going to make deci- 
sions relative to what is in that basket, right? That is what it is 
telling you. 

Mr. Ramakrishna. Senator, I am not an attorney, and I am sure 
the word “control” means something special. 

Senator Levin. It means what it says. You signed the agreement, 
didn’t you? 

Mr. Ramakrishna. Yes, I did, sir. 

Senator Levin. Did you understand what you were signing? 

Mr. Ramakrishna. I think I did, yes. 

Senator Levin. And did you understand that Mosel, which signed 
the agreement with you, owned by RenTec, representing to you 
that it is not going to make decisions, did you understand that the 
entity that owned it, RenTec, that owned Mosel, was going to be 
making decisions? Did you know that when you signed it? 

Mr. Ramakrishna. We definitely knew that the two were con- 
nected — 

Senator Levin. No, but did you know that RenTec — when you 
were told in this agreement — was represented to you that Mosel 
was not going to be making the decisions. Did you realize and un- 
derstand that RenTec, the party that was making the decisions in 
its agreement with you, owned Mosel? Did you know that? 

Mr. Ramakrishna. I do not think I knew personally if RenTec 
owned Mosel, but I do know that the two were strongly connected. 

Senator Levin. Senator Johnson. 

Senator Johnson. Nothing right now, Mr. Chairman. 

Senator Levin. OK. Let me just ask you, Mr. Silber, the entities 
that were involved in the Barclays-RenTec basket deals were simi- 
lar to the ones that were involved with the Deutsche Bank-RenTec 
deals. In the deal with Barclays, RenTec used two different entities 
to purchase the basket options. Bass Equities was a Cayman Island 
company that was used by RenTec to be the basket option buyer 
in eight basket deals between 2002 and 2004. Badger was a Dela- 
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ware partnership and has been used by RenTec to be the option 
buyer in 31 basket options between 2007 and 2012. 

Now, Mr. Silber, you signed all the formation papers for all the 
parties. RenTec controlled Bass and Badger, and RenTec was the 
investment advisor for the Barclays option account, which was held 
in the name of a Barclays special purpose entity called “Palomino.” 
Is that correct? 

Mr. Silber. Yes, Senator. 

Senator Levin. OK. And you were the investment advisor to 
Bass and Badger. Is that correct? 

Mr. Silber. Yes. 

Senator Levin. By the way. Senator Johnson, whenever you are 
ready, let me know. I would be happy to yield to you, because I 
have been going on for some time. 

Senator Johnson. Unfortunately, I missed the first part. 

Senator Levin. OK. Mr. Mayers, a critical event regarding the 
question of who controlled the bank accounts occurred in 2009 
when there was a change in the Articles of Association of Palomino, 
which is the Bermuda entity that Barclays used to hold the account 
related to the basket transactions. And it was followed by a side 
letter that effectively gave Renaissance power to approve changes 
to Palomino’s Articles of Incorporation. 

So we have a situation here where Palomino’s activities were re- 
stricted to those that it was currently engaged in by that side let- 
ter. Basically Palomino was restricted to basket option transactions 
with Renaissance and could only use Renaissance as the invest- 
ment advisor to the Palomino account. 

Mr. Mayers, I believe you told Subcommittee staff that RenTec 
wanted to make sure that it could mitigate as much as possible the 
chance that Barclays could unilaterally undertake some activity 
that could void the investment management agreement and pos- 
sibly terminate the option because RenTec wanted to preserve the 
access that it had to the leverage financing. Is that correct? 

Mr. Mayers. Senator, in the context of the discussion with your 
staff which you are referring to, I advised that by the time I got 
involved in the side letter discussions, the reason for them had 
been — it had already been decided that it was going to be done. My 
role at that time was to review the documentation to see how it af- 
fected the rights and obligations as far as the option transactions 
were concerned. 

In reviewing those documents, the first thing that I noticed was 
that it did not negatively affect these rights and obligations, and 
as you correctly refer — as you correctly state, I was thinking that 
there may be a benefit in that side letter. I have since gone back 
and can see no way where that benefit can accrue. 

Senator Levin. Now, back to Mr. Malloy, Barclays had discus- 
sions with Renaissance about changes to the Articles of Associa- 
tion. Is that correct? 

Mr. Malloy. Yes. 

Senator Levin. And the problem was that since Barclays was the 
sole shareholder of Palomino, Barclays could always go back and 
eliminate the restrictions in Palomino’s Articles of Association. So 
in order to ensure that the restrictions on Palomino would stay in 
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place, RenTec and Barclays entered into a side letter. Would you 
take a look at Exhibit 55, ^ please? 

Mr. Malloy. Yes. 

Senator Levin. Now, this side letter, at the second from the last 
paragraph, addressed to you, Mr. Malloy, by Renaissance Tech- 
nologies, signed by Mr. Silber, stipulated that the amendments to 
Palomino’s articles would not change the obligations and duties 
that Barclays and Palomino had to RenTec regarding the basket 
transactions. In addition, the side letter said the following, and this 
is what I am reading to you from that second from the last para- 
graph: “Barclays hereby further covenants to Renaissance that it 
shall not make any amendments or modifications to the Memo- 
randum and Articles of Association of Palomino after the date here- 
of without first obtaining the prior written consent thereto of Ren- 
aissance; provided that the Investment Management Agreement 
has not been terminated by either Palomino or Renaissance.” 

So what you do is you give Renaissance veto authority over Palo- 
mino’s entire Articles of Association. That is a huge sign of 
RenTec’s control. Not only does it have contractual and functional 
control over the accounts of Palomino; it also now has veto author- 
ity over the details of the organization’s charter. 

Mr. Malloy, this was one of the factors that Barclays used to jus- 
tify the deconsolidation of Palomino in its financial statements in 
2009. Is that right? 

Mr. Malloy. Yes. 

Senator Levin. Now, when Barclays deconsolidated Palomino, 
which means it removed Palomino from its annual financial re- 
ports, and when it removed it from its financial statement in 2009, 
Barclays took the position that Palomino is controlled by RenTec. 
Barclays’ reasons for taking this position were laid out in a June 
2009 memorandum that it wrote, Barclays wrote, to its own audi- 
tor, Price Waterhouse. So if you would take a look, please, at Exhibit 
53.2 This is a memorandum that was written by Barclays’ Struc- 
tured Capital Markets Group, which was responsible for developing 
the basket transactions. 

Now, I reviewed the reasons in depth with the first panel, the 
reasons given, and the full list is, again, available here for all the 
reasons that it represented what it did. So I am just going to sum- 
marize the reasons that Barclays gave to its auditor for wanting to 
deconsolidate Palomino. Here are the reasons: 

The trading activities of Palomino are managed solely by RenTec 
such that RenTec can obtain the majority of the benefits from Palo- 
mino’s activities; 

The prime brokerage accounts are controlled by RenTec; 

RenTec effectively is entitled to 100 percent of the benefits from 
Palomino’s trading accounts; 

RenTec is exposed to 100 percent of the risks from Palomino’s 
trading accounts. 

And this is the conclusion which you can see to that document. 
It is on page 139764, so that is the Bates number there, do you see 
that? “Eollowing the proposed amendments to the Articles and the 


^See Exhibit No. 55, which appears in the Appendix on page 667. 
2 See Exhibit No. 53, which appears in the Appendix on page 654. 
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entry into the Side Letter, RenTec controls the major activities of 
Palomino and is exposed to substantially all significant risks and 
rewards arising from the activities carried out through the [prime 
brokerage] accounts, being the only permitted activities of Palo- 
mino.” 

“Consequently,” Barclays — which is BBPLC — “should de-consoli- 
date Palomino from the date these proposed amendments are effec- 
tive because they give rise to a loss of control.” 

So now you are representing — you, being Barclays — representing 
to your auditor that, from the date of those amendments, Barclays 
no longer controls Palomino. Is that correct? That was the rep- 
resentation in that letter to Barclays’ auditor. Is that correct? 

Mr. Malloy. Mr. Chairman, I think there is a number of 
points 

Senator Levin. But did I read it correctly? 

Mr. Malloy. You read the statement that is in there, but I think 
you actually have to look at different aspects of this particular doc- 
umentation. 

Senator Levin. OK. 

Mr. Malloy. To put it into context, this is a document between 
accountants going back and forth over European accounting stand- 
ards, and if we take some of the components that you talk about 
where you mention the risks, there are several spots within this 
documentation that actually highlights that, as I mentioned in my 
opening statement, that Barclays is exposed to the gap risk. So this 
is, when we are looking at this particular language, it is from an 
accounting perspective, Mr. Chairman, that they are starting to 
talk about the control component. 

I would observe that control is more a conclusion. If we go back 
to the 

Senator Levin. Well, what was the conclusion that Barclays gave 
to its auditor? 

Mr. Malloy. This is a conclusion from an accounting standards 
perspective. Palomino 

Senator Levin. You mean it did not control? You are saying that 
it controlled it for accounting purposes but not for tax purposes? Is 
that what it says in here? 

Mr. Malloy. Palomino was deconsolidated for accounting pur- 
poses. It was still consolidated, though, for regulatory purposes. 

Senator Levin. Well, let us look at the regulatory purposes. Look 
at, if you would. Exhibit 68, ^ the statement to the SEC. 

Mr. Malloy. Yes. 

Senator Levin. Your annual report to the SEC in filings, you 
have excluded Palomino from consolidation because Barclays does 
not direct the financial and operating policies of these entities or 
does not have a superior economic interest in Palomino because 
Barclays either cannot direct the financial and operating policies 
or, on the grounds that another entity has a superior economic in- 
terest in Palomino. Now you are talking to the regulator, right? 
You are saying we are not going to consider Palomino part of us 
anymore, it is excluded from consolidation. This is what you are re- 


^See Exhibit No. 68, which appears in the Appendix on page 747. 
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porting to the SEC. Is that correct? In Exhibit 68, do you read that, 
on page 230? 

Mr. Malloy. Yes. 

Senator Levin. “. . . these entities are not deemed to be con- 
trolled by Barclays.” And what is one of the entities? Cayman Is- 
lands-owned Palomino. So now you are talking to the regulators. 
Was that statement true? 

Mr. Malloy. As I understand it, Mr. Chairman, this is an out- 
come from the analysis that was done on the accounting, so for the 
accounting standards, under that definition of the accounting 
standards associated with it, yes. I would point out, though, 
that 

Senator Levin. Yes, what? That the statement was true. 

Mr. Malloy. I do not know of any factual inaccuracies in the 
memo that was submitted to PwC. 

Senator Levin. Well, my question is: Is the representation to the 
SEC that the entities are not deemed to be controlled by Barclays, 
was that a true statement to the SEC? That is my question. 

Mr. Malloy. Mr. Chairman, I am not an accountant 

Senator Levin. No, I am asking you whether or not this state- 
ment to the SEC was correct. That is all I am asking. It is not an 
accounting statement. It is a factual statement that you made to 
the regulator. “These entities” — now we are talking about Palo- 
mino — “are not deemed to be controlled by Barclays.” That is a 
very direct question. 

Mr. Malloy. I am sure the statements that we made to the SEC 
are accurate. I was just pointing out it is from an accounting stand- 
ard, Mr. Chairman. 

Senator Levin. So it is accurate for an accounting purpose, but 
inaccurate for what other purpose? 

Mr. Malloy. No, I am not suggesting that these are inaccurate 
statements going to our regulators. 

Senator Levin. Well, you are saying it was accurate here, but it 
was not accurate for some other purpose. So where was it inac- 
curate? 

Mr. Malloy. What I am pointing out is when you are doing some 
of the analysis that are going back, when you start talking about 
some of the language that is associated with it, the language could 
mean different things to different aspects, one from an accounting 
perspective, one from a tax perspective. 

Senator Levin. So in other words, you did not tell the SEC that 
we do not control this for SEC purposes, but we are going to claim 
we control it for tax purposes? Did you tell that to the SEC? 

Mr. Malloy. I am not aware of exactly 

Senator Levin. Did the SEC refer this to the IRS? 

Mr. Malloy. I became aware later that it did, yes. 

Senator Levin. So take a look at Exhibit 68, 2010, same state- 
ment: “These entities,” including Palomino, “are not deemed to be 
controlled by Barclays.” 2011, same statement: “These entities,” 
again Palomino, “not . . . controlled by Barclays.” Year after year 
you are representing to the regulator these entities are not con- 
trolled by Barclays. 
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But then it is interesting. You say in Exhibit 68 — take a look, if 
you would, at the 2013 representation to the SEC. You are saying, 
if you look on the third paragraph under Note 38 

Mr. Malloy. I am sorry, Mr. Chairman? 

Senator Levin. Sure, Note 38, Exhibit 68. This is now the 
2013 

Mr. Malloy. OK. 

Senator Levin [continuing]. Representation to the SEC, Eiscal 
Year ended December 31, 2013. 

Mr. Malloy. OK. 

Senator Levin. The third paragraph, do you see that? It starts, 
“An interest in equity voting rights,” do you see that paragraph? 

Mr. Malloy. I do. 

Senator Levin. And at the end it says, “However, certain entities 
are excluded from consolidation because the Group does not have 
exposure to their variable returns.” And then it says the following: 
“These entities are managed by external counterparties and con- 
sequently are not controlled by the Group.” Not controlled by 
Barclays. That is, again. Cayman Island-registered Palomino Lim- 
ited. 

So, again, Barclays does not control it, you are representing, but 
someone else, an external counterparty, manages it. Who is that? 

Mr. Malloy. I believe what we are referring to here is the struc- 
ture of the overall option where Renaissance 

Senator Levin. No, but who is the external 

Mr. Malloy [continuing]. Was the investment manager as part 
of that. But I think it is also worth pointing out, though, Mr. 
Chairman, that we talk about this whole concept, Barclays still 
was 100 percent owner of Palomino. 

Senator Levin. Yes, I know that 

Mr. Malloy. We still did all of the capitalization of Palomino. 
We managed all of the financing. We took all of the collateral that 
we had the full rights to use that Renaissance was never even 
aware of. So I think it is important that you look at different as- 
pects of the overall structure to see who is acting in which capacity. 

Senator Levin. Yes, I could not agree with you more as to who 
the beneficial owner was of this account, who got the profits and 
losses, who made the decisions on what to buy. All of the key indi- 
cators of ownership point right to RenTec. In fact, that is the pur- 
pose this account was set up, was to service RenTec. In fact, you 
can make a claim that you represented — that we did not control it 
to SEC, but really we still owned it legally. You claimed that you 
are the beneficial owner of Palomino? 

Mr. Malloy. We are the beneficial owner of the reference ac- 
counts and the asset 

Senator Levin. No, not the reference accounts. Are you claiming 
that you are the beneficial owner of Palomino? 

Mr. Malloy. Palomino is a 100 percent wholly owned subsidiary 
of Barclays. 

Senator Levin. Do you claim you are the beneficial owner of the 
account that Palomino ran, of that basket account? Do you claim 
to be the beneficial owner of that basket account? 

Mr. Malloy. Yes, we are the beneficial owner of the assets in 
that account. 
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Senator Levin. OK. Now, for each of the options, for more than 
10 years. Renaissance used Barclays’ software system, right? 

Mr. Malloy. Yes. 

Senator Levin. It gave direct access to the stock market. RenTec 
executed tens of millions of trades per year in Barclays’ Palomino 
accounts. Renaissance received the stock dividends from all those 
trades as part of the option profits. It was charged commissions 
and trading costs by Barclays for each of the transactions that it 
executed. It was charged finance fees by the bank to borrow shares 
for its short selling activity in the Palomino account. It was 
charged a financing fee by the bank on the amount that it used for 
leverage in the account. Renaissance even received the rebates 
from stock exchanges for the orders using Barclays’ execution sys- 
tem that it sent to the stock exchange. Is that true, what I just 
said? 

Mr. Malloy. In general, yes. 

Senator Levin. Now, when Renaissance sends a marketable 
order using your software system to the stock market, 30 million — 
or, I guess — yes, 30 million a year between the two banks, about 
15 million per bank. It is executed in a microsecond, is it not? In 
a second or less? Orders are executed 

Mr. Malloy. The order 

Senator Levin. In microseconds. 

Mr. Malloy. Right, again, just to maybe back up and explain 
how it worked. 

Senator Levin. OK. And the same was true, Mr. Ramakrishna, 
for Renaissance activities at Deutsche Bank. Is that correct? 

Mr. Ramakrishna. Did you say microseconds? 

Senator Levin. Yes, these orders were executed in microseconds. 

Mr. Ramakrishna. Usually — I mean 

Senator Levin. There are 15 million of these orders a year at 
your bank, right? 

Mr. Ramakrishna. Yes. The orders were sent through our slower 
system initially, which was in the range of a few milliseconds. 
Microseconds is a thousand times smaller, so not on that level. 

Senator Levin. And who placed the orders? 

Mr. Ramakrishna. They were placed by RenTec. 

Senator Levin. Renaissance. 

Mr. Ramakrishna. Yes in Deutsche Bank’s name. 

Senator Levin. In your name. And, Mr. Malloy, did Renaissance 
receive all the profits from the trading reflected in the Palomino ac- 
counts when it closed out the account? 

Mr. Malloy. Renaissance via the option did get the performance 
of the overall portfolio, yes. 

Senator Levin. OK. Was the same true, Mr. Ramakrishna, for 
Deutsche Bank? 

Mr. Ramakrishna. Sorry. I think I missed exactly what 

Senator Levin. OK. Let me repeat the question. Did Renaissance 
receive all the profits from the account which was run by Deutsche 
Bank? So here we are talking about Deutsche Bank’s account, 
which held the stocks which were directed and ordered by RenTec. 
Did RenTec have most of the risk for those stocks? 

Mr. Ramakrishna. RenTec had the risk up to the premium that 
they paid for the option. 
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Senator Levin. Exactly. 

Mr. Ramakrishna. Beyond that, Deutsche Bank took all the risk. 

Senator Levin. You never took a loss on any of these purchases, 
did you? 

Mr. Ramakrishna. Honestly, Senator, we did not take a loss on 
any of these accounts owing to proactive risk management. 

Senator Levin. I understand 

Mr. Ramakrishna. We had other trades 

Senator Levin. But there were 30 million buys in these two 
banks, and you guys did not take a loss on any of those buys, right? 

Mr. Malloy. No, we did not take a loss on 

Senator Levin. So you have 15 million buys ran through you to 
this account, profits and losses all belong to RenTec, they did the 
ordering, and you guys did not lose a penny on any of 30 million 
buys, and that was all RenTec’s risk, right? 

Mr. Ramakrishna. Senator, there was a lot of careful selection 
of 

Senator Levin. I know it is carefully done. I am asking you, did 
you lose a penny on any of 15 million buys? 

Mr. Ramakrishna. No. 

Senator Levin. Did you lose a penny on any of 15 million buy? 

Mr. Malloy. No. That is not to say we did not have risk, though, 
Mr. Chairman. 

Senator Levin. I understand the risk that you are claiming. I am 
just saying you did not 

Mr. Malloy. No, we did not. 

Senator Levin. For 10 years, tens of millions of buys, you did not 
lose a penny on any of the buys. I understand the risk you took, 
which never panned out. You never lost on any of that risk. But, 
nonetheless, that is not my question. 

Now, Mr. Malloy, isn’t it the case that for the options, the COLT 
options, that were written on a basket of securities that were held 
by Palomino and that RenTec determined the composition of and 
the overall investment strategy, is that the case? They determined 
the composition of the basket and the overall investment strategy. 

Mr. Malloy. Yes, they made the decisions of what to purchase 
and sell. 

Senator Levin. The options were written on the basket of the se- 
curities that were held by Palomino. Is that correct? 

Mr. Malloy. Yes. 

Senator Levin. OK. To both you, Mr. Malloy and Mr. Rama- 
krishna, your banks’ profits from the options came from financing 
and transaction fees. Is that correct? 

Mr. Ramakrishna. Senator, we charged in excess of what we 
would normally charge for financing and transaction fees. 

Senator Levin. But that is where your profits came from. 

Mr. Ramakrishna. The revenues came from that, yes. 

Senator Levin. And, Mr. Malloy? 

Mr. Malloy. Yes, we also were able to — in this particular trans- 
action, we had profits that came from the ability of the use of the 
collateral. 

Senator Levin. Right. 

Mr. Malloy. We could use that for securities lending, and that 
also was as part of the revenue stream. 
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Senator Levin. Right. Did the banks, either of your banks, from 
these tens of millions of trades that were executed every year in 
your accounts for the option basket and from the billions of dollars 
of profits earned in those accounts, did your banks receive any of 
the profits from the trading activity after you deducted what was 
owed to Renaissance? 

Mr. Malloy. No. The trading activity that occurred, the account 
would be up or down, losses or gains on any individual day. But 
Barclays did not receive any of the performance, no. 

Senator Levin. Is that true, Mr. Ramakrishna, with your bank? 

Mr. Ramakrishna. Mr. Chairman, the 

Senator Levin. Is what he said true with your bank? 

Mr. Ramakrishna. The payoff of the option was indeed the 

Senator Levin. No. I am just asking you whether it’s true? If you 
cannot answer, it is OK. What he has just said, was that true with 
Deutsche Bank? 

Mr. Ramakrishna. I would like to just qualify it with one extra 
statement, which is that, for instance, when you have a trade from 
a customer, you may have crossing profits because you are able to 
cross internally. That sort of profit would not be recognized as Ren- 
aissance’s profit. That would be Deutsche Bank’s profit. But, other- 
wise, the account determined what the option value was, which is 
what Renaissance got back. 

Senator Levin. Now, to both of you. Renaissance is using the 
bank’s trading execution system to place and execute by itself, sev- 
eral hundred thousands trades a day that go into the basket ac- 
count. The banks do not even get involved. Renaissance has direct 
access to Barclays’ and Deutsche Bank’s trading platforms to place 
orders. These orders go out directly to the exchanges in microsec- 
onds or seconds. If they are marketable orders, they get executed 
immediately. 

Renaissance was purportedly your investment advisor, but they 
were given by contract discretionary authority to execute trades so 
they could execute trades, which they did, by the millions in the 
banks’ Palomino accounts and the banks’ account without prior ap- 
proval of the bank. Is that correct, Mr. Malloy? They could execute 
the trades without prior approval? 

Mr. Malloy. No. 

Senator Levin. They could not? 

Mr. Malloy. No. 

Senator Levin. Did you approve 15 million trades during these 
years? 

Mr. Malloy. No. What we did is you have to have a process that 
puts in place 

Senator Levin. You approve the process. 

Mr. Malloy. No, if I could 

Senator Levin. Sure. 

Mr. Malloy [continuing]. There is actually a process that actu- 
ally goes in place. As you rightly pointed out, there are a lot of 
transactions that are going through there, so your ability to look 
at that, you look at the accession-based processes. So what we had 
in our particular systems is we had — in this particular transaction, 
there was a disproportion, and the majority of the trading activity 
had to be done through our infrastructure so we had control of 
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that. We have the ability to block that on a name-by-name basis. 
We have the ability to put that in a restriction as far as the overall 
nationals. And we monitor the basket as it is going intra-day. And 
that is not to say that on the next day, even though it is going from 
a — in a fashion of quick execution after the fact, and we have done 
that several times, where we did not like a particular security 
through restriction and the like and asked them to take it out. 

Senator Levin. All right. How many times did that happen? 

Mr. Malloy. On the restrictions of names? That is on a daily 
basis. 

Senator Levin. No. How many times did you veto anything in 
their purchases? 

Mr. Malloy. From an execution point of view, I do not recall. It 
was after the fact, Mr. Chairman. 

Senator Levin. All right. How about Deutsche Bank? 

Mr. Ramakrishna. Senator, the way in which Renaissance trad- 
ed through us, given that they are a technologically forward organi- 
zation, we did not intercept every single trade and approve or dis- 
approve it. We had very strict guidelines in place for portfolio com- 
position, diversity and liquidity, and the concentrations in various 
names, plus we had a restricted list. All this was supplied to them 
at an updated point of time several times a day, and they would 
have to conform to those restrictions. So we did not at any point 
actually go back and revisit trades because we did not have to. 
Those trades would be banned by definition. 

Senator Levin. All right. You had already set what the condi- 
tions were, but 30 million trades went through without you stop- 
ping any of them from going through? 

Mr. Ramakrishna. We had exception policies in places, which 
would basically make sure that trades that should not go through 
did not go through. 

Senator Levin. OK. And so you had about 15 million trades that 
went through without exception. Is that correct? 

Mr. Ramakrishna. We had lots of trades that went through after 
they passed the vetting. 

Senator Levin. How many trades were stopped by your guide- 
lines? 

Mr. Ramakrishna. Given that the restrictions put in place pre- 
vented trades that should not have gone through, all I can tell you 
is that Renaissance took great pains to make sure that we had no 
exceptions, and we had very few exceptions. I cannot think of any 
in my own tenure there. 

Senator Levin. OK. So of the 15 million trades at your bank, the 
guidelines did not stop any of those trades. Within your guidelines, 
they made the decision, they made the purchases and sales. Is that 
correct? 

Mr. Ramakrishna. Exactly. They never violated the guidelines, 
yes. 

Senator Levin. OK. So your guidelines never stopped any of 
these millions and millions of decisions that they made. Is that 
true also with Barclays, Mr. Malloy? 

Mr. Malloy. What I would say, Mr. Chairman, is we actually 
stopped the transactions that did not fit into the guidelines ahead 
of time. 
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Senator Levin. Yes, well, in other words, you said guidelines 

Mr. Malloy. No, but we restricted the names before they even 
got into execution. 

Senator Levin. And how many times did that happen over the 
years? 

Mr. Malloy. Every day. 

Senator Levin. So you actually stopped them from making pur- 
chases every day. 

Mr. Malloy. We would block in our system 

Senator Levin. Your system blocked, you said? 

Mr. Malloy. Yes. 

Senator Levin. OK. If it was inside of the investment guidelines, 
all of the trades would go through. Is that correct? 

Mr. Malloy. If it was inside the investment guidelines, yes. 

Senator Levin. OK. And you would agree 

Mr. Malloy. As a normal course of business, because it reduced 
our risk associated with the hedge. 

Senator Levin. I understand. But you had agreed on what those 
guidelines were. 

Mr. Malloy. Yes. 

Senator Levin. OK. So they had agreed to guidelines, and they 
lived by the guidelines. And if they did not, the purchase would 
have been caught. 

Mr. Malloy. I am sorry? 

Senator Levin. The purchase would have been prevented, the 
transaction would have been prevented if it violated the guidelines. 

Mr. Malloy. Yes. 

Senator Levin. And that would be by their own algorithm or 
something you put in place? 

Mr. Malloy. It depends upon what aspect of the investment 
manager that they are referring to. 

Senator Levin. OK. Did they basically buy those 15 million 
shares that went through your system through an algorithm? 

Mr. Malloy. As I understand it, yes. 

Senator Levin. Is that true with you, too, Mr. Ramakrishna? 

Mr. Ramakrishna. I believe that they used an algorithm, yes. 

Senator Levin. Was that their algorithm? 

Mr. Ramakrishna. The algorithm that they used decided what 
they wanted to buy and sell. 

Senator Levin. Whose algorithm was it? 

Mr. Ramakrishna. It was presumably Renaissance’s algorithm. 

Senator Levin. Do you know whose algorithm it was? 

Mr. Malloy. Renaissance, as I understand it, yes. 

Senator Levin. Did they share their algorithm with you, by the 
way? 

Mr. Malloy. They have not. 

Mr. Ramakrishna. Sadly, no. 

Senator Levin. Decidedly not. 

Mr. Ramakrishna. No, they have not. 

Senator Levin. Senator Johnson. 

Senator Johnson. Thank you, Mr. Chairman. I apologize for 
missing the earlier panel and the testimony here. 

We are obviously drilling down to some fairly detailed levels, and 
I would kind of like to just pull back a little bit and try and get 
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a little bit simpler understanding of something that is probably 
pretty complex. 

But to followup on the Chairman’s questioning there in terms of 
basically hiring a manager to manage a portfolio within the banks, 
do you have examples of other managers that you use similarly to 
manage certain funds in your banks, Mr. Malloy? 

Mr. Malloy. In this particular transaction, we only had one 
counterparty that we did this in, and within the prime brokerage 
space, no, I am not aware of another example of that. 

Senator Johnson. No, I am talking about just other managers do 
other mutual funds that your bank holds for your customers. Is 
there another — do you hire another manager to do something simi- 
lar? I am not saying really high-frequency trading like this based 
on an algorithm, but just a manager to manage portfolio stocks for 
your customers. 

Mr. Malloy. I really could not speak across the bank. I would 
not be surprised if there was one, but I am just not aware of one. 

Senator Johnson. Mr. Ramakrishna, does Deutsche Bank have 
something similar to that? 

Mr. Ramakrishna. In the Asset Management Division, we defi- 
nitely have external managers who are often hired to manage port- 
folios for customers. We have a couple of external managers on our 
own platform, which are going to be phased out very soon, which 
manage money for us. 

Senator Johnson. Other than the frequency of the trades and 
the number of stocks they buy and sell, is there any real difference 
between how your relationship is with those managers versus with 
Renaissance? 

Mr. Ramakrishna. They also run portfolios of similar, maybe a 
little smaller size, with a large number of names. And they may 
not use the same algorithms or the same frequency of trading, but 
they do trade a lot. 

Senator Johnson. But, again, your guidelines in terms of how 
you deal with those managers, is it similar or identical? In other 
words, you hire them to manage a particular fund you make avail- 
able to a potential customer, and you are selling a mutual fund 
that could be bought and sold with a capital gain attached to it? 

Mr. Ramakrishna. I would characterize the rules they use for 
Renaissance as much tighter. We had constraints on liquidity, con- 
centration, size of position, which stocks they could actually trade, 
sector concentrations, country concentrations, that we would never 
put on any other manager because at some level that is their strat- 
egy and if they want to run it, it is fine. The reason we ran these 
portfolios this way was because of the risk we ran in this portfolio. 

Senator Johnson. But, again, the guidelines in terms of how you 
manage your manager, the different guidelines, but is it similar — 
I mean, you have a similar — you have guidelines that you work 
with the manager to manage your portfolio of stocks or bonds or 
options or whatever type of investment vehicle there is? Again, I 
am just trying to find out if there is something similar to Renais- 
sance in terms of structure, not necessarily in terms of frequency 
of trade? 

Mr. Ramakrishna. Not really, no. 

Senator Johnson. So this is pretty unique? 
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Mr. Ramakrishna. It is pretty unique, yes. 

Senator Johnson. As I was studying this and getting prepared 
for this, what this appears to he is a question of form over sub- 
stance. Is that a basically true statement, Mr. Malloy? The form of 
how you structured this deal versus the actual substance of what 
is happening? 

Mr. Malloy. Again, the way in which this was structured is as 
an option. It has those features in it. I do not know if I actually 
understand the question. 

Senator Johnson. Let me just ask: To what extent has this been 
adjudicated in any kind of tax court or through the IRS? I have 
some memorandums passed. Is this really being looked at? Do you 
think this is going to eventually go before a tax court? 

Mr. Malloy. As I understand it, there is an ongoing — it is a bet- 
ter question, obviously, for probably Renaissance, but 

Senator Johnson. OK. 

Mr. SiLBER. Thank you. Senator. Yes, as I said in my opening 
statement, the IRS has been — we have been in conversation with 
the IRS for about 6 years now on this. They have had full trans- 
parency. They understand the structure very well, and we are in 
the midst of that process. We are hopefully going into the appellate 
level of the IRS shortly. 

Senator Johnson. So has this gone before a tax court at all? You 
are saying the appellate level. You are still working through 

Mr. SiLBER. Not yet, no. We are still working through the admin- 
istrative process. 

Senator Johnson. OK. Mr. Malloy, an earlier question by the 
Chairman was really talking about control. And there are different 
levels of control based on tax versus accounting standards versus 
potentially SEC. How many different bodies do you have to comply 
with in terms of determining whether, for example, Barclays would 
control a particular entity? 

Mr. Malloy. I think it really comes down to what aspect of the 
transaction you are going to. From my lens, when I think about 
control, it is who ultimately has — who is the beneficial owner of the 
assets and whether you can actually use the assets. 

Senator Johnson. The point I am trying to make is, grappling 
with some of the different issues, there are criteria to determine 
whether the IRS is going to take a look at this is a controlled entity 
or versus whether accounting standards determine that. 

Mr. Malloy. Right. 

Senator Johnson. And they are not always the same, correct? 

Mr. Malloy. Correct, although you have the advantage there — 
I am neither an attorney or a tax attorney, but as I understand it, 
yes. 

Senator Johnson. Mr. Ramakrishna, can you speak to that? How 
many different bodies do you report to that you have to try and 
comply with in terms of determining whether or not a particular 
group is under control of your bank? 

Mr. Ramakrishna. Senator, as a risk manager and the person 
who would take the first hit if there were a loss in this portfolio, 
it was very clear to me that we had ultimate control because we 
were the ones who were going to bear the brunt of a catastrophic 
loss. We did give the investment manager permission to trade in 
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the account, and we had an option whose delta was essentially 
managed by this investment manager. But it was very clear to me 
that if there was a loss, it would be on my head and on Deutsche 
Bank’s head, not in the investor’s court. 

So in my mind at least, control was very settled. I do not know 
the legal ramifications of what control means for other organiza- 
tions. I am sure there are accounting and tax standards. I do not 
know them, though. 

Senator Johnson. OK. Mr. Silber, do you know the point I am 
trying to make here? I am not trying to judge whether or not this 
was a controlled entity. I am just trying to point out, in trying to 
comply with whether it is the tax authority or whether it is the 
SEC, whether it is just basic accounting standards, how many dif- 
ferent bodies provide different standards and different criteria for 
determining — to make these judgments whether something is truly 
an option or whether it is under your control? Do you understand 
the point I am making? 

Mr. Silber. Yes, I understand. Senator. We are nowhere near as 
diverse an entity as either of the banks here, but we ourselves are 
subject to multiple levels of regulatory review and filings, many 
of — from the IRS, the SEC, we are regulated by the CFTC, we have 
ongoing filings, many of which have different definitions. You used 
the example of “control.” That is important in some of the filings 
and not in the others. Even something as simple as assets under 
management, under our U.S. general accounting statements filings 
versus Form PE, which we now file with the SEC regularly, defini- 
tions of similar words will differ across — for different purposes for 
different agencies. Tax standards usually are different than ac- 
counting standards. Those are the ones that I am most familiar 
with. But we have a variety of reporting regimes that we file 
under, and the definitions are not always consistent. 

Senator Johnson. So suffice it to say it is very difficult to com- 
ply — 

Mr. Silber. We do our best 

Senator Johnson [continuing]. With all the different standards, 
with all the people you report to? 

Mr. Silber. I would not say it is difficult. We put a lot of time 
into it. We do comply. But sometimes it is very hard to compare 
two sets of filings and try and get them to reconcile. They may be 
using different definitions. So as I say, I use the example of assets 
under management, for example, should be fairly straightforward 
English. Different purposes will give different results, and both will 
be correct under the applicable rules. 

Senator Johnson. So I am really trying to drill down in terms 
of what is the appropriateness of these transactions of this rela- 
tionship. Really you are going to have to — if it is a tax issue, you 
really have to go through the tax authorities and take a look at ex- 
actly their rules versus if we are going to go through accounting 
standards and reporting, you are going to have to go through the 
SEC and figure out — it is a little more difficult in a setting like this 
where we are talking sometimes at cross purposes about different 
standards between different agencies. Is that basically correct? 

Mr. Silber. Yes, I believe so. Senator. 
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Senator Johnson. OK. I have no further questions, Mr. Chair- 
man. 

Senator Levin. Mr. Ramakrishna, I think you just said that 
Deutsche Bank gave permission to Renaissance to trade in Deut- 
sche Bank’s accounts. Is that correct? 

Mr. Ramakrishna. Yes. 

Senator Levin. You just said that? You gave them the right to 
execute 

Mr. Ramakrishna. In Deutsche Bank’s name, yes. 

Senator Levin. In your name. 

Mr. Ramakrishna. In Deutsche Bank’s name, yes. 

Senator Levin. OK. And is it not true that they had discre- 
tionary — “they” being RenTec — has total discretion, full discretion 
and authority without obtaining your prior approval to manage the 
investment in the trading of the accounts? Is that true? Both of 
you. 

Mr. Ramakrishna. I will take it first, sir. Given the constraints 
we had placed on them, which were maintained on their systems 
electronically, under those constraints, yes. 

Senator Levin. All right. The constraints were agreed to, and 
then within those constraints, Deutsche Bank had the full discre- 
tion and authority without obtaining your prior approval to man- 
age the investment and trading of the accounts. Is that correct? 

Mr. Ramakrishna. Yes. Under those constraints, yes. 

Senator Levin. Is that also true for Barclays? 

Mr. Malloy. Subject to the Investment Management Agreement, 
but 

Senator Levin. Of course. 

Mr. Malloy. Yes. I would not characterize it, though, as “unfet- 
tered.” We looked at those transactions, we monitored it in real 
time. 

Senator Levin. How about full discretion? 

Mr. Malloy. I would not say “full” because it was subject to re- 
strictions under the Investment Management Agreement. 

Senator Levin. You would or would not? 

Mr. Malloy. I would say it was restricted under the Investment 
Management 

Senator Levin. Would the words “full discretion” be accurate? 

Mr. Malloy. Subject to the Investment Management Agreement, 
they had discretion. 

Senator Levin. Full discretion? 

Mr. Malloy. Not unfettered discretion, Mr. Chairman. 

Senator Levin. I am just asking you, did they have full discretion 
or not within the agreement that you reached? 

Mr. Malloy. If they stayed within the guidelines, they could 
make the transactions. They had full discretion to deploy the port- 
folio — 

Senator Levin. I asked you three times did they have full discre- 
tion within those guidelines? 

Mr. Malloy. Yes. 

Senator Levin. You hesitated to say “full discretion.” 

Mr. Malloy. The only reason I hesitated is because we do have 
some restrictions within there and I can step in. That is my only 
hesitation 
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Senator Levin. OK. Other than they had to operate within the 
guidelines, they could buy and sell anything they wanted, right? 

Mr. Malloy. Yes. 

Senator Levin. And they did 15 million times, right? 

Mr. Malloy. There was a lot of activity that went through the 
accounts, yes. 

Senator Levin. OK. And that was within the guidelines they had 
full discretion and authority, is that right, without your prior ap- 
proval, within those guidelines? 

Mr. Malloy. Within the guidelines. 

Senator Levin. That you two had agreed to. 

Mr. Malloy. Yes. 

Senator Levin. OK. Is that true with your bank, Mr. Rama- 
krishna? 

Mr. Ramakrishna. Yes. 

Senator Levin. OK. Now, if they operated within those agreed 
upon guidelines that they had agreed to with you, since they had 
full discretion, the decisions as to what to buy and sell as theirs. 
Is that correct, Mr. Malloy? 

Mr. Malloy. Yes. 

Senator Levin. Mr. Ramakrishna. 

Mr. Ramakrishna. It is probably hundreds tens of thousands, 
hundreds of thousands [securities] that their algorithm could 
choose. Within those guidelines, that decision was theirs. Is that 
correct? 

Mr. Ramakrishna. Yes, sir, about 6,000 securities. 

Senator Levin. Six thousand? 

Mr. Ramakrishna. Securities, roughly, yes. 

Mr. Malloy. Yes. 

Senator Levin. OK. So within those guidelines, among those 
6,000 securities, it was their discretion, and they were not making 
recommendations to you then, were they? Within those guidelines? 

Mr. Malloy. They would make the recommendations and then 
execute on our behalf to hedge 

Senator Levin. Well, wait a minute. I thought they had full dis- 
cretion within those guidelines. 

Mr. Malloy. They had the full discretion to make the 

Senator Levin. Buy and sell within those guidelines. 

Mr. Malloy. To buy and sell within the guidelines. 

Senator Levin. That they had agreed to. 

Mr. Malloy. Yes. 

Senator Levin. OK. If they were not within those guidelines 
when they made those decisions, using your platform, that was not 
a recommendation to you. They made the decision within those 
guidelines, within that number of 6,000 securities or whatever it 
was, that was their discretion, their decision. Is that correct? 

Mr. Malloy. Yes. We still had the legal right, although, as we 
discussed 

Senator Levin. You did not exercise it. 

Mr. Malloy. We did not exercise it until after the fact in many 
instances, yes. 

Senator Levin. Mr. Silber, you have been listening to this testi- 
mony about when you operated within those guidelines, as you had 



49 


agreed to, that you had full discretion under the contracts. Is that 
correct? 

Mr. SiLBER. Within the guidelines, yes. 

Senator Levin. All right. And if you operated within the guide- 
lines, you considered that that decision as to what to buy and sell 
was yours. You had full discretion? 

Mr. SiLBER. Yes. 

Senator Levin. And your algorithm that you put together would 
pick and choose, is that correct? 

Mr. SiLBER. Was put together by our group. 

Senator Levin. By your group. 

Mr. SiLBER. Yes. 

Senator Levin. The algorithm would pick and choose 

Mr. SiLBER. That is correct. 

Senator Levin [continuing]. Among those 6,000 securities? Is 
that about what it was? 

Mr. SiLBER. Approximately. 

Senator Levin. But within those guidelines, it was not for you to 
make a recommendation, it was for you to make a decision as to 
what to buy. Is that not true, your algorithm? 

Mr. SiLBER. We had the authority to act — to make the decisions 
for the reference basket, which was the important criteria for op- 
tions. At the same time, we were making the recommendations, 
which I referred to as almost always executed for the hedge ac- 
count for the banks. 

Senator Levin. So if you operated within the guidelines 

Mr. SiLBER. Yes, then it would be 

Senator Levin. Then it was your decision. 

Mr. SiLBER. For the initial investment, yes. 

Senator Levin. The initial investment. What does that mean? 

Mr. SiLBER. It meant that the banks in either case had the abil- 
ity — I do not know if they ever exercised it — to have changed the — 
de-levered — I am sorry, excuse me, wrong language — to remove 
their hedge or to hedge in a different manner. The purpose of our 
exercise 

Senator Levin. They had the authority, but they never exercised 
it. Within those guidelines that you had agreed to, there may have 
been 6,000 securities that you had the right, the discretion to buy 
and sell, within those guidelines? 

Mr. SiLBER. They were placed into the account. 

Senator Levin. And the decision was yours within those guide- 
lines? 

Mr. SiLBER. Our firm’s, yes. 

Senator Levin. Your firm’s, of course. 

Mr. SiLBER. Yes. 

Senator Levin. So they are not a recommendation to them. With- 
in those guidelines. Would you agree? 

Mr. SiLBER. Correct. 

Senator Levin. OK. Mr. Malloy, take a look, please, at Exhibit 
36.1 This is a Product Proposal for Project COLT, which is the 
project we are talking about. That is the basket option project. This 
was dated May 28, 2002. Your name is on it, so I assume you are 


^See Exhibit No. 36, which appears in the Appendix on page 482. 
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familiar with it. And if you look at page 3, if you look at page with 
Bates number 2-1-2-546. 

Mr. Malloy. Yes. 

Senator Levin. At the bottom. Let me read this to you: “COLT” — 
that is what we are talking about here — “is targeted” — this is your 
product proposal, 2002. It is “targeted at those Funds with a high 
proportion of US individual investors, stable year-on-year returns 
and strategies involving short-term trading. This gives rise to sig- 
nificant short-term capital gains for the investors regardless of 
whether or not they are invested in the fund for the shorter or 
longer term.” 

Then it says on page 4, “COLT provides an after-tax benefit to 
these investors through the conversion of their return from the 
fund from short-term capital gains (taxed at 39.6%) to long-term 
capital gains (taxed at 20%).” Did I read that right? 

Mr. Malloy. Yes, you did. 

Senator Levin. Now, was this a product being proposed for Ren- 
aissance? 

Mr. Malloy. The initial structure for COLT, yes, the initial and 
subsequently only client was Renaissance. 

Senator Levin. All right. So what you were in your proposal say- 
ing is that this proposal had an after-tax benefit through a conver- 
sion of their return from the fund from short-term capital gains 
taxed at 39.6 percent to long-term capital gains taxed at 20 per- 
cent. That was obviously an important part of your proposal. 

Mr. Silber, back in 2002 this was a pretty important part of their 
proposal. Hey, this is for Renaissance, we can convert, short term 
into long term, it is like magic. Do you still say that was not some- 
thing that crossed your mind back in 2002? 

Mr. Silber. I am not saying that it did not cross our mind. Once 
we had initiated the structure with Deutsche Bank, we came to re- 
alize that they had the potential for a favorable tax treatment, so 
we certainly were aware of it. But I cannot speak to this internal 
Barclays document. 

Senator Levin. And wasn’t this part of the proposal that was 
made to you? 

Mr. Silber. No, I have never seen this 

Senator Levin. No, I am not saying that this is written, but 
when you were discussing this with Barclays, are you saying that 
they never mentioned to you the tax benefits in 2002? 

Mr. Silber. Actually, I believe we actually proposed a structure 
of this to Barclays. They did not market it to us. 

Senator Levin. OK. 

Mr. Silber. Deutsche Bank did market the structure to us. It 
was a product that they had already used, and they had not used 
the tax benefits as a selling point at all. 

Senator Levin. Deutsche Bank never did. And Barclays was mar- 
keting this to you, weren’t they? 

Mr. Silber. We actually had suggested it to them, so 

Senator Levin. After you suggested it to them, because you al- 
ready had one with Deutsche Bank, where did they get this lan- 
guage from? 

Mr. Silber. I do not know. 
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Senator Levin. You do not know. So this was never discussed 
with Barclays? 

Mr. SiLBER. Not to my knowledge, no. 

Senator Levin. OK. Barclays, did you ever discuss this with Ren- 
aissance? It was in your proposal. Did you ever discuss the tax hen- 
efits with Renaissance in 2002? 

Mr. Malloy. I will answer the question two ways, Mr. Chair- 
man. I was not personally involved with covering the account at 
that particular time, but as you can — so I am not sure exactly what 
the first exchange was. I subsequently did cover the account from 
a relationship perspective. But it was clear within the bank, 
though, that there was a tax benefit along with other benefits in 
the structure. 

Senator Levin. So take a look, if you would now, at Exhibit 42. ^ 
This is a product approval memorandum for the same basket op- 
tion. We are looking at page 3. 

Under the term “Economics and Economics Drivers. Fund Ben- 
efit. US individual investors of the Fund would obtain a post-tax 
benefit if the Call Option is exercised after 12 months because all 
of the gain on the Call Option would be treated as a long-term gain 
for US tax purposes and would therefore be taxed at 15% as op- 
posed to 35%.” 

Does that look familiar? 

Mr. Malloy. I am not familiar with this particular document. 

Senator Levin. But is this a Barclays document? 

Mr. Malloy. Yes. It appears to be, yes. 

Senator Levin. And take a look, please, at Exhibit 37, ^ that 
Barclays wrote to its regulator, and this is on page 1, on “Back- 
ground,” right in the middle of page 1: “This transaction is de- 
signed to provide hedge funds with a tax-effective means of under- 
taking the business and for Barclays it would generate both a 
structuring fee and additional volume for the prime brokerage busi- 
ness.” So you told your regulator back in 2002 this was designed 
to provide hedge funds with a tax-effective means. 

Mr. Malloy. We were very transparent in this particular trans- 
action — 

Senator Levin. You were very aware of it. 

Mr. Malloy. And very concerned as — and one of the advantages, 
there was a tax advantage along with others, yes. 

Senator Levin. Now, Mr. Ramakrishna, when MAPS was re- 
structured in 2008, was Deutsche Bank concerned that the old 
structure, the MAPS structure, would not be respected as a deriva- 
tive or more specifically as an option for tax purposes? Was that 
one of your concerns in 2008? 

Mr. Ramakrishna. Mr. Chairman, my initial concern was purely 
devoted to risk issues. There was a parallel conversation going on 
between lawyers in tax and legal, which I was not privy to, which 
I gather developed around restructuring the transaction. It is prob- 
ably a 

Senator Levin. Was there a question in these conversations with 
your tax people, that there was a concern that the old MAPS, the 


^See Exhibit No. 42, which appears in the Appendix on page 557. 
2 See Exhibit No. 37, which appears in the Appendix on page 496. 
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old approach, might not he respected as a derivative or it might not 
he respected as an option for tax purposes? Was that a concern? 

Mr. Ramakrishna. I have no idea, Mr. Chairman. 

Senator Levin. OK. But if it were not respected as a derivative, 
then it would lose the tax benefits that was offered. Is that correct? 

Mr. Ramakrishna. I presume so, yes. 

Senator Levin. OK. And that benefit was turning short-term cap- 
ital gains into long-term capital gains. Is that true? That is what 
the tax benefit was? 

Mr. Ramakrishna. That was the tax benefit, yes, sir. 

Senator Levin. OK. And are you saying, again, to make sure I 
understand your answer, that one of the reasons that this was re- 
structured was to address the concern over the tax benefit, that it 
was one of the reasons? Is that what you said? Or you do not 
know? 

Mr. Ramakrishna. I do not know. The reason I was involved was 
because of a risk reason that I raised. 

Senator Levin. All right. You heard conversation about concerns 
as to whether or not there would be a tax benefit under the old 
structure, you heard conversations about that? 

Mr. Ramakrishna. Certainly not. Senator. 

Senator Levin. Did you ever have conversations with a man 
named Brocksmit? 

Mr. Ramakrishna. Yes, sir. 

Senator Levin. And in that conversation, did you indicate to him 
that tax reasons were one of the reasons for this structure? 

Mr. Ramakrishna. Senator, I had several conversations 

Senator Levin. No, in one of the conversations. 

Mr. Ramakrishna. Yes. The conversation I had was most about 
explaining the risk issues. 

Senator Levin. I understand. That is not my question. 

Mr. Ramakrishna. Yes. In the course of the conversation 

Senator Levin. Did you tell him that one of the concerns was 
whether or not there would be a tax benefit under the old struc- 
ture? Did you tell him that? 

Mr. Ramakrishna. In the conversation he mentioned that as a 
benefit, and I agreed with him, and I said there were other rea- 
sons, too. 

Senator Levin. That is fine. You agreed with him in that con- 
versation. 

Mr. Ramakrishna. Yes, sir. It was one part of a large conversa- 
tion. 

Senator Levin. A minute ago you said you had never heard of 
that. 

Mr. Ramakrishna. I think you had asked me if I had heard any- 
body from tax and legal talk about it. I did not do that. This was 
also a conversation 

Senator Levin. Well, who is Mr. Broeksmit? 

Mr. Ramakrishna. He was head of risk and optimization of 

Senator Levin. So you heard from someone in your own division 
that there was a concern about whether the tax benefit would real- 
ly be there under the old structure. 

Mr. Ramakrishna. Mr. Broeksmit was not in charge of 

Senator Levin. Not in charge of. What division was he with? 
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Mr. Ramakrishna. He was at a central level head of risk across 
the bank. 

Senator Levin. Fine. 

Mr. Ramakrishna. Across the corporate bank. 

Senator Levin. Fine. Did you hear from him that there was a 
concern about whether the tax benefit would be there under the old 
structure? 

Mr. Ramakrishna. I did not hear it from him that he was con- 
cerned about tax risk. 

Senator Levin. You had a conversation, you said, with him in 
which the question as to whether the tax benefit would — is solid in 
the old structure. 

Mr. Ramakrishna. No, that was not a conversation I had. It was 
a conversation which said what are the benefits of the transaction, 
at which point I gave him the benefits, and he mentioned tax ben- 
efit as one of them. 

Senator Levin. So you heard him say 

Mr. Ramakrishna. He did say tax benefit was one of the bene- 
fits, yes. He knew as well as I did. 

Senator Levin. We thank you, all four of you. We appreciate your 
being here, and your cooperation with our Subcommittee, and this 
panel is excused. 

Let me now call our last panel of witnesses for today’s hearing: 
Gerard LaRocca, the Chief Administrative Officer, Americas, for 
Barclays, Chief Executive Officer for Barclays Capital Inc., in New 
York; Barry Bausano, President and Managing Director of Deut- 
sche Bank Securities and Co-Head of Global Prime Finance, in 
New York; and Peter Brown, the Co-Chief Executive Officer and 
Co-President of Renaissance Technologies in East Setauket, New 
York. 

We thank you for being with us today, and we also thank you 
and those with whom you work for, for your cooperation with this 
Subcommittee. 

Pursuant to Rule 6, all the witnesses who testify must be sworn 
before this Subcommittee, so please stand and raise your right 
hand. Do you swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help 
you, God? 

Mr. LaRocca. I do. 

Mr. Bausano. I do. 

Mr. Brown. I do. 

Senator Levin. Were you here before? Are you familiar with our 
timing system we have been using? Well, if not, let me repeat it. 
About a minute before a red light comes on, you are going to see 
the lights change from green to yellow. That gives you a chance to 
conclude your remarks. Your written testimony is going to be print- 
ed in the record in its entirety. Please try to limit your oral testi- 
mony to no more than 7 minutes. 

Mr. LaRocca, let me call on you first. 
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TESTIMONY OF GERARD LaROCCA,i CHIEF ADMINISTRATIVE 

OFFICER, AMERICAS, BARCLAYS, CHIEF EXECUTIVE OFFI- 
CER, BARCLAYS CAPITAL INC., NEW YORK, NEW YORK 

Mr. LaRocca. Good afternoon, Senator. 

Senator Levin. Good afternoon. 

Mr. LaRocca. I am Gerard LaRocca, and I serve as the Americas 
Chief Administrative Officer of Barclays Bank. You have asked us 
to assist the Subcommittee in its review of certain issues related 
to the COLT transaction. 

As with other complex transactions, from the outset of COLT, the 
bank undertook a comprehensive review and approvals process to 
ensure that the transaction received proper scrutiny. This included 
review by the bank’s tax, regulatory, risk, and legal departments, 
as well as a review by at least seven different law firms over the 
life of the transaction. Barclays disclosed its participation in the 
transaction to our auditors and regulators, here in the United 
States and the U.K. We did not take this matter lightly and were 
ultimately comfortable engaging in the transaction. 

The question raised by the Subcommittee seems to be: What is 
the proper tax rate to apply to profits earned by Renaissance 
through the exercise of its options?” This is a matter to be handled 
between Renaissance, as a taxpayer, and the IRS. It is my under- 
standing that the question has not been answered definitively. 

You have asked me to discuss the impact of the 2010 IRS advi- 
sory memorandum known as a GLAM, including the bank’s deci- 
sion last year to change the tenor of the options going forward. All 
of this did not occur in a vacuum. Like other financial institutions, 
Barclays has faced numerous challenges in recent years. Our bank 
has endeavored to meet these challenges head on, and at times re- 
solving them has resulted in significant changes, both in process 
and in personnel at the bank. Today we have new leadership and 
feel strongly we are moving in the right direction, transforming the 
way we do business. 

In 2012, Barclays had launched Project Mango, an internal re- 
view of our investment banking operations, and also commissioned 
Sir Anthony Salz to conduct an independent review of Barclays. Fi- 
nally, Barclays embarked on the TRANSFORM program, an inter- 
nal review aimed at establishing the conditions necessary for the 
bank’s long-term success, including the implementation of the 34- 
point road map for change detailed in the Salz Report. 

As part of TRANSFORM, the bank adopted five overarching tax 
principles that we now apply to all transactions. These are: 

Transactions must support genuine commercial activity; 

Two, they must comply with generally accepted custom and prac- 
tice; 

Three, they must be of a type that taxing authorities would ex- 
pect; 

Four, they must only involve financially sophisticated customers; 

And, five, transactions must be consistent with our purpose and 
values. 


^The prepared statement of Mr. LaRocca appears in the Appendix on page 114. 
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It is against this backdrop that we considered what impact, if 
any, the GLAM should have on our participation in the COLT 
transaction. 

In December 2010, Renaissance made a routine request to enter 
into a new option. In light of the GLAM’s recent publication and 
prior to moving forward, we consulted with Renaissance and again 
with our own legal advisors regarding the impact of the GLAM. 
After extensive internal consideration and consultation with exter- 
nal advisors, Barclays approved the issuance of a new option. We 
agreed to continue to monitor relevant IRS announcements going 
forward. 

In February 2013, the bank issued its new tax principles and un- 
dertook a review of all existing transactions, including COLT. As 
noted, one of the principles provides that Barclays will not struc- 
ture transactions of a type different than tax authorities would ex- 
pect. The end result of our review was a decision that, going for- 
ward, we would limit the tenor of any new COLT options to a pe- 
riod of 11 months. The IRS had not made a final determination as 
to the appropriate tax treatment. However, the bank made a 
proactive and voluntary choice to shorten these options to ensure 
we met the tax authorities’ expectations. This was a decision that 
brought the transaction into conformity with our newly adopted tax 
principles. By doing this, the bank committed not only to following 
specifically applicable laws, but also to refrain from engaging in 
transactions that, while legal, might not meet the expectations of 
the relevant tax authorities. 

Therefore, any questions the Subcommittee may have about 
these transactions do not relate to the Barclays of today or the 
Barclays of the future. These are transactions from the past, about 
which we are awaiting a final determination as to the proper tax 
treatment. 

Thank you for the opportunity to provide this testimony. I look 
forward to answering the Subcommittee’s questions. 

Senator Levin. Thank you very much. 

Mr. Bausano. 

TESTIMONY OF M. BARRY BAUSANO, i PRESIDENT AND MAN- 
AGING DIRECTOR, DEUTSCHE BANK SECURITIES INC., CO- 
HEAD OF GLOBAL PRIME FINANCE, NEW YORK, NEW YORK 

Mr. Bausano. Good afternoon. Chairman Levin. 

Senator Levin. Good afternoon. 

Mr. Bausano. My name is Barry Bausano. I am currently Presi- 
dent of Deutsche Bank Securities Inc. and Co-Head of Global Prime 
Finance Business. After growing up in a suburb of Detroit and 
coming east for college, I am now based in the New York office of 
Deutsche Bank and has worked there for approximately 12 years. 

My colleague Satish Ramakrishna has already discussed some of 
the specific features of our MAPS options. I want to provide you 
with an overview of the product and Deutsche Bank’s involvement 
with it. 

I would note that Mr. Ramakrishna and I have submitted writ- 
ten testimony, which I would request be entered into the record. 


^The prepared statement of Mr. Bausano appears in the Appendix on page 118. 
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and you can find a more comprehensive discussion of these subjects 
in the written testimony. 

Senator Levin. It will he made part of the record. 

Mr. Bausano. Thank you. 

Derivative financial instruments are a critical component of glob- 
al finance as they allow participants to alter risk and the distribu- 
tion of returns relative to holding the underlying investments. 
Deutsche Bank strongly believes that it acted at all times respon- 
sibly, indeed proactively, in its ongoing consideration of MAPS in 
the light of evolving views regarding the regulatory landscape sur- 
rounding derivative products, and that its conduct demonstrates a 
strong commitment to be well within the bounds of the law. 

MAPS was not a tax-motivated product. It provided clients with 
significant non-tax advantages as compared with other products. 
Let me briefly discuss what I view as the three most significant of 
those advantages. 

First, Deutsche Bank was comfortable providing the option buyer 
with greater leverage at the fund level than it would have allowed 
in a traditional prime brokerage relationship. 

Second, the MAPS option limited the client’s downside risk to the 
premium it paid to purchase the option. 

Third, the client could pursue its trading strategy anonymously 
because any market transactions associated with the trading strat- 
egy were made in Deutsche Bank’s own name. 

On the bank side of the equation, MAPS provided the bank with 
greater visibility, risk controls, and operational protections relating 
to the underlying trading activity than existed for a prime broker- 
age account. The bank imposed significant constraints on the in- 
vestment advisor strategy, required the advisor follow a defined 
and balanced investment strategy. 

The bank also had specific contractual rights to require the in- 
vestment advisor to reduce its leverage and for DB to take over the 
management of the portfolio and to assume control and liquidate 
the positions being traded by the investment advisor if the value 
of the portfolio fell beneath certain benchmarks. The bank owned 
the securities in its own account and had complete visibility, own- 
ership rights and controls over that account, and the bank earned 
a premium for selling the option. 

The MAPS product does involve symmetric and economic ex- 
change of risks and benefit for both the bank and its client. 

I understand the IRS expressed concerns with a particular type 
of barrier option contract and the potential for associated long-term 
capital gain treatment as set forth in an IRS Generic Legal Advice 
Memorandum, or GLAM, issued November 12 , 2010. Importantly, 
in 2010, Deutsche Bank was not entering into any barrier option 
contracts as described in the GLAM. Indeed, the bank had ceased 
offering a product based on agreements similar to the ones de- 
scribed in 2008, when, in consultation with outside counsel, we 
independently restructured our MAPS product. Despite having no 
knowledge of any IRS intention to release the GLAM, Deutsche 
Bank proactively addressed virtually every factor considered in the 
GLAM approximately 2 years before its issuance. The restructured 
Deutsche Bank product is now referred to as “New MAPS.” 
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It is important to note the limited scope and use of New MAPS 
at Deutsche Bank. From 2008 through today, Deutsche Bank has 
entered into New MAPS options with only one client, Mosel LP, a 
RenTec affiliate. And even with that one client, Deutsche Bank en- 
tered into only one long-term option following the IRS’ issuance of 
the GLAM. That option was negotiated prior to the GLAM and en- 
tered into on the business day following its issuance, and only after 
Deutsche Bank conferred with outside counsel to confirm that New 
MAPS was not the same structure as the product described. In- 
deed, and importantly, shortly after issuance of the GLAM, Deut- 
sche Bank reassessed its participation in barrier option contracts. 
Despite its belief that New MAPS was in compliance with applica- 
ble laws and regulations, Deutsche Bank decided that it did not 
wish to risk being associated with any controversy over the tax 
treatment of MAPS. Therefore, it decided to cease entering into any 
New MAPS transactions with a duration of more than 1 year. 

Deutsche Bank has affirmatively and proactively undertaken 
steps to ensure compliance with applicable tax and securities laws 
and regulations. While the Subcommittee has raised important 
questions about tax policy in this area, we did our best at all times 
to ensure compliance with the laws and regulations as written and 
understood by the subject matter experts at the time. I do note that 
it is a widely accepted principle, one that the Subcommittee report 
acknowledges, that tax consequences differ among various financial 
instruments. New MAPS, which was an option, was treated by 
Deutsche Bank in accordance with the tax rules relating to finan- 
cial derivatives at all times. 

In sum, with respect to MAPS, Deutsche Bank initiated steps to 
ensure that its conduct was well within the boundaries set by ap- 
plicable legal requirements. As of today, neither the IRS nor any 
court or regulator has found that a New MAPS option or, indeed, 
any Deutsche Bank MAPS option, did not qualify as a derivative 
for tax, securities, or any other purpose. Deutsche Bank believes 
strongly that it acted appropriately in entering the New MAPS op- 
tions when it did and that it acted conservatively and responsibly 
when it decided to stop entering them for business reasons after 
the issuance of the GLAM. 

Thank you for this opportunity to speak to you today, and I look 
forward to answering your questions. 

Senator Levin. Thank you very much. 

Mr. Brown. 

TESTIMONY OF PETER F. BROWN, i CO-CHIEF EXECUTIVE OF- 
FICER, AND CO-PRESIDENT, RENAISSANCE TECHNOLOGIES 

LLC, EAST SETAUKET, NEW YORK 

Mr. Brown. Good afternoon. Chairman Levin. 

Senator Levin. Good afternoon. 

Mr. Brown. My name is Peter Brown. I am the co-CEO of Ren- 
aissance Technologies, a company that manages investment port- 
folios with computer programs that are based on complex models 
of the financial markets. 


^The prepared statement of Mr. Brown appears in the Appendix on page 129. 
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As my colleague Mark Silber discussed in his testimony, barrier 
options have been extremely important to Renaissance’s business 
objectives by providing our fund with both leverage and loss protec- 
tion. These go hand-in-hand, because when trading with leverage, 
a single mistake can be disastrous for our firm. 

On an unlevered basis, our models would produce modest returns 
with very low volatility. Therefore, we can responsibly increase our 
leverage to produce stronger returns. But in so doing, we must pro- 
tect ourselves from the catastrophic losses that might occur should 
we encounter a Black Swan event outside of our previous experi- 
ence. The world is littered with financial institutions that have 
failed after putting too much trust in their models — institutions 
that did not account for the unknown unknowns. 

We are determined that Renaissance not suffer such a demise. 
The barrier options we use provide precisely the protection we 
need. 

While we have been well aware of Black Swan risks since Long 
Term Capital Management collapsed in 1998, for me personally the 
wake-up call came on March 13, 2000. Up to that point, our models 
had been performing exceptionally well. Then the dot-com bubble 
burst, and in a very short period we took very large losses. We 
worked non-stop for days trying to understand where things had 
gone wrong. 

It turned out that we had positions in Nasdaq stocks which our 
models thought were hedged by positions in NYSE stocks. It just 
never occurred to us or to our models that these markets could di- 
verge so rapidly. Not having slept for days and being incredibly dis- 
traught by the losses, I offered to resign, but my boss at the time 
rejected my offer, telling me, “You are now far more valuable be- 
cause you now know never to put your full faith in a model.” 

Six months later, we entered into our first barrier option. Not 
only do these options protect us from model failures, they also pro- 
tect us from programming errors like the one that led to the de- 
mise of Knight Capital in 2012. If we did not have loss protection, 
then with over a million lines of code in our system, we too could 
face the risk of massive losses from a simple software bug. 

I have not yet had the opportunity to review your staffs report 
as closely as I would like. I appreciate the time it has taken to pre- 
pare and the policy issues it raises. But I will note that I was sur- 
prised to see the report characterize the risk from which these op- 
tions protect us as “small,” apparently because of our historical 
track record. 

I have worked with extraordinary scientists my entire career, 
building large and complicated models that are embedded in large 
and complicated computer programs. If there is one lesson I have 
learned, it is that models and computer programs can go horribly 
wrong. Mortgage models at Fannie Mae and investment banks had 
spectacular 50-year track records until the 2008 subprime crisis. 
For 35 years, money market funds were considered risk-free, until 
the Reserve Primary Fund broke the buck. The list goes on and on. 

The single biggest mistake we can make is to be so confident in 
our models that we have no fear of the risks we did not see coming. 
That is why loss protection is so important to us. 
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We understand there is an active debate on how best to reform 
the Tax Code and that proposals are being made to mark all de- 
rivatives to market and to tax all capital gains at the same rate. 
I will only point out that if there were no rate differential between 
long-term and short-term capital gains, the Tax Code would be far 
simpler, far more certain, and far more fair. 

I want to thank you for the opportunity to speak on behalf of 
Renaissance, and I am happy to answer any questions you may 
have. 

Senator Levin. Thank you very much, Mr. Brown. 

Mr. LaRocca, will you please take a look at Exhibit 53? ^ 

Mr. LaRocca. I have it in front of me. Senator. 

Senator Levin. Thank you. This is the document we have been 
talking about this morning. It is the representation that Barclays 
made in 2009 to PricewaterhouseCoopers, PwC, its independent 
auditor. And the representation was here, if you look near the bot- 
tom of page 64 — those are the last two letters in the Bates num- 
bers — the conclusion is that, “RenTec controls the major activities 
of Palomino and is exposed to substantially all significant risks and 
rewards . . .” Was that statement true? 

Mr. LaRocca. I see the language. Senator. There is qualifying 
language in the PwC memo. 

Senator Levin. I mean, it does not change that conclusion. This 
is the conclusion. You have got all the qualifiers in advance, ahead 
of the conclusion, and then it says here, “RenTec controls the major 
activities of Palomino . . .” Palomino is the entity that you guys 
created. 

Mr. LaRocca. It controls the trading activities. Senator. 

Senator Levin. It says it “controls the major activities.” 

Mr. LaRocca. I know what it says. Senator, but it controls the 
trading activities. The securities lending is controlled by Barclays. 
The financing is controlled by Barclays. So they control 

Senator Levin. But the major 

Mr. LaRocca. They did control a major activity. That was their 
role, investment manager. Senator. 

Senator Levin. Right. So they controlled the major activities. 
This is what was represented to PwC. It is exposed to substantially 
all significant risks. Was that true? 

Mr. LaRocca. Up to the premium. Senator. 

Senator Levin. I am just saying it is exposed to substantially all 
significant risks. I know there was a risk after the premium was 
used. We know that. It never was reached, but we know what the 
risk was. Ten years it never was reached, but still, theoretically it 
could be reached, and you guys protected against even that possi- 
bility. That is OK. You have got a right to protect yourself When 
you tell your auditor that — substantially all significant risks and 
rewards arising from the activities are RenTec’s, my question is: 
Was that true? That is my question. 

Mr. LaRocca. Senator, it is true that RenTec controlled the trad- 
ing activities and controlled the substantial risk. That is why we 
were able to deconsolidate Palomino, Senator. 


^See Exhibit No. 53, which appears in the Appendix on page 654. 
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Senator Levin. It was not control the substantial risk. It was ex- 
posed to substantially all significant risks. That is what was writ- 
ten. Was that true? 

Mr. LaRocca. With the exception of gap risk, Senator, that is 
correct. 

Senator Levin. OK. So substantially all significant risks were 
taken by RenTec. 

Now, you then made a report — “you” being Barclays — made a re- 
port annually to the SEC, and if you will take a look at Exhibit 
68,1 yQ^ ggg those reports. They are the past 5 years. And in 
that report, you stated that Barclays does not control Palomino. 
Were you here this morning when we went through these? 

Mr. LaRocca. Senator, I heard the discussion this morning. 

Senator Levin. Take a look at Exhibit 68, if you would, then, 
starting with page 230. This was a note to the account file with 
SEC for the year ending December 31, 2009. And what you told the 
SEC, if you will look at the end of the first paragraph in Note 41, 
“these entities” — you are referring to the Cayman Islands-incor- 
porated Palomino, is one of the two entities you are referring to — 
“are not deemed to be controlled by Barclays.” Was that true when 
you told that to the SEC? 

Mr. LaRocca. Yes, Senator, for accounting purposes that is 100 
percent true. 

Senator Levin. And did you tell the SEC that you really do not 
mean it for other purposes? 

Mr. LaRocca. Senator, I do not know what specifically was said 
to the SEC. It does not surprise me that these regulatory filings 
are consistent with the correspondence that we laid out in PwC. 
That should not surprise us. Senator. 

Senator Levin. It does not surprise me at all. What surprises me 
is that you are waffling on the question of whether or not Palomino 
was controlled by Barclays. You represented it was not. 

Mr. LaRocca. Senator, I am not waffling on the question. Sen- 
ator — 

Senator Levin. Well, you are waffling because you are saying for 
some purposes it was controlled. For other purposes control means 
something totally different. If that is not a waffle, I do not know 
what is. 

Mr. LaRocca. Senator, we own the entity. We con — the results 
are reflected in our annual report in the footnotes. We comprise the 
board. We have risk. We shared in some revenues. Senator. 

Senator Levin. I am talking about what you represented to a 
regulator at the SEC. 

Mr. LaRocca. Senator, this representation to the SEC says that 
Barclays did not have control of the trading activities. 

Senator Levin. No, it does not. It says the entities — you are 
talking about Palomino, is managed by external counterparties and 
consequently are not controlled by you. You do not say for trading 
activities. You just say they are not controlled. You did not qualify 
it here. 

Mr. LaRocca. Senator, I will agree with you. Senator, that is 
what this says. 


^See Exhibit No. 68, which appears in the Appendix on page 747. 
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Senator Levin. You will agree with me that I read it correctly. 

Mr. LaRocca. Correct, Senator. 

Senator Levin. And you will agree with me that it was not lim- 
iting what was meant by they are not controlled 

Mr. LaRocca. I agree there is no qualifying in this report, Sen- 
ator. 

Senator Levin. That is progress. That is year after year after 
year, right? I will not go through them all, but Exhibit 68, the 
same words essentially for 2010, 2011, 2012, 2013. There is a slight 
modification in the words, but it is essentially the same. 

So now, in your statement, you indicate that the question of the 
proper tax rate to apply to the profits earned through Barclays’ 
basket transaction is “a matter to be handled between Renaissance, 
as a taxpayer, and the IRS.” But now I would refer you to Exhibit 
38.1 This is a Barclays document, 2002, August 22. The third para- 
graph, it says, “COLT” — that is what we are talking about here 
today — “is targeted at those funds with a high proportion of US in- 
dividual investors, stable year-on-year returns and strategies in- 
volving short-term trading. This gives rise to significant short-term 
capital gains for the investors regardless of whether or not they are 
invested in the fund for the shorter or longer term.” 

Then come the key words: “COLT provides an after-tax benefit 
to these investors through the conversion of their return from the 
fund from short-term capital gains (taxed at 39.6%) to long-term 
capital gains (taxed at 20%).” 

So this is what you are selling to Renaissance. This is what is 
in your project. 

Now, do you have any responsibility at all, to your clients in 
terms of representing that there are certain magic ways of con- 
verting short term into long term? Don’t you think that you have 
a responsibility to determine whether or not you are aiding and 
abetting a fiction? 

Mr. LaRocca. Senator, I would not characterize this as “fiction.” 

Senator Levin. If it were a fiction, do you think that you should 
be responsible for avoiding it? 

Mr. LaRocca. Senator, I would not characterize this as a “fic- 
tion.” We have a responsibility to our clients to assist them with 
transactions and ideally to do them in a tax-efficient way. 

Senator Levin. “Tax-efficient,” what does that mean? 

Mr. LaRocca. Senator, we do not have clients who call up invest- 
ment banks and tell us, “We would like to do a transaction, and 
we would like to pay the maximum amount possible.” 

Senator Levin. Of course. I would hope not. 

Mr. LaRocca. The phone would never ring. Senator. 

Senator Levin. I agree. So now you are targeting funds, like 
RenTec — that is the target here — and you are saying that one of 
the major benefits is that you can convert, to use your words, 
short-term gains, which are taxed at 39 percent, to long-term gains, 
which are taxed at 20 percent. You are holding that out as an ad- 
vantage. Is that correct? 

Mr. LaRocca. Senator, we did not target Renaissance. They ap- 
proached us with this structure. This is an internal approvals proc- 


^ See Exhibit No. 38, which appears in the Appendix on page 506. 
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ess where we are being very transparent to all the decisionmakers 
about the tax elements of the transaction, Senator. 

Senator Levin. But in your own words here, you are saying that 
Renaissance — who I believe is the only user, the only basket option 
that this was aimed at. Is that correct? That Palomino was aimed 
at? That was aimed at Renaissance. Is that correct? 

Mr. LaRocca. Senator, this correspondence says we would target 
funds, but we only executed the transaction with Renaissance. 

Senator Levin. OK. And you say that it provides the benefit of 
converting something. And are you saying that that was never 
mentioned to Renaissance? 

Mr. LaRocca. Senator, I do not cover the account. Senator. I am 
not aware of the dialog. I would — I believe both parties understood 
the tax benefits associated with these barrier options. 

Senator Levin. But it was targeted at funds that were involved 
in short-term trading. Is that correct? By your own document, it 
was targeted at those funds that involve short-term trading strate- 
gies. 

Mr. LaRocca. Senator, I would not know if 

Senator Levin. That is your own words. 

Mr. LaRocca. Senator, this is an internal approvals correspond- 
ence. 

Senator Levin. Does that make it less or more accurate? 

Mr. LaRocca. It does not. Senator. 

Senator Levin. Is it accurate or not? 

Mr. LaRocca. Let me respond. Senator. You asked me if we, in 
fact, targeted funds, right? 

Senator Levin. Right. 

Mr. LaRocca. My response was I do not know. We only executed 
with Renaissance. This suggested that, if approved, we would tar- 
get additional funds. Whether we, in fact, put this product in front 
of other clients, I do not know Senator. I am not a salesperson. I 
do not, in fact, know the answer to that question. 

Senator Levin. Was this targeted at funds such as Renaissance? 

Mr. LaRocca. The structure was brought to us by Renaissance, 
Senator. 

Senator Levin. Is COLT targeted at funds such as Renaissance? 

Mr. LaRocca. Not to my knowledge. Senator. 

Senator Levin. OK. Then I am reading from your document: 
“COLT is targeted at those funds with a high proportion of U.S. in- 
dividual investors . . . and strategies involving short-term trad- 
ing.” You are saying that was not targeted at RenTec? 

Mr. LaRocca. Senator, I have said that RenTec brought this 
structure 

Senator Levin. I understand. RenTec brought it to your atten- 
tion. But I am asking you, was the structure which resulted after 
they came to you asking you to design a structure, which you then 
offered to them, I am asking you, was that structure targeted at 
those funds — I am reading your Barclays document. 

Mr. LaRocca. Senator, it was targeted at RenTec. 

Senator Levin. That is what I am saying. And those funds in- 
volve short-term trading, have a strategy involving short-term 
trading, and this provides an after-tax benefit to magically convert 
short-term to long-term gains. But the point is this structure that 
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you created after RenTec asked you to offer them a structure, this 
was targeted at RenTec, and you were aware of the fact that it 
would provide an after-tax benefit like I described. 

Mr. LaRocca. Yes, Senator, that is 

Senator Levin. All right. 

Mr. LaRocca [continuing]. Absolutely correct. I was confused 
and thought you were asking if we had targeted other funds other 
than RenTec. 

Senator Levin. All right. 

Mr. LaRocca. And I am not aware of that. 

Senator Levin. Now, in November 2010, the IRS issued a generic 
legal advice memorandum, a GLAM, advising that basket option 
transactions similar to what Barclays was using should not be 
treated as an option for tax purposes. That same day, an employee 
of Barclays sent an e-mail to his colleagues recognizing the GLAM 
was describing the Barclays basket transaction. That did not stop 
you, Barclays, from continuing with the transaction. Over the next 
2 years, from late 2010 to late 2012, Barclays entered into another 
nine basket option transactions with Renaissance. Renaissance 
gained about $4 billion from six of those transactions, and three 
are still ongoing. 

Now, in light of the GLAM, this seems to be a pretty aggressive 
position that Barclays took. Why is it that you dismissed the posi- 
tion that the IRS put out in the GLAM and continued to proceed 
with so many of those transactions? 

Mr. LaRocca. Senator, we took the GLAM very seriously. At the 
time of the receipt of the GLAM, we again consulted with our ex- 
ternal advisors as well as our internal experts and felt that the 
GLAM was not the law; it was an IRS view and perspective. We 
consulted with our accountants. In fact, I would point out, in a 
paper we submitted to the Committee, there is a document from 
PwC which is skeptical of the IRS analysis and conclusion. Senator. 

We continued to monitor for IRS bulletins, but we made a deci- 
sion at that time that the transaction was appropriate and that we 
would continue. 

Senator Levin. OK. Now, that IRS GLAM says the following 
about hedge fund basket option contracts: “This memorandum ad- 
dresses certain contracts styled as options in form but acting like 
direct ownership of the underlying property and substance. This 
memorandum should not be used or cited as precedent.” And here 
is what it says, its conclusion — I assume you take IRS conclusions 
seriously. Do you? 

Mr. LaRocca. Absolutely, Senator. 

Senator Levin. Here is the conclusion: Let me read you what the 
issue is because it fits like a glove to what these banks, your two 
banks were doing. “Where a taxpayer, a partnership, entered into 
a contract styled as an option to purchase a basket of securities 
that the taxpayer’s general partner also actively managed and con- 
trolled while the contract remained open, and with respect to which 
the taxpayer had opportunity for full gain and income and substan- 
tially all risk of loss, one, whether the contract should be treated 
as an option for tax purposes; and, two, whether the taxpayer 
should be treated as the tax owner of the securities.” 
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Now, that is about as accurate a description of what was going 
on here as I can read. We tried very often to describe this in our 
report and in my opening statement, and I cannot do much better. 
Here is the conclusion: 

“One, the contract does not function like an option and should 
not be treated as such.” 

“Two, a contract that provides a taxpayer with dominion and con- 
trol over a basket of securities the opportunity for full gain and in- 
come and substantially all of the risk of loss provides to the tax- 
payer beneficial ownership of the securities for tax purposes.” 

Were you aware of this? 

Mr. LaRocca. Yes, Senator, I was. 

Senator Levin. All right. Now, I would hope that that would be 
taken seriously, but here is what happened: For 2 years, you con- 
tinued to sell these basket options. 

And then in July 2012, following a number of investigations into 
Barclays’ business practices and its participation in tax avoidance 
structures, Barclays undertook an independent review, known as 
the “Salz review,” and the objective was to review Barclays’ busi- 
ness practices. The review was critical of the bank’s culture, de- 
scribing it as “winning at all costs,” and finding that it took a “ro- 
bust position with regulators and followed the letter rather than 
the spirit of the rules.” 

Were you in attendance at a meeting in October 2012, Mr. 
LaRocca, at which Barclays decided to approve another COLT 
transaction? 

Mr. LaRocca. Yes, I was. Senator. 

Senator Levin. If you take a look, please, at Exhibit 61, ^ this is 
the minutes of the Structured Capital Markets Approval Com- 
mittee at Barclays, and the topic of the meeting was consideration 
of a new COLT transaction. Some of the key points that were made 
during the discussion that led to the approval of a new COLT op- 
tion — this is now October 2012, after the Salz review was under- 
taken. This is what the key points of the discussion were, according 
to the notes: 

The option was recommended for approval, again, the same bas- 
ket option. Why? “The tax risk is assumed by the client.” Right off 
the bat, tax risk is assumed by the client. 

“There is a reputation risk for Barclays, especially if the matter 
proceeds to court.” 

“The New Option Transaction does not meaningfully increase 
Barclays’ reputation risk in relation to the Option Transactions, be- 
cause writing a new option (or exercising an existing one) should 
be viewed as the maintenance of a longstanding structure.” 

Now, you were the chairman of this meeting, Mr. LaRocca. You 
knew about the GLAM. You knew there was reputational risk. You 
knew that the Salz review had started and was reviewing the busi- 
ness practice because Barclays had been subject to tax investiga- 
tions. But you still recommended that the transaction be approved. 

You were then and now are the most senior executive in the 
United States, Barclays. At a minimum, shouldn’t you have been 
concerned about the reputational risk to the bank, approving the 


^See Exhibit No. 61, which appears in the Appendix on page 732. 
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same option after the GLAM had been issued on this — the IRS 
could not be clearer in the GLAM. At any rate, you decided we are 
going to approve it anyway. Shouldn’t you have been more con- 
cerned about the reputational risk to your bank at that time? 

Mr. LaRocca. Senator, I was very concerned about the 
reputational risk of the bank. 

Senator Levin. And should you have recommended continuing on 
that course? 

Mr. LaRocca. Senator, looking at the same document, you will 
see the actions I took as chairman. Again, we look for reaffirmation 
of our legal opinions and our external advisors. We spent a consid- 
erable amount of time. I escalated this issue to members of our Ex- 
ecutive Committee, Senator. I also recommended that this trans- 
action be reviewed by our Reputational Risk Committee. I was very 
much aware that the Salz review was underway, and we concluded. 
Senator, at this point in time that we should continue the options. 

Senator Levin. I know you concluded it, but basically the IRS 
had spoken, and Barclays said, “So what?” Now, that is an aggres- 
sive — that is what we call an “aggressive tax position.” And it was 
taken after all of these events which we have described had oc- 
curred. When the IRS in a GLAM just describes it, it is precisely 
what you guys were doing, and says, as it did, that this is not an 
option and this is not going to be recognized as long-term capital 
gains for tax purposes, your committee — you are the chairman — 
still recommended that you go ahead with another one. Why? Be- 
cause you are already at risk, what is a little more risk? I mean, 
just the fact that somebody has been used repeatedly and then 
challenging by the IRS, what kind of ar^ment is it that, well, we 
have done it before, we will continue doing it? That is not a good 
argument in terms of reducing reputational risk. Quite the oppo- 
site, it seems to me. 

Mr. LaRocca. Senator, the IRS has not yet made a decision on 
what the appropriate tax treatment is. When we have consulted 
with our external experts — legal, tax accounting — they raised seri- 
ous questions regarding the analysis that underpins the GLAM. 

Senator Levin. The IRS describes GLAMs as “providing authori- 
tative legal opinions on certain matters such as industry-wide 
issues.” 

Mr. LaRocca. Senator, I hope the GLAM 

Senator Levin. I do not think you take it very seriously. I got 
to tell you, if you are really worried about reputation, given all the 
problems that Barclays has, and given the fact you got a GLAM 
from the IRS and it is right on point describing exactly what you 
are doing and it says this is not an option 

Mr. LaRocca. Senator 

Senator Levin [continuing]. It would seem to me a caution, if you 
are worried about your reputation, you would say, “Whoa, let us 
hold off on this thing, folks.” That is what caution does. That is 
what concern about reputation does. It is not — we have been doing 
this for years. So what? We will continue to do it in the face of a 
GLAM. I do not consider that to be concern about a bank’s reputa- 
tion. 

Barclays then in 2013 initiated a bank-wide effort called “Project 
Transform” to ensure that the bank no longer offered or partici- 
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pated in abusive tax shelter products. Barclays’ counsel informed 
the Subcommittee that as a result of Project Transform, Barclays 
developed a number of principles, including in the tax area. One 
of these principles is that Barclays will not engage in transactions 
that will not meet expectations of the relevant tax authority. At 
that point, you revised the COLT, this option, to make sure it could 
not be used to argue that the gains are long-term capital gains. 
You changed that in 2013 after another project of yours adopted a 
principle saying do not engage in transactions that would not meet 
expectations of the relevant tax authority. If you had adopted that 
earlier, you would not have issued those later options. Is that cor- 
rect? 

Mr. LaRocca. That is correct. Senator. 

Senator Levin. OK. Now, you have got some existing basket 
transactions, do you not? 

Mr. LaRocca. Yes, we do. Senator. 

Senator Levin. There are three of them, I believe, and they do 
not conform with the new policy, and the contract with Renais- 
sance allows for the unwinding of those contracts. Why not unwind 
them? Under the policy you have adopted — as a result of Project 
Transform — new principles, we are not going to engage in trans- 
actions that will not meet the expectations of the relevant tax au- 
thority. But apparently you are going to continue to participate in 
transactions that do not meet that expectation because you have 
not unwound those three existing basket options. Why not unwind 
them? 

Mr. LaRocca. Senator, we have made the decision to not enter 
into any new transactions. Senator. 

Senator Levin. I understand. But why not unwind existing 
transactions because they do not meet the expectations of the rel- 
evant tax authority? Why not unwind them? You are allowed to 
under the contract. 

Mr. LaRocca. Senator, we are allowed to unwind them, and we 
have not looked at the historical transactions that we approved 
prior. So the decision 

Senator Levin. Maybe you ought to. What do you think? 

Mr. LaRocca. We will take it under advisement. Senator. 

Senator Levin. Thank you. 

Let us see. Mr. Bausano, you have testified that Deutsche Bank 
engaged in a major restructuring of its MAPS product — that is this 
basket option transaction — and you engaged in a major restruc- 
turing in 2008. This ties in with what we had heard, our staff had 
heard from Mr. Haas, who was the global head of Deutsche Bank’s 
Prime Brokerage Division, and from your counsel who represented 
to staff that Deutsche Bank had concerns whether the old structure 
would be respected as an option for tax purposes. So in 2008, Deut- 
sche Bank undertook an effort to make MAPS look more option- 
like. I believe your Global Prime Finance Division described the 
MAPS restructuring project as an effort to “provide a new multiple 
MAPS structure that will more closely resemble a traditional op- 
tions structure.” 

Now, I want to just explore one example of that concern that you 
had that caused you to engage in that restructuring. 
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Before the restructuring, Deutsche Bank paid Renaissance a flat 
advisory fee which was well below industry standard fees for an in- 
vestment advisor. So did you make the change in the fee structure 
to make this transaction look more option-like? 

Mr. Bausano. We restructured the option on the basis of two 
parallel tracks: 

The first, as was described by Mr. Ramakrishna, was a concern 
about the risk profile and the higher risk associated with gaps in 
the cluster of statistical arbitrage strategies as evidenced in the 
summer of 2007, August 2007. 

The second parallel push was a combination of concerns in the 
evolving regulatory landscape as communicated to me through my 
internal control functions — legal, tax, compliance, et cetera. You 
know, our view is that this has a significant number of option fea- 
tures and it is clearly an option. The idea that you have an asym- 
metric payout where your risk is limited to the premium you have 
paid, you have an upside convexity to leverage and performance if 
you succeed is to me the key hallmarks — it is a contract with a du- 
ration and an expiry, are all things that are hallmarks of an op- 
tion. 

Senator Levin. Did you offer the increase to Renaissance without 
being prompted by them? 

Mr. Bausano. I was not part of those negotiations. 

Senator Levin. Do you know whether or not Deutsche Bank 

Mr. Bausano. I do not know which side proposed that. 

Senator Levin. Well, then, let me ask you the question again. 
Was the shift, change in the fee done in part in order to make the 
transaction look more option-like? 

Mr. Bausano. I do not know what the negotiation went on. I was 
not part of it. 

Senator Levin. I am not asking you about what the negotiation. 
I am asking you whether the change in the fee from a flat fee was 
done in part to make the transaction look more option-like. That 
is what I am asking you. 

Mr. Bausano. I really do not think so. I think it reflected what 
the standard investment advisor agreement to a fund would have 
been. 

Senator Levin. OK. Prior to the 2008 restructuring, did Deutsche 
Bank have any indications that the old MAPS structure would not 
be respected as an option? Do you want me to repeat the question? 

Mr. Bausano. No. Before 2008. 

Senator Levin. Before the restructuring. 

Mr. Bausano. Before the restructuring. Not to my knowledge. 

Senator Levin. You had no indications that the old MAPS struc- 
ture would not be respected as an option? 

Mr. Bausano. No. As a matter of fact, to this date no court or 
regulator or statute has disqualified it as an option, either old or 
new. 

Senator Levin. That is not what I am asking, whether a court 
or regulator has — I am asking you, was there an indication from 
any source that the old MAPS structure would not be respected. 
You answered it, we did not hear from a regulator or court. That 
is not my question. 
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Mr. Bausano. To my knowledge, no. However, I am aware that 
my control functions were in regular conversations with all of the 
external regulatory constituencies on an ongoing basis. 

Senator Levin. How about internally? 

Mr. Bausano. Internally we discussed 

Senator Levin. Was there any evidence internally, attorney dis- 
cussion internally to that effect? 

Mr. Bausano. That it would not be respected? Not to my knowl- 
edge. 

Senator Levin. Was that question ever referred by you to a law 
firm for an opinion on it? 

Mr. Bausano. I am sorry. Repeat again? 

Senator Levin. Was that issue ever referred to a law firm to give 
you an opinion on that question? 

Mr. Bausano. I am aware we had a “should level” opinion on 
that. 

Senator Levin. Was that before or after the restructuring? 

Mr. Bausano. I do not have the specific date, but I know it was 
early in the life cycle of the trade. 

Senator Levin. Do you know whether it was before or after 
the 

Mr. Bausano. I do not know. 

Senator Levin. Deutsche Bank entered into a non-prosecution 
agreement with the Department of Justice stemming from its in- 
volvement with abusive tax structures, and under the non-prosecu- 
tion agreement Deutsche Bank promised to stop participating in 
and implementing fraudulent tax shelters and agreed to bring to 
the attention of the Department of Justice “products or trans- 
actions that may run afoul of U.S. Federal income tax laws, rules, 
and regulations.” 

Now, Mr. Bausano, in your written testimony, you said that, “It 
bears noting that the bank discussed the MAPS product with the 
Department of Justice, the IRS, the SEC, and the independent ex- 
pert Deutsche Bank retained as part of the NPA. All of the discus- 
sions took place well before this Committee began its investigation. 
Indeed, the bank communicated with the independent expert about 
MAPS at a meeting on February 3, 2011, and discussed the MAPS 
product with the Department of Justice and the IRS at several 
meetings in 2012 and 2013.” 

You stated in your testimony that Deutsche Bank discussed this 
matter with the SEC. My question to you is: Weren’t those discus- 
sions initiated by the SEC as part of an SEC examination of 
MAPS? 

Mr. Bausano. You know, I was not part of that conversation. My 
secondhand knowledge is it was part of an examination, but that 
is arm’s length. 

Senator Levin. Arm’s length or secondhand? 

Mr. Bausano. Secondhand. 

Senator Levin. So secondhand you say you heard that this dis- 
cussion with the SEC came as part of an SEC examination. Is that 
correct? That is what you heard secondhand? 

Mr. Bausano. As part of my preparation for this conversation, I 
was made aware of that. 
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Senator Levin. OK. Are you aware of the fact that the SEC re- 
ferred Deutsche Bank’s activities to the IRS because the basket op- 
tion strategy was being used to turn short-term capital gains in the 
portfolio into long-term capital gains and the options were being 
exercised after 1 year, thus subjecting the returns to long-term cap- 
ital gains tax? Were you aware of the fact that because of that 
claim that there was a long-term capital gain that the SEC re- 
ferred this activity to the IRS? Were you aware of that? 

Mr. Bausano. I was made aware of it as part of my preparation. 

Senator Levin. The first time that Deutsche Bank communicated 
the MAPS program to the Department of Justice was in 2012. 
Deutsche Bank did not disclose its MAPS program to the Depart- 
ment of Justice when it was negotiating the non-prosecution agree- 
ment in 2010. Is that correct? 

Mr. Bausano. I was not part of that negotiation. I learned about 
the NPA upon its settlement. 

Senator Levin. OK. Were you aware of the fact, however, that 
Deutsche Bank did not disclose this MAPS program to the Depart- 
ment of Justice when it was negotiated the non-prosecution agree- 
ment in 2010? Even though you were not part of it, were you aware 
of that? 

Mr. Bausano. As part of my preparation, I have heard that. I 
have no knowledge. 

Senator Levin. No personal knowledge, but you were informed of 
that? As part of your preparation, that is what you were informed? 

Mr. Bausano. That prior to the-could you repeat what I 

Senator Levin. I will. Were you informed that the first time 
Deutsche Bank communicated the MAPS program to the Depart- 
ment of Justice was in 2012 and that it did not disclose the MAPS 
program to the Department of Justice when Deutsche Bank was 
negotiating the non-prosecution agreement with the Department of 
Justice in 2010? 

Mr. Bausano. I am not specific on the date of the conversation 
with the DOJ. I am aware that the judgment of the negotiators in 
the NPA was that it was not shared at that time. 

Senator Levin. OK. Are you aware that Deutsche Bank went to 
the Department of Justice with the MAPS matter, disclosed it to 
the Department of Justice, only after the Federal Reserve Bank of 
New York, which had been examining MAPS, expressed concerns 
and instructed the bank to go to the Department of Justice? 

Mr. Bausano. My understanding is that the independent expert 
that was in Deutsche Bank at the behest of the DOJ was informed 
of MAPS, and it was our presupposition that, as the direct conduit 
to the DOJ, that would have been passed through. When we 
learned that was not the case, we informed them directly. 

Senator Levin. And then when you informed them directly, was 
that after the Federal Reserve Bank, which had been examining 
MAPS, expressed concerns and instructed the bank to go to the De- 
partment of Justice? 

Mr. Bausano. I am not aware of the specifics of that. 

Senator Levin. OK. Was there any concern within Deutsche 
Bank that to continue with the New MAPS after signing the non- 
prosecution agreement might put the bank in violation if it contin- 
ued with that transaction? 
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Mr. Bausano. With the New MAPS? 

Senator Levin. Yes. Was there any concern within Deutsche 
Bank that to continue with the New MAPS after signing the NPA 
would be a violation — or could be a violation? 

Mr. Bausano. Well, we had moved to a less than 1-year only pos- 
ture by that point, I believe. 

Senator Levin. OK. Now, when Deutsche Bank put a temporary 
halt to MAPS transactions in late 2010, it still had three basket 
transactions outstanding in 2011. They all lasted a year or more 
after the GLAM. Why didn’t Deutsche Bank cancel those, unwind 
those? As I just asked Mr. LaRocca, you had the right to do so 
under the basket contracts. Why not do it? 

Mr. Bausano. We felt that in an abundance of caution to cease 
the product was appropriate and it was what we did. The ones that 
were extending we felt that they were at that point and continued 
to be legal and legitimate transactions and elected to honor the 
terms of those transactions to their conclusion while not pursuing 
any further. 

Senator Levin. I understand that, but you decided not to con- 
tinue to issue these contracts because of various concerns which 
you had. Why not unwind the contracts which you had since you 
were allowed to do that? Under the contract you could have 
unwound these. These were obviously finally of concern to you. It 
took a whole lot of years to get there, but nonetheless, you finally 
reached that point. So why not do what you were allowed to do 
under the contract, and that is to unwind contracts which are prob- 
lematic? And your answer is that you did not. But why didn’t you? 
Did you think about it? Did you consider it? 

Mr. Bausano. It was the business judgment that we were being 
sufficiently aware of and respectful of the guidance we had gotten 
both from the legal, regulatory, and guidance perspective by ceas- 
ing to go on, and that the balance of risks was we would be better 
served to keep the contract as we had originally negotiated it with 
the existing clients. So we were aware of it, and we thought we 
were being especially and deliberately respectful of the changing 
regulatory landscape already. 

Senator Levin. I think you may have been wrong in terms of the 
New MAPS as it related chronologically to the NPA. 

Mr. Bausano. OK. 

Senator Levin. The NPA was 2010, and I think you said that you 
had no concern there about whether the New MAPS would be com- 
pliant with the NPA. But wasn’t the NPA in existence before the 
New MAPS was put in existence? 

Mr. Bausano. I do not believe that is correct. I have a chronology 
that has been submitted to you 

Senator Levin. OK. Let me rephrase it because I was inaccurate, 
my phrasing. You moved to an 11-month term in 2012, I believe, 
to make sure that the option when exercised could not be claimed 
to be a long-term capital gain. Is that correct? That was 2012, I be- 
lieve. 

Mr. Bausano. I have April 2012 as the first New MAPS shorter 
dated. 

Senator Levin. But the NPA was in existence in 2010. 

Mr. Bausano. Right. New MAPs was struck in 2008. 
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Senator Levin. In 2008. But your short options — ^your 11-month 
option was not put in place until 2012, and so the question is: Were 
you concerned after the NPA about that issue? And if so, why 
didn’t you change to the short option, the 11-month option, before 
2012 ? 

Why did it take you so long? 

Mr. Bausano. The New MAPS structure was fully — ready? 

Senator Levin. I am ready. 

Mr. Bausano. We were fully advised internally by our control 
functions — legal, credit, tax, compliance, and external advisors — at 
the time that it was compliant and well within the boundaries and 
well within the area of ambiguity and, therefore, thought it was 
safe to proceed. 

Senator Levin. All right. So, in other words, Mr. Brown, in your 
statement, you say that the reference portfolio for each option was 
generated by Renaissance’s trading algorithm, and you make it 
sound like the selections were made by a machine with no human 
intervention. Now, your scientists and your experts are continually 
looking for inefficiencies in the market, and when they find some- 
thing new, as I understand you in your testimony, they try to ad- 
just the computer model and incorporate that into the algorithm, 
and that will affect the decisions that are generated. It could also 
have an impact on what positions are bought and sold. So there is 
a lot of ongoing human involvement in this process. Is that correct? 

Mr. Brown. That is correct. 

Senator Levin. And how many employees are there at RenTec? 

Mr. Brown. I think roughly 300. 

Senator Levin. And of these employees, how many work part- 
time or full-time on the algorithm strategy that supports or sup- 
ported RenTec’s basket option transaction? 

Mr. Brown. Well, on the strategy, 50 or so. 

Senator Levin. OK. And these would be employees with back- 
grounds in mathematics, physics, and computer science? 

Mr. Brown. That is correct. 

Senator Levin. The employees that worked on the overall strat- 
egy to identify market inefficiencies in order to take advantage of 
them I assume did this on an ongoing basis, is that correct? 

Mr. Brown. Yes. 

Senator Levin. And how frequently were they identifying these 
inefficiencies and modifying the inputs that go into the overall 
strategy? Was that a frequent occasion? 

Mr. Brown. Well, most of the modifications involved mainte- 
nance, changes to — the system has a million lines of computer code, 
and when you have a million lines of computer code, it has to be 
maintained. Interfaces change. I do not know if you are counting 
those kinds of changes. 

Senator Levin. No. Just when they tweak the algorithm. 

Mr. Brown. I’m sorry. What was the question? How many people 
work on 

Senator Levin. No. How frequently were you doing that? Was 
that a daily change? 

Mr. Brown. No. 

Senator Levin. Weekly? Monthly? 

Mr. Brown. No, more like weekly. 
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Senator Levin. OK. So every week there would be roughly? 

Mr. Brown. One or two changes, roughly, on average. 

Senator Levin. In the algorithm? 

Mr. Brown. Yes. The algorithm has been developed over 25 
years. It probably has a thousand man-years of work into it. It is 
very mature at this point. It is very hard to make significant im- 
provements. So these are minor changes typically. 

Senator Levin. But you have 50 people working on this. There 
is a lot of human involvement in RenTec in this 

Mr. Brown. Oh, that is not all they do. We trade commodities, 
futures 

Senator Levin. I know that, but I specifically asked you the 
question for this particular process, this basket option process, how 
many were working full-time or part-time on the strategy that sup- 
ported RenTec’s basket option transactions? 

Mr. Brown. I think my answer is accurate. 

Senator Levin. OK. So we will stick with 50. That is fine. 

Mr. Brown. I mean, roughly. I do not know 

Senator Levin. That is fine, about 50. That is a lot of people, a 
lot of human intervention. Wouldn’t you agree? Fifty people work- 
ing on these basket options? OK. I will let it speak for itself You 
do not have to agree with it. 

Mr. Brown. OK. 

Senator Levin. That is a lot of expertise. 

Now, did RenTec personnel intervene in the strategic to respond 
to market events? 

Mr. Brown. Well 

Senator Levin. You know, like during the Greek crisis. 

Mr. Brown. Oh, sure. 

Senator Levin. RenTec 

Mr. Brown. We made a strategy — what happened — about the 
Greek crisis, for example, if you like, what happened there is that 
we were concerned at that time that Barclays had a lot of exposure 
to Greece. 

Senator Levin. And so you could shift billions of dollars of its 
portfolio, for instance 

Mr. Brown. No. That is not what happened. 

Senator Levin. Well, could you? 

Mr. Brown. Could we have? 

Senator Levin. Did you shift any money from Barclays to Deut- 
sche Bank? 

Mr. Brown. Shift money? No. 

Senator Levin. OK. Did you direct more of the sales orders to 
one bank and more of the purchase orders to another — to the other 
bank? 

Mr. Brown. Yes, we made a change to the process that distrib- 
utes portfolio among the options, so the algorithm produces a 
bunch of trades and produces a portfolio, and more or less of it can 
go to different options. So prospectively going forward, we made a 
change so that we would tend to put more portfolio with Deutsche 
Bank and less with Barclays. 

Senator Levin. And that was some of the type of work that your 
50 

Mr. Brown. That is correct. 



73 


Senator Levin [continuing]. Experts would do? And so with the 
human intervention in this process, this affects what positions are 
bought, sold, and how long they are held. Is that correct? 

Mr. Brown. Yes. As I said, the changes are modest, but yes. 

Senator Levin. Who changes the models? Human beings? What 
did you just say? 

Mr. Brown. Changes are modest. 

Senator Levin. Changes their Models? 

Mr. Brown. Small. 

Senator Levin. You make changes in the models? 

Mr. Brown. There are modest changes in the models. 

Senator Levin. Modest changes in the models by these human 
beings. 

Mr. Brown. That is correct. 

Senator Levin. This algorithm was not just making changes by 
itself It took human beings to make changes. 

Mr. Brown. Sure. The human beings wrote the code. 

Senator Levin. Good. And changed the code? 

Mr. Brown. That is correct. 

Senator Levin. Tweaked the code and once or twice every week 
changed 

Mr. Brown. On average. 

Senator Levin. On average, OK. When you made these changes 
in the algorithm, did you consult with the banks? 

Mr. Brown. No. 

Senator Levin. Is the algorithm RenTec’s proprietary strategy? 

Mr. Brown. It is. 

Senator Levin. Do the banks ever change the algorithm? 

Mr. Brown. No. 

Senator Levin. Now, you have about 300,000 transactions exe- 
cuted in the banks per day for RenTec’s basket contracts. Were 
these submitted in the form of recommendations or suggestions to 
the banks? 

Assuming they met the guidelines, of course, which you had al- 
ready agreed upon. But were these submitted, 300,000, approxi- 
mately, transactions in the banks each day for the basket of con- 
tracts, were they submitted in the form of recommendations or sug- 
gestions, but were they automatically sent to the market providing 
they met the guidelines which you had agreed to? 

Mr. Brown. So they were most commonly sent to the banks’ 
trading systems. 

Senator Levin. All right. 

Mr. Brown. And if they — sometimes they were rejected. Not very 
often. And, otherwise, they went to the market. That is correct. 

Senator Levin. And not very often would mean if they did not 
meet the guideline? 

Mr. Brown. I think that is the only — the only ones I know of 
where, you know, the restricted list had been changed and we were 
not aware of it, that kind of thing. Those are the ones I know of. 

Senator Levin. All right. So there was an agreement, there were 
guidelines, a restricted list, whatever you want to call it. If it did 
not meet that, then it would not go to market. 

Mr. Brown. That is my understanding, yes. 

Senator Levin. And that did not happen very often. 
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Mr. Brown. No, it did not. 

Senator Levin. How many times? 

Mr. Brown. I do not know how many times 

Senator Levin. How many times in a year? 

Mr. Brown. A few. 

Senator Levin. A few in a year. 

Mr. Brown. I would guess. You know, I am not 

Senator Levin. I know. 

Mr. Brown. I am guessing there. 

Senator Levin. To the best of your ability, you are guessing a few 
times a year? 

Mr. Brown. Yes. I mean, you know, if it is 20, it would not sur- 
prise me. If it is three, it would not surprise me. In that range. 

Senator Levin. All right. That is out of 30 million a year. 

Mr. Brown. I have not done the multiplication, but that is prob- 
ably correct. 

Senator Levin. That is not multiplication. That is a question of 
fact. 

Mr. Brown. Well, I do not know if it is 30 million or 35 million 
or 40 million. It is millions, many millions. 

Senator Levin. Tens of millions. 

Mr. Brown. Yes. 

Senator Levin. It could have been three or five or ten times it 
did not meet the guidelines. 

Mr. Brown. That is correct. 

Senator Levin. I am going to conclude. We have a vote on here 
now, so let me just end with a few remarks here. 

The situation that we have looked at here over a year or more 
is where an armada of law firms and hedge funds and financial in- 
stitutions have devised financial structures that in substance are 
far from what they pretend to be. A series of fictions is created to 
create one big fiction, and that is to gain advantages which other- 
wise could not be obtained. 

Now, the structure the Subcommittee has explored today is an 
example of what we have been doing for many, many years looking 
at these structured transactions just to see how tax avoidance 
works in this country. The companies that engaged in the basket 
options and the law firms that support them ignore the realities of 
the transactions that they are engaged in by employing a structure 
that seeks to portray the activities as something from what they 
really are, and they hope that those that are reviewing the trans- 
actions will not catch it. 

Now, those who complain about the complexity of the Tax Code 
should look at these examples of tax avoidance and tax abuse and 
realize that it is this kind of gamesmanship that drives the com- 
plexity in the Tax Code, because the IRS is always trying to catch 
up and clarify that the fictions that are concocted are not in compli- 
ance with the law. If the parties that use these fictions and these 
structures want the tax system to be more straightforward and 
clear, they should end the gamesmanship. That is the issue that 
underlies what the Subcommittee has been addressing. I hope the 
regulators and Federal agencies will take note and try to address 
the larger issue that has been posed here. I hope members of the 
financial and legal communities will do that as well. 
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The structures that we have examined today have real con- 
sequences because they offload billions of dollars in taxes that are 
shrugged off by hedge funds onto the backs of ordinary American 
taxpayers. They add billions of dollars in leverage to the U.S. fi- 
nancial system, and it does not have to be this way. The IRS can 
audit hedge funds and collect taxes that were not paid. The SEC 
can stop basket options from being used to circumvent leverage 
limits. The Financial Stability Oversight board, working with other 
agencies, can impose new reporting obligations to detect and stop 
hidden leverage through derivatives. Congress can amend TEFRA 
to remove obstacles to IRS audits of large partnerships like hedge 
funds. 

Congress could go further and adopt the proposal of my colleague 
from Michigan, Congressman Camp, and tax all derivatives at the 
end of the year on their market value. That would short-circuit a 
lot of the games. 

Option baskets are being misused and abused to dodge taxes and 
to circumvent leverage limits, and we are going to continue as long 
as I am here to do everything I can to stop these abuses. 

We end the hearing with thanks to our witnesses for their co- 
operation with our Subcommittee, and we stand adjourned. 

[Whereupon, at 2:55 p.m., the Subcommittee was adjourned.] 
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Statement of Senator Carl Levin (D-Mich.) 

Before 

U.S. Senate Permanent Subcommittee on Investigations 
On 

Abuse of Structured Financial Products: 

Misusing Basket Options to Avoid Taxes and Leverage Limits 

July 22,2014 

In recent years, this Subcommittee has devoted significant time and effort to exposing 
complex financial arrangements that profitable corporations and wealthy individuals employ to 
avoid their obligations to pay all their U.S. taxes. We also have examined reckless behavior that 
has put the stability of the financial system - and by extension, the U.S. economy - at risk. 
Today’s hearing brings those two themes together. 

Our focus today is on how two banks and a handful of hedge funds developed a complex 
financial structure to engage in highly profitable trades while claiming an unjustified lower tax 
rate and avoiding limits on trading with borrowed money. This structure worked well for the 
banks, which earned hundreds of millions of dollars in fees. It worked well for the hedge funds, 
which made billions of dollars in profits. But it didn’t work for average taxpayers, who had to 
shoulder the tax burden these hedge funds shrugged off with the aid of the banks. And it didn’t 
work for the financial system, which is still recovering from a devastating crisis brought on by 
excess risk, and remains ill-equipped to withstand another shock from over-leveraged financial 
institutions. 

In essence, today's hearing is about a series of fictions, one piled on top of another, 
fictions that major banks and their hedge fund clients used to avoid taxes and federal leverage 
limits. 


The key financial product involved in these fictions is called a “basket option.” The 
basket options examined by the Subcommittee were developed and sold by two banks, Deutsche 
Bank AG and Barclays Bank PLC, to more than a dozen hedge funds. Together, the banks sold 
199 basket options to hedge funds that used them to make over $100 billion in trades. Two of 
the largest basket option users were Renaissance Technologies LLC, known as RenTec, and 
George Weiss Associates. 

Although there were minor differences in specifics, the basket option basics worked like 
this. The bank sold its hedge-fund client a stmetured financial product, labeled an “option,” 
whose payoff equaled the profits generated by a “basket” of securities held in a designated 
account at the bank. The basket, here, is key. It was an open account with ever-changing 
contents. Technically, the account and the securities it contained were held in the name of the 
banks in its own trading account. The hedge fund put up 10% of the cash needed to buy the 
securities, and the bank lent the other 90%. 

This arrangement included a number of fictions which defied reality, but resulted in big 
profits for the hedge funds and the banks. 
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First, though the structure was designed to create the appearance that the bank owned the 
assets in the basket option account, the hedge fund made all the trading decisions for those 
accounts - and in fact, used the bank’s computerized trading system to execute trades in the 
account. RenTec estimates its trading through basket option accounts averaged more than 
100,000 trades each day, or about 30 million trades a year. Also, the hedge fund reaped all of the 
trading profits, even though the financial structure created the illusion that the bank owned the 
assets. The beneficial owner, the real owner, was the hedge fund. 

Second, the hedge fund’s control of all the trading for the basket option account 
demolishes the fiction of a legitimate option. So the hedge funds set up new entities, which they 
controlled, to serve one function, and that was to act as the option holder. The hedge funds 
would then claim that their control of the option holder was totally independent of their role in 
making the trading decisions for the basket option account. Documents we will explore today 
show the extraordinary lengths to which RenTec and the banks went to perpetuate the illusion 
that the option holder and trader were somehow independent, when in fact the hedge fund, 
RenTec, played both roles. 

The fictional option was structured so that it could be exercised more than one year after 
it was created. Under that structure, the hedge funds claimed that trading profits from the 
account were long-term capital gains and thereby qualified for the reduced long-term capital 
gains tax rate. 

The tax code gives long-term capita! gains a reduced rate on the theory that it provides an 
incentive for investors to risk their capital on the kind of long-term investments that grow the 
economy and create jobs. The high-volume trading that, for example, RenTec conducted through 
its basket options doesn’t meet that test. When securities are held for weeks or day,s or even 
seconds, it’s surreal to characterize those trading profits as long-term capital gains. 

But that’s what the hedge funds did. The banks and hedge funds used the fictional option 
structure to collapse millions of individual trades into one transaction, the execution of an option. 
As if by magic, the option structure transformed what would be short-term capital gains from an 
ordinary trading account into long-term capital gains subject to lower taxes. Subcommittee staff 
estimates, based on basket option profits that RenTec reported from 2000 to 201 3, that RenTec 
avoided paying more than $6 billion in taxes. 

That’s a lot of money even by Washington standards. It would, for example, pay for 
almost two-thirds of the cost to replenish the Highway Trust Fund so that it doesn’t run out of 
money next month and create havoc in road projects around the country. 

This isn’t the first time options have been abused to try to convert short-term trading 
profits into long-term capital gains. That’s why, in 1999, Congress passed a law in part to stop 
that practice. Section 1260 of the tax code. The basket options at issue here were written to skirt 
Section 1260’s prohibitions. In 2010, the IRS warned that the type of basket options used here 
could not claim the lower long-term capital gains tax rate. Despite that IRS warning, Barclays 
continued to sell basket options to RenTec for another two years, before finally revising its 
option product in 2013, so that the options expired in less than a year and couldn’t be used to 
game the tax code, Deutsche Bank suspended its issuance of new basket options after the 2010 
IRS warning, but continued to administer multiple basket option accounts already in existence. 
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It also resumed offering them in 2012, although with a term of less than one year and a 
requirement that the option holder treat the profits as short-term capital gains. 

Tax avoidance through financial engineering is not the only problematic element here. 
These banks and hedge funds also used basket option accounts to circumvent regulations 
designed to limit systemic risks to the banking system posed by excessive leverage ~ that is, 
excessive lending to Finance stock trading. 

The stock market crash of 1929 devastated the U.S. economy, not just by the collapse of 
thousands of stock speculators, but also by the failure of thousands of banks that had lent them 
money and couldn’t collect on the loans. In the aftermath of the Great Depression, Congress 
enacted laws limiting the use of borrowed money to trade securities. Those limits are included in 
a set of “margin rules” that essentially prohibit U.S. broker-dealers from lending more than $1 to 
brokerage clients for each $1 of the client’s own money in the account - in other words, for 
every $2 in a brokerage account, only $1 of that $2 can be borrowed from the broker. 

Had the hedge funds involved in these transactions been using normal brokerage 
accounts, they would have been subject to the 2-to-l leverage limit. But because the basket 
option accounts were opened in the name of the banks in their own proprietary trading accounts, 
it looked as though the money placed into those accounts was the banks’ own proprietary money 
rather than money they were loaning to a customer. This is another fiction. The banks and 
hedge funds pretended the bank funds were not loans, even though the hedge funds paid 
financing fees and posted collateral. 

So instead of complying with the 2-to-l leverage ratio, the banks offered their hedge-fund 
clients leverage as high as 20-to-l . RenTec used the increased leverage to borrow billions of 
dollars for its trading strategies, which produced huge profits for RenTec, while the lending 
generated huge additional fees for the banks. 

But as we’ve learned over and over - in the Depression, in the 1 990s collapse of the 
hedge fund Long Term Capital Management, and in the financial crisis from which we’re still 
recovering - excessive leverage doesn’t always produce profits. Sometimes it produces losses. 
And when huge losses happen, they can bring down not just a reckless borrower, but the 
financial institution that lent it money, and that failure can ripple throughout the entire financial 
system. While it appears the two banks the Subcommittee has examined have stopped selling 
basket options as a way to claim long-term capital gains rates, they are still selling these products 
as a way to avoid leverage limits - meaning our financial system and economy still face 
unnecessary risk. 

RenTec, through its Medallion Funds, used basket options to produce profits from 1 999 
to 2013 totaling more than $30 billion. The banks charged financing, trading, and other fees that, 
over the same period, produced revenues totaling about $570 million for Deutsche Bank and 
$655 million for Barclays. Basket options were clearly a lucrative line of business for the 
participants. 

But this money-maker was built on an interlocking series of fictions. The key fiction is 
the option itself- the idea that this structure was really an option, when in fact what it did was 
give hedge funds the profits from buying and selling assets in accounts that the hedge funds 
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themselves controlled. It was fiction to treat the banks as the true owners of the basket option 
assets, when the hedge funds controlled and executed all of the millions of trades in the accounts, 
the hedge funds paid the daily trading costs, and the hedge funds reaped the profits. It was 
fiction to suggest that the borrowed money that financed the trades was considered proprietary 
funds of the banks, rather than loans to the hedge funds. It was fiction to treat the profits from 
trades lasting days or even seconds as long-term capital gains deserving a reduced tax rate. And 
it was a fiction to pretend that hedge funds were not acting both as option-holder and as trade 
decision-maker. These were all fictions, but fictions with real-world consequences: they shifted 
billions of dollars in tax burden onto the backs of ordinary taxpayers, and they added billions of 
dollars in hidden risks to our financial system. 

Congress and financial regulators can and should work together to stop these abuses. 

The IRS should seek to collect taxes owed on billions of dollars in basket option profits 
unjustifiably claimed as long-term capital gains. 

Federal financial regulators should make clear to banks that participating in abusive 
structures designed to avoid leverage limits and taxes is unacceptable, and penalize the banks 
that do. 


The Financial Stability Oversight Council, working with other agencies, should establish 
reporting and data collection requirements to detect and stop abuse of structured financial 
products to circumvent leverage limits that safeguard our economy. 

Finally, Treasury, and the IRS should remove impediments to audits of large 
partnerships, like hedge funds, 99% of which today escape IRS audits - meaning we are largely 
blind to how many other hedge funds may be using these structures to avoid risk limits and taxes. 

These measures would help protect the interests of ordinary Americans who pay their 
taxes and must pay the price for tax avoidance schemes. It is these same Americans who would 
bear the burden of economic devastation that unaddressed systemic risks can cause. 

I want to thank Senator McCain and his staff for their hard work in making today’s 
hearing and our bipartisan report possible. The staff of this Subcommittee, majority and 
minority, through the years have been able to work together a.s one team, I’m very proud of 
them. 
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OPENING STATEMENT BY SENATOR JOHN McCAIN AT THE 
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS HEARING 
ON BASKET OPTIONS 

Washington, D.C. - U.S. Senator John McCain (R-AZ) today delivered the following opening 
statement at the Permanent Subcommittee on Investigations (PSI) hearing, “Abuse of Structured 
Financial Products: Misusing Basket Options to Avoid Taxes and Leverage Limits.” 


“Thank you, Mr. Chairman. Today’s hearing sheds light on how Renaissance Technologies was 
able to avoid paying more than $6 billion in taxes by disguising its day-to-day stock trades as 
long term investments. To accomplish that, Renaissance set-up a quote ‘basket option,’ which is 
an artificial stnicture - not available to ordinary consumers - that allowed Renaissance to legally 
classify its short-term trading profits as long-term capital gains, subjecting those gains to a 
substantially lower tax rate. 

“Renaissance profited from this tax treatment by insisting on the fiction that it didn’t really own 
the stocks it traded - that the banks that Renaissance dealt with, did. But, the fact is that 
Renaissance did all the trading, maintained full control over the account, bore all the real risk, 
and reaped all of the profits. This setup allowed Renaissance to claim that profits from its day-to- 
day trades were actually long-term inve,stments, thereby avoiding payment of billions in taxes. 

“In reaction to Renaissance’s use of this .structure, the IRS opened an investigation and, today, is 
in the process of litigating the legal issues. It’s not the Subcommittee’s place to weigh in on 
those proceedings and determine whether the behavior in question was illegal. But, this basket- 
option practice - available to hedge funds but inaccessible to the average investor - needs to be 
fully examined and addressed. 

“The biggest reason why it should be examined is the tremendous amount of taxes Renaissance 
was able to avoid paying by using this structure. In the course of its investigation, the 
Subcommittee learned that between the years 2000 and 2014, Renaissance exercised 60 long- 
term basket options with Deutsche Bank and Barclays, earning in the neighborhood of $34 
billion in pre-tax profits and potentially avoiding over $6 billion in taxes. 
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“Meanwhile, Deutsche Bank and Barclays happily took part in the basket options because they 
made hundreds of millions of dollars in fees from these transactions, while incurring no actual 
risk. That is, until the IRS started to investigate. To protect themselves, Deutsche Bank in 2010 
and Barclays in 2012 decided to only offer Renaissance options lasting less than one year so that 
all the profits from the options would have to be considered short-term capital gains. 

“Large trading fimts will always try to stay one step ahead of the game when it comes to pushing 
the envelope on the tax code to minimize paying taxes. And, regulators will inevitably struggle 
to detect and stop new schemes as they arise. It is, therefore, critical that regulators use the 
resources they have in an efficient manner to target the most likely offenders. So, whatever 
practical impediments currently disable the IRS from auditing large partnerships that use these 
sorts of tax structures, should be eased or eliminated. Doing so would allow the IRS to audit 
companies based on a careful assessment of the likelihood that a given company is engaging in 
activities that warrant an audit. This would differ from the current practice which focuses on the 
corporate form selected by that company, which has led to corporations being disproportionately 
audited. 

“One thing is clear: Americans are tired of seeing Wall Street firms playing by a set of rules 
other than those that apply to ordinary citizens. Even as consumers worried about losing their 
savings in the 2008 financial crisis. Renaissance remained enormously profitable throughout by, 
among other things, utilizing the tax-avoidance structure detailed in today’s hearing. When 
ordinary citizens make short-term trades, they get taxed at the short-term rate. When financial 
firms like Renaissance make short-term trades, they shouldn’t be treated any differently. The 
perception that Wall Street self-deals or plays by its own rules engenders a deep-seeded distrust 
and cynicism among Americans that is neither desirable nor healthy for the nation. 

I want to thank the witnesses for appearing before the Subcommittee today and I look forward to 
their testimony. 

“Thank you, Mr. Chairman.” 


### 
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Testimony of Steven M. Rosenthal 

Before the U.S. Senate Permanent Subcommittee on Investigations of the 
Committee on Homeland Security and Governmental Affairs 

Abuse of Structured Financial Products: 

Misusing Basket Options to Avoid Taxes and Leverage Limits 
July 22, 2014 

My name is Steven M. Rosenthal. I am a Senior Fellow at the Urban-Brookings Tax 
Policy Center, where 1 research, speak, and write on Federal income tax issues.' I have practiced 
tax law in Washington, D.C. for over 25 years, most recently as a partner at a major law firm. In 
private practice, 1 regularly advised hedge funds and other investors on the tax treatment of 
derivatives. In the 1990s, 1 was a Legislation Counsel with the Joint Committee on Taxation, 
where 1 helped draft tax rules for financial institutions, financial products, capital gains, and 
related areas. 1 am the former Chair of the Taxation Section of the District of Columbia Bar 
Association. 

! would like to thank Chairman Levin and Ranking Member McCain and the 
Subcommittee for inviting me to testify. 

Today, I will describe how two hedge funds (the Hedge Funds), with the help of two 
investment banks (the Banks), purported to convert short-term trading profits into long-term 
capital gains with derivatives — ^which lowered the tax rate on their gains from 35% to 15% (the 
difference in rates for short-term and long-term gains for most of the years in question). I 
believe the funds stretched two key elements of the tax law to achieve their goal. The Hedge 
Funds (!) mischaracterized their investment arrangements as derivatives and (2) improperly 
deferred gains from their arrangements until final settlement. 1 believe the IRS should challenge 
both of these assertions — and need only defeat one. 1 also recommend legislation to address the 
misuse of derivatives more comprehensively. 

I. The Stakes: Short-term or [,ong-term Capital Gains 

The tax preference for long-term capita! gains was established long ago. In 1921, 
Congress first lowered the rate for gain from the sale of property held for more than two years; 
from 58%, the top individual tax rate for the year, to 12.5%. 

Congress cited the “lock-in” effect of high rates to Justify the capital gains preference: 

“The sale of farms, mineral properties, and other capital assets is now seriously retarded 
by the fact that gains and profits earned over a series of years are under the present law 
taxed as a lump sum (and the amount of surtax greatly enhanced thereby) in the year in 
which the profit is realized. Many such sales, with their possible profit taking and 


h am testifying at the request of the Subcommittee, by letter dated July 9, 2014, from Chairman Carl Levin and 
Ranking Member John McCain. The views I present here are my own and not those of the Urban Institute, the 
Brookings Institution, or any other institution or person. 

1 



84 


consequent increase of the revenue, have been blocked by this feature of the present 

law.”^ 

Today, our tax rules reduce the tax rate for gain from the (i) sale or exchange, (ii) of a 
capital asset, (iii) held for more than one year. But to determine whether gain from a sale or 
exchange qualifies as long-term capital gain, the tax law looks to the substance of the 
transaction, not the label a taxpayer puts on the transaction. 

II. The Investment Transactions 

The Hedge Funds are Delaware partnerships and were organized to “purchase, sell 
(including short sales), invest, trade and deal in securities and other financial transactions related 
thereto.”^ The funds pass their gains and losses through to their partners,'* 

Investment funds typically separate their investment assets from their operations. So, the 
Hedge Funds hold investments (including derivatives), but own no equipment or offices-and 
they do not employ any workers. Rather, they rely on their general partner. Renaissance 
Technologies LLC (Renaissance).^ A general partner is “an agent of the partnership for the 
purpose of its business, purposes or activities."* Thus, Renaissance’s efforts on behalf of the 
Hedge Funds are, legally, attributable to the Hedge Funds.’ And Renaissance employed more 
than 250 professionals, 90 of whom hold math and science PhDs, mainly to develop and pursue 
the strategies for these Hedge Funds. 

Starting years ago, Renaissance developed investment strategies for the Hedge Funds, 
which they describe as an algorithm. The strategies pursued statistical arbitrage — which exploits 
small, and fleeting, pricing anomalies of publicly-traded assets. The strategies were low-risk: 
they were both diversified and market neutral (with both long and short positions). But they 
required frequent trading — more than 100 thousand trades a day, and more than 30 million trades 
a year. Renaissance also sold stocks quickly: it sold 87% within three months, and more than 
99% within a year. 

In most respects, the Hedge Funds’ trading was conventional, albeit frequent and 
extensive. The Hedge Funds identified assets that were mispriced and arbitraged those pricing 
anomalies. 


2 H,R. Rep. No. 67-350, at 10-1 1 (1921) 

’ The Hedge Funds are Badger Holdings LP and Mosel Equities LP, with identical objectives in their limited 
partnership agreements. 

* Their partners are other partnerships, known as feeder funds, which are tailored to meet the tax and non-tax 
objectives of different categories of investors, including tax-exempt entities, foreign investors and others. 

’ Each Hedge Fund gave Renaissance “complete and exclusive responsibility for managing and administering the 
affairs of the partnership.” 

Dei. Code Ann. Tit. 6, sec. 15-301(1), 

^ Sun Capital Partners III LP v. New England Teamsters <ft Trucking Industry Pension Fund et ai, 724 F.3''* 129, 

1 47 ( 1 st Cir. 20 1 3) (the efforts of a general partner, and its affiliates, to manage a portfolio company are attributable 
to the partnership). 
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But the Hedge Funds did not buy, hold, and sell the stocks directly. Instead, the Banks 
purported to buy, hold, and sell the stocks.® The Hedge Funds and the Banks used two 
interrelated contracts to structure the investment arrangement: First, a Bank agreed to pay a 
Hedge Fund the net profits from the trading of a basket of stocks in a designated account at the 
Bank (the “Basket Contracf’). ^ Second, the Bank granted The Fledge Fund’s general partner. 
Renaissance, the exclusive authority to buy and sell stocks for the designated account (the 
“Investment Management Agreement”). That permitted Renaissance to select the stocks to buy 
and sell, when to buy and sell, and how to route the orders. 

To enter a Basket Contract, a Hedge Fund might deposit, say, $10 million, in the account 
at a Bank. The Bank also might contribute, say, $90 million, which permitted up to $100 million 
to trade (a leverage ratio of 1 0). The Basket Contract typically had a term of three years — but a 
Hedge Fund could “exercise” (i.e., cash out) the Basket Contract at any time. In fact, the Hedge 
Fund typically exercised the Basket Contracts after more than a year to qualify their gains as 
long-term. The Bank also could “knock-out” (i.e., terminate) a Basket Contract if the value of 
the account fell to or below $90 million. But the risk of a knock-out was remote, in part because 
the Banks had early trigger points to require the Investment Manager to sell positions, or reduce 
leverage, before losses fell to $90 million.'” In fact, neither Bank terminated any of the more 
than 60 Basket Contracts of the Hedge Funds. 

Upon a Hedge Fund’s exercise of a Basket Contract, the Bank paid the Hedge Fund the 
greater of (1) zero or (2) the return of the Hedge Fund’s $10 million deposit (less amortized fees 
for the Bank), increased by (i) the basket profits — which were the gains, interest, and dividends 
that had been earned in the account and reduced by (ii) the basket losses — which were the losses, 
interest expense, commissions and other trading costs that had been incurred and further reduced 
by (iii) an interest charge on the $90 million advance," As mentioned earlier, in remote 
circumstances, a Bank could knock-out a Basket Contract early but, otherwise, the Hedge Fund 
would invariably exercise the Basket Contract, as the Hedge Fund could receive some value and 
would pay nothing to exercise. 

As mentioned above, Renai.ssance, the general partner of the Hedge Funds, directed the 
trading in the designated accounts — not the Banks and not a third party. Under some Investment 
Management Agreements, Renaissance could trade without prior approval by the Bank. 
According to other agreements, the Bank could reject any trade prior to actual execution. But 
Renaissance sent the trades directly to the exchange, and did not did not notify a Bank of its 


^ The Banks were Barclays Bank PLC and Deutsche Bank .AG. 

’ The Banks labeled the contracts “Barrier Options” or “Basket Options,” but I believe “Basket Contracts” better 
describes the contracts. An option is a right, but not the obligation, to buy or sell designated property at a fixed 
price. And the right may or may not be exercised. Here, the Hedge Funds were virtually certain to exercise the 
Basket Contracts (at a price of zero) — so, in my view, they were not options. 

The Banks also imposed trading parameters that further limited the possibility the Bank could lose money (e.g., 
the Banks limited the concentration of investment in a single company or industry), 

' ' The Banks profited through fees and financing charges. Otherwise, the Banks were indifferent — any loss (or 
gain) on the Basket Contracts was offset by the gain (or loss) on the stock in the account. 
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trades in advance. Thus, there was no opportunity for a Bank to reject a trade, nor did a Bank 
ever reject or reverse a trade. 

In substance, the Basket Contracts and the Investment Management Agreements 
replicated a typical brokerage arrangement. That is, the Hedge Funds, through their general 
partner. Renaissance, directed the buying and selling of stocks for the accounts at the Banks, and 
the Hedge Funds profited from the trading. 

But the Hedge Funds also achieved a substantial non-tax and tax advantage. As a non-tax 
matter, the Hedge Funds could borrow more than a regular brokerage customer, who often is 
subject to regulatory limitations.'^ As a result, the Hedge Funds increased their leverage and 
limited recourse to the Hedge Fund’s other assets. Under the Basket Contracts, the Hedge Funds 
averaged a leverage ratio of 1 2 or 1 3, For a typical brokerage customer account subject to 
Federal Reserve regulation, the maximum leverage ratio is 2. 

For tax purposes, the Hedge Funds reported the profits from their rapid trading as long- 
term gain (from terminating a derivative they held for more than a year), rather than short-term 
gain from the sale of stocks held for a shorter period. At the time of most of these transactions, 
gain realized on the sale or disposition of capital assets held for more than a year was taxed at a 
top individual rate of 1 5%, compared to a regular top rate of 35% (now 20% and 39.6%'"*). 

III. Basic Tax Issues for the Basket Contracts 

In general, stock, derivatives, and other investments are capital assets. And, as noted 
above, gain from the sale of a capital asset that is held for more than a year is taxed at reduced 
rates. 


The Hedge Funds pursued a short-term trading strategy. Normally, their gains would be 
short-term. But the Hedge Funds wrapped the Basket Contracts around their investment 
strategies and claimed long-term gain upon exercise (after more than a year). 

The Hedge Funds must overcome two hurdles to treat their gains from the Basket 
Contracts as long-term: first, the Basket Contracts must represent derivatives and not, in 
substance, the ownership of the basket of stocks in the designated accounts (which are bought 
and sold throughout the year). Second, if the Basket Contracts represent derivatives, and not the 


The Banks compiled a list of stocks which the Hedge Funds could not purchase because the Banks could not hold 
the stocks for regulatory reasons. From time to time, the Banks might add another stock to the list — which, in 
theory, could cause the sale of that stock. 

” For example, the Federal Reserve, with Reg. T, requires an investor to post an initial margin of 50% and to 
maintain a margin of 25% thereafter. 

There is also now a .1.8% tax on net investment income, whether short-term or long-term, for higher-income 
taxpayers. Code sec. 1411. 

'*A derivative also is subject to sec. 1234A, which provides that “[g]ain or loss attributable to the ... termination 
of a right or obligation . . . with respect to property which is (or on acquisition would be) a capital asset . . . shall be 
treated as gain or loss from the sale of a capital asset.” An investor’s gains from the termination of a derivative with 
respect to stock are capita!. 
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stock in the designated accounts, the Basket Contracts must not be fundamentally changed 
during the year (which would require gains to be recognized early). 

For tax purposes, 1 believe Hedge Funds would lose both challenges — not win both. That 
is, I believe the Basket Contracts represent ownership of the basket of stocks in the designated 
account. And, were the Basket Contracts derivatives (and not ownership of the stocks), the 
Basket Contracts were fundamentally changed during the year. 

A. Do the Basket Contracts Represent Derivatives — or the Ownership of the Stocks in 
the Referenced Accounts? 

A derivative is a financial contract that derives its value by reference to other assets or 
indices — in the case of the Basket Contracts, the baskets of stock and other positions in the 
designated accounts at the banks. And derivatives vary: they include forward contracts, futures, 
options, notional principal contracts, and many other arrangements. 

Businesses and investors use derivatives to manage price or interest-rate risk. For 
example, an airline might enter a forward contract to lock-in the price of jet fuel for the future — 
the forward would fix a price for a specified grade of Jet fuel to be delivered later. Or an investor 
could buy a put option to hedge against a fall in the price of her stock — the put would entitle the 
investor to sell her stock at a pre-set price (which might, ultimately, be higher than the market 
price of the stock at the exercise date). 

In recent years, as technology advanced, the use of derivatives expanded. Now investors 
and others use derivatives for a wide range of purposes, sometimes to replicate returns that are 
economically similar to holding an asset or a portfolio of assets. 

The Hedge Funds reported their gains on the Basket Contracts as gains from 
derivatives — not accumulated gains from the ownership of an ever-changing basket of stocks in 
the designated accounts. But the tax law characterizes an arrangement based on its substance, 
not its form. So, does the Basket Contract represent a derivative that references the value of a 
basket of stocks — or the actual ownership of the basket of stocks, with the accumulated gains? 1 
believe the ownership of the basket of stocks, for three reasons. 

To start, the label of a contract does not matter, as the IRS explained in holding that a 
purchaser of a deep-in-thc-money “option” effectively owned the referenced stock. That was 
because the “option” was so likely to be exercised the taxpayer effectively assumed the benefits 
and burdens of owning the stock. The IRS added its ruling was “based on the application of the 
doctrine of ‘sub,stance over form,’ [and] it will be applied whenever the substance of the 
transaction is the purchase of stock, not an option.” 


Rev. Rul. 82-150, 1982-2 C.B. 110, 1 1 1. In my view, the Basket Contracts are not options for tax purposes, as the 
Hedge Funds would almost certainly exercise these “options.” For tax purposes, there must be a “substantial 
likelihood” that a taxpayer will not exercise a contract for the taxpayer to treat the contract as an option, regardless 
of the label of the contract. See Rev. Rul. 85-87, 1985-1 C.B. 268. Although a Basket Contract is not an option, it 
might, in theory, be another form of derivative (for example, a cash-settled forward contract). The tax rules are 
similar. 
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Second, to identify the true owner of stock, we must look through “wrappers.” For 
example, a court looked through a “wrap-around annuity” to find that a taxpayer who directed 
the investment of funds for an account at an insurance company beneficially owned the 
investments, not the insurance company.*’ 

Third, to identify the true owner of stocks, we must examine the benefits and burdens of 
the ownership of the stocks. With the basket of stocks referenced by the Basket Contracts, the 
Hedge Funds received all of the opportunities of gain from trading the stocks and incurred the 
burden of losses-until the Bank stopped the trading. The Hedge Funds also earned the interest, 
dividends, and other income from the stocks, bonds, and cash in the account — and paid the 
financing, commissions, and other expenses from the trading. Finally, and unusually, the Hedge 
Funds, through Renaissance, selected the stocks to buy and sell for the designated accounts, 
when to buy and sell them, and how to buy and sell them (that is, the size of the lots to trade and 
the routing of the orders). As a result, the Basket Contracts, combined with the Investment 
Management Agreements, simply rewarded the Hedge Funds for their own trading efforts; the 
Hedge Funds did not derive their return from the performance of specified assets or indices, 
which is the hallmark of a derivative. 

The Hedge Funds might assert their arrangement transferred some indicia of ownership 
of the stocks to the Banks but, these indicia were, in my view, economically trivial. The Hedge 
Funds apparently allowed the Banks to vote the stock in the accounts — but the right to vote 
publicly-traded stock, held for a short period, generally is worth very little. And the Hedge 
Funds permitted the Banks to loan the stock in the accounts, but customers with brokerage 
accounts also typically permit their brokers to loan their stock — and these customers own the 
stocks, or the right to the return of the stocks, in the account. 

The Hedge Funds might also argue the economic substance of their investment 
arrangement differed from a regular brokerage account since the arrangement allowed the Hedge 
Funds to leverage their investments more than a regular brokerage account would permit. But 
the extra leverage, by itself, does not answer whether the arrangement is a derivative or 
ownership. In my view, the arrangement simply was a favorable way, from a leverage 
standpoint, to own stock. 

B. If the Basket Contracts Represent Derivatives, were the Basket Contracts 
Fundamentally Changed before Settlement? 

The timing of gains is important under our tax system. Taxpayers must recognize income 
when they have “undeniable accessions to wealth, clearly realized, and over which the taxpayers 
have complete dominion."** Gain may arise either as “cash derived from the sale of an asset” or 


” See Christoffersen v. U.S. 749 F.2d 5 ! 3 (S* Cir. 1985) (“We cannot too often reiterate that ‘taxation is not so 
much concerned with the refinements of title as it is with actual command over the property taxed — the actual 
benefit for which the tax is paid.” quoting Griffiths v. Comm., 308 U.S. 355, 357-58 (1939)). 

Commissioner v. Glenshaw Glass Co. 348 U.S. 426 (1955). 
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as “a result of exchange of property.”'’ Thus, taxpayers must realize gain “from the exchange of 
property for other property differing materially either in kind or in extent.^® 

In the leading authority on the modification of a non-debt contract, the IRS explained: 

“A change in contractual terms effected through an option provided in the original 
contract is treated as an exchange under section 1001 if there is a sufficiently 
fundamental or material change that the substance of the original contract is altered 
through the exercise of the option. Under such circumstances, the old contract is treated 
as if it were actually exchanged for a new one.”^' 

Thus, the IRS ruled that an employer that exercised an option to change the insured under 
a key person insurance policy must realize gain on the contract because the change in the insured 
changed the “fundamental substance” of the contract (“[T]he essence of a life insurance contract 
is the life that is insured under the contracf’). The IRS added that “the result would be the same 
if the employer insured a person holding a particular position and, thus, no formal substitution is 
made when a new person occupies that position.” 

Likewise, the Hedge Funds modified their options every time Renaissance, their agent, 
changed the Basket Contract by changing the stock in the designated account. Renaissance’s 
modifications became material during the term of the contract — most likely daily but, at least, 
every three months, after the turnover of almost 90% of the basket. And the modifications were 
fundamental to the Basket Contract. The reference assets or indices are the essence of the 
arrangement (and, more generally, of a derivative contract). 

The Hedge Funds might counter their investment shifts occurred automatically, pursuant 
to a trading algorithm. But the Hedge Funds’ agent, Renaissance, controlled these shifts — not an 
algorithm operating unchecked. Importantly, Renaissance’s highly-trained employees constantly 
worked on and modified the algorithm — always exploring and adding new price signals, which 
set the trading parameters. 

Finally, each time the Hedge Fund’s agent. Renaissance, sold an investment at a gain, the 
Hedge Funds locked-in more trading profits. And the Hedge Funds could cash out their accrued 
profits any time they chose to do so. As a result, the Hedge Funds acceded to wealth, clearly 
realized, over which they had complete dominion. The Hedge Funds should recognize their 
gains currently, not await the settlement of a Basket Contract. 

IV. A Uniform Tax Treatment for Derivatives: Mark-to-Market 

Congress established a capital gain preference to relieve the lock-in effect of holding 
property that accreted in value over time. Congress did not lower the rate for gains from short- 


1’ Hetvering v. Bruun, 309 U.S. 461 (1940). 

-^Treas. Reg. sec. i.IOOI-i(a). 

*' Rev. Rul. 90-109, 1990-2 C.B. 191 . In 1996, the IRS “did not alter the ‘fundamental change doctrine articulated 
in Revenue Ruling 90-109” for non-debt instruments when it adopted regulations for modifications of debt 
instruments. T.D. 8675, 1996-2 C.B. 61. 
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term trading — or countenance wrapping a derivative around short-term strategies. So, as a 
matter of tax law and policy, the IRS should not allow taxpayers to transform their short-term 
profits into long-term gains through the alchemy of derivatives. 

I believe the IRS can, under current law, challenge successfully the most extreme 
strategies with derivatives or purported derivatives (such as the ones in front of this 
Subcommittee). But the IRS has limited resources to challenge the wide variety of derivative- 
related strategies, which often are complicated and abstruse. So, in my view. Congress should 
address the taxation of derivatives comprehensively — and reflect the income from derivatives 
more clearly. 

To do so, I believe tax accounting ought to follow financial accounting for derivatives, 
which requires companies to mark-to-market their derivatives at year-end (i.e., to measure the 
value of their derivatives at market at year-end).^ The current taxation of derivatives is 
complicated and inconsistent. There are different rules for different derivatives, for different 
uses of the same derivative, and for different taxpayers. As a result, two derivatives that are 
economically the same may be taxed quite differently. For many years, investors have exploited 
these tax differences to manipulate the character, timing, or source of their income to reduce 
their tax liability. 

To account for derivatives for financial reporting, companies struggled for a long time for 
a variety of reasons: (i) the effect of derivatives was not transparent in basic financial statements; 

(ii) the accounting guidance for derivative instruments and hedging activities was incomplete; 

(iii) the accounting guidance for derivative instruments and hedging activities was inconsistent 
and (iv) the accounting guidance for derivatives and hedging was difficult to apply. In 1998, to 
address these problems, the Financial Accounting Standards Board (the board) issued Statement 
of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging 
Activities^ These rules required companies to measure all assets and liabilities on their balance 
sheet at “fair value,” which is very similar to “fair market value” for tax. When first issued, 
these rules were widely considered the most complex accounting standards ever promulgated by 
the board. Now, more than 1 6 years later, these rules have been widely-implemented, are 
familiar to the accounting community and are working well. 

Last year. Chairman Camp of the House Ways & Means Committee released a discussion 
draft to reform the tax of derivatives by marking them to market at year end. Earlier this year, 
the Chairman revised his tax reform proposals — and, again, proposed a mark-to-market to tax 
derivatives, 1 believe this step is overdue. It would greatly reduce the amount of time and 
energy that taxpayers and the IRS devote to the taxation of derivatives, an enterprise that has 
been demanding increasing effort in recent years. 


“ I first compared the tax and financial accounting for derivatives in Rosenthal and Price, Tax and Accounting for 
Derivatives: Time for Reconciliation, Tax Notes 895 (1999). 

” The board codified FAS 133 at Accounting Standards Codification (“ASC”) 815. 
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What GAO Found 

internal Revenue Serwee (iRS) data show, from tax years 2002 to 201 1 , the number 
of large partnerships more than tripled. According to IRS officials, many large 
partnerships are hedge funds or other investment funds where the investors are 
legally considered partners. Many others are large because they are tiered and 
include investment hinds as indirect partners somewhere in a tiered structure. 
According to IRS data, there were more than 10,000 large partnerships in 2011. A 
majority had more than 1,000 direct and indirect partners although hundreds had 
more than 100,000. A majority also had six or more tiers. 

IRS audits few large partnerships — 0.8 percent in fiscal year 2012 compared to 27.1 
percent for large coiporations. Of the audits that were done, about two-thirds resulted 
in no change to the partnership's reported net income. The remaining one-third 
resuited in an average audit adjustment to net income of $1.9 million. These minimal 
audit results may be due to challenges hindering IRS’s ability to effectively audit large 
partnerships. Challenges included administrative tasks required by the Tax Equity 
and Fiscal Responsibility Act of 1982 (TEFRA) and the complexity of large 
partnership structures due to tiering and the large number of partners. For example, 
IRS auditors said that it can sometimes take months to identify the person who 
represents the partnership in the audit, as required by TEFRA. reducing the time 
available to conduct the audit. Complex large partnerships also make it difficuit to 
pass through audit adjustments across tiers to the taxable partners. 


Tax Equity and Fiscal Responsibility Act of 1S82 (TEFRA) Audit Timenne 



Source. G AO analysts of IRS dsta end dccutrentatic'i. |GA0.14-74€T 

Note; A 3-year statute of limitations governs the time iRS has to complete partnership audits., , 
according to the mjdit procedures enacted in TEFRA. The firs! stage is the period from when a return 
is received until IRS begins tfie aixiit. The second stage is the period in which IRS conducts the audit. 
The third stage is w4ien IRS assesses the partners their portion of the audit adjustment. 

IRS cannot resolva some of the challenges because they are rooted in tax law, such 
as those required by TEFRA. Congress and the Administration have proposed 
statutory changes to the audit procedures for partnerships, such as requiring 
partnerships to pay taxes on net audit adjustments rather than passing them through 
to the taxable partners, in addition, iRS has implemented some changes to its large 
partnership audit process, such as understanding the complexity of targe 
partnerships and selecting returns for audits. 
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The Honorable Carl Levin 
Chairman 

The Honorable John McCain 
Ranking Member 

Permanent Subcommittee on Investigations 

Committee on Homeland Security and Governmental Affairs 

United States Senate 

Chairman Levin. Ranking Member McCain, and Members of the 
Subcommittee: 

I am pleased to be here today to discuss the growing number and 
complexity of large business partnerships — those with 100 or more direct 
and indirect partners and $100 million or more in assets.^ I will also 
discuss the Internal Revenue Service's (IRS) large partnership audit 
results as well as the challenges IRS faces In auditing these entities, and 
options for addressing these challenges. 

Partnerships are pass-through entities that generally do not pay taxes 
themselves on income (unlike C corporations which pay corporate income 
tax), but instead, pass income or losses through to their partners, who 
must include that income or loss on their income tax returns. Large 
partnerships can have very complex structures. Since partnerships may 
be partners in other partnerships, their structures may include tiers or 
levels of partnerships. Some have dozens of tiers with hundreds of 
thousands of direct and indirect partners (partners in a lower-tier 
partnership are indirect partners In higher tiers). Businesses may have 
legitimate reasons to set up such tiered networks, such as isolating one 
part of a business from liabilities or losses of another part. However, 
partnership networks can also be used to evade taxes. IRS faces the 
daunting task of verifying that income is properly reported for tax 
purposes as it passes through the tiers and is ultimately distributed to the 
direct or indirect partners responsible for making tax payments. 


^Direct partners are partners that have a direct interest in the large partnership during the 
tax year. Direct partners may include taxable (such as a corporation or individual) and 
nontaxabte partners (such as a partnership) that also have direct partners. Indirect 
partners are partners that have an interest in a partnership through interest in another 
partnership or other form of pass-through entity. 
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My testimony today builds on a body of work on large partnerships, 
Including an interim report we issued in March 2014 as weil as a recently 
issued report on ail partnerships.^ We are doing broader, ongoing work on 
large partnerships and plan to issue a report in fall 2014 but will discuss 
some preliminary findings today. The fall report wiil provide a more in- 
depth analysis of IRS data on large partnerships, iRS’s audit challenges, 
and the potential steps to mitigate them. 

There is no statutory, IRS, or industry-accepted definition of a large 
partnership. Throughout this statement, we define a large partnership as 
having 100 or more direct and indirect partners and $100 million or more 
in assets. This definition Is consistent with how IRS identifies certain 
partnerships based on the number of partners and asset size.^ 

A partnership has become the tax entity of choice for many businesses in 
recent years. IRS’s strategic plan for 2014-2017 notes that businesses 
with U.S. tax obligations are increasingly adopting more complex 
structures, shifting away from C corporations and moving towards pass- 
through entities, such as partnerships, Between tax years 2002 and 2010, 
the number of businesses organized as a partnership rose 45 percent 
from about 2.2 million to 3.2 million. In contrast, the number of C 


^GAO. Large Partnerships: Characteristics of Population and IRS Audits, GAO-14-379R 
(Washington, D.C.: Mar. 19. 2014) and GAO. Partnerships and S Corporations: IRS 
Needs to Improve Information to Address Tax Noncompliance. GAO-14-453 (Washington, 
D C.: May 14, 2014). 

^For our March 2014 report, we defined a large partnership as having 100 or more direct 
partners and $100 million or more in assets based on IRS data available on direct 
partners in the Business Return Transaction File. For this testimony and our ongoing 
wofl^, we expanded the partner threshold to 100 or more direct and indirect partners and 
$100 million or more in assets after identilying an IRS data source that captures the 
number of indirect partners, the Enhanced Large Partnership indicator file. This is 
consistent wito how IRS defines large partnerships for an ongoing improvement effort. We 
used the "$100 million or more in assets” threshold because it is consistent with how IRS's 
annual study of partnership tax returns being filed segregates partnerships by asset size. 
See IRS Statistics of Income. Partnership Returns, 2011 (Washington, D.C.: Fall 2013). 
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corporations decreased about 1 4 percent from 1 .9 million to 1 .6 million 
over the same time period.'’ 

Because of tiering, measuring the number of unique partners, the assets, 
and the income of a large partnership is complicated. For example. In 
figure 1, partnership B has three direct individual partners, and 
partnership C has two. Partnerships B and C are direct partners in 
partnership A, which also gives A five indirect partners of which four are 
unique. Adding up the income (or assets) of partnerships A, B, and C 
would result In double counting of income among the partnerships 
because income from partnership A is divided between partnerships B 
and C as it passes through to these unique partners. 


'’internal Revenue Service, “Partnership Returns: Selected Balance Sheet and Income 
Statement Items. Tax Years 1999-2011, Historical Table 11," Statistics of Income (SOI) 
Bulletin, accessed June 3. 2014, http://www,irs.gov/uac/SOi-Tax-Stats-Historical-Table"1 1 
and Internal Revenue Service, “Returns of Active Corporations. Form 1120 and 1120S, 
Tax Years 2002-2010," Corporation Complete Book, accessed April 4, 2014, 
http;//www.irs.gov/uac/SOI-Tax-Stats-Corporation-Comp!ete-Report. Ail estimates derived 
from samples have 95 percent confidence intervals that are within +/- 10 percentage 
points of the estimate iteelf, unless otherwise specified. Calculating percentage changes 
of numbers presented above may not equal those we present due to rounding. 
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Ownership interest 

Income and losses 
Source: IRS docurrwntaWon. j GAO-14-7<16T 


If a separate large partnership, cal! it D, with 1 ,000 partners, were to buy 
partnership C’s ownership interest in A, then partnership A would itself 
become a large partnership. It would then have two direct partners and 
1,003 indirect partners. 

We analyzed data on the number and characteristics of large 
partnerships and what IRS knows about the cost and results of audits of 
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large partnerehip returns.® We reviewed IRS documentation and our 
recent reports on partnerships. Finally, we interviewed a number of IRS 
officials, held six focus groups with IRS auditors that had worked on 
audits of large parhierships, and interviewed private sector lawyers 
knowledgeable about partnerships. The results of the analyses of focus 
group data are not generalizabie to all IRS audits and do not necessarily 
represent the official viewpoint of IRS. Instead the results were used to 
identify themes In conjunction with the other forms of data we analyzed. 
To determine data reliability, we reviewed relevant documentation, 
Interviewed knowledgeable IRS officials, and electronically tested the 
data to identify obvious errors or outliers. We determined that the data 
were sufficiently reliable for the purposes of this report. Our prior reports 
Include a detailed description of our scope and methodology. 

Our prior reports and ongoing work was conducted in accordance with 
generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on 
our audit objectives. 


®Data cover partnerships that filed Form 1065, U,S. Return of Partnership income and had 
100 or more direct and indirect partners and $100 million or more in assets. Our data on 
the number and characteristics of partnerships are from the Enhanced Large Partnership 
indicator (ELPI) file and Business Return Transaction File while audit data are from the 
Audit Information Management System. Data in the ELPI file may be incomplete because 
the file is based on data from Schedule K-ls, which partnerships use to report their 
partners’ share of the partnership's income, deductions, and other items to the partners. In 
general, the amounte of tiering shown represent minimums and entity counts are 
approximate. See GAO-14-453. 
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Large Partnerships 
Have Grown in 
Number, Size, and 
Complexity Since 
2002 with Hundreds 
Now Having More 
Than 100,000 
Partners 


According to IRS data, between tax years 2002 to 201 1 , the number of 
large partnerships more than tripled from 2,832 to 10,099. Over the same 
time, total assets of large partnerships more than tripled to $7.49 trillion. 
However, these numbers suffer from the double-counting complexities 
illustrated in figure 1. For comparison, our interim report on large 
partnerships, which defined large partnerships as those with 100 or more 
direct partners and $100 million or more in assets, found that over the 
same time period the number of large partnerships more than tripled, 
from 720 in tax year 2002 to 2,226 in tax year 201 1 . Similarly, total assets 
tripled to $2.3 trillion in tax year 201 1 

Without an accepted definition of a large partnership, there is not 
necessarily a right or wrong answer of whether direct and indirect 
partners should be included. Direct partners do not capture the entire size 
and complexity of large partnership structures. Accounting for indirect 
partners does, but it also raises the issue of double counting discussed 
above. Given the size and complexity of large partnerships. IRS does not 
know the extent of double counting among this population. 


Large partnerships, especially those in higher asset brackets, are 
primarily involved in the finance and insurance sector,^ For example, in 
201 1 . 73 percent of large partnerships reported being involved in the 
finance and insurance sector and the majority of large partnerships that 
reported $1 billion or more in assets were in this sector. IRS data also 
showed that almost 50 percent of large partnerships with 100,000 or more 
direct and indirect partners reported being in the finance and insurance 
sector. 


According to IRS officials and data, many of these entities are investment 
funds, such as hedge funds and private equity funds, which are pools of 
assets shared by investors that are counted legally as partners of the 


®This included a small number of large partnerships that filed a form 1065-B, U.S. Return 
of Income for Electing Large Partnerehips. See GAO-14-379R. 

^Industry classifications are based on the North American Industry Classification System 
(NAiCS), NAICS codes are seif reported by businesses and judgment may be needed to 
determine the most appropriate NAICS code. 
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large partnership.® Being investment vehicles, these funds tend to invest 
in other partnerships, as well as other types of business entities. One IRS 
official said that these investments can affect the partner size of other 
partnerships based on where they choose to invest (e.g., buying an 
interest in other partnerships). For example, if an investment fund with a 
million partners chose to invest in multiple small operating partnerships, 
such as oil and gas companies organized as partnerships, ail of those 
partnerships would count as having more than a million partners as well. 
One IRS official said the partnerships with more than a million partners 
increased from 17 In tax year 201 1 to 1,809 in tax year 2012. The official 
attributed most of the increase to a small number of investments funds 
that expanded their interests in other partnerships. If in the future those 
investment funds choose to divest their interests in other partnerships, the 
number of large partnerships would decrease significantly. Although the 
reasons for the changes are not clear, from tax years 2008 to 2010, the 
number of large partnerships with 500,000 or more direct and indirect 
partners changed from 70 in 2008 to 1,088 In 2009, and decreased to 70 
In 2010. 

IRS data on large partnerships also show their complexity, as measured 
by the number of partners and extent of tiering, or levels, below the large 
partnership. Almost two-thirds of large partnerships in 2011 had more 
than 1 ,000 direct and indirect partners, although hundreds of large 
partnerships had more than 100,000, See figure 2 for more detail. 


®Hedge funds and private equity funds are generally available only to institutions and 
individuals able to make investments in excess of $200,000, Aside from the fund 
managers, who guide the investment strategy and are general partners, the funds 
partners would be comprised of indivWua! and institutional investors who contribute capital 
but have no say in investment or management decisions and are the limited partners. See 
CRS, Taxation of Hedge Fund and Private Equity Managers. RS22689 (Washington, DC.; 
Mar. 7, 2014). We also issued a report that discussed the use of financial derivatives by 
these types of entities and the tax implications involved. See GAO, Financial Derivatives: 
Disparate Tax Treatment and Information Gaps Create Uncertainty and Potential Abuse. 
GAO-1 1-750 (Washington, D.C.: Sept 10. 2012). 
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Figure 2: Number of Large Partnerships by Number of Direct and indirect Partners, 
Tax Year 2011 

Number of direct and indirect partners 



Number of large partnerships 

Source; GAO anafi-sis of Enhanced Leige Panr'ershi? indicator (ELPI) fils and Business Return Transiiction Fii«, Coinpiianes Dais 
WSrenouse | OAO-U-746T 


Note: For our data set from the ELPI file. IRS traced indirect partners through the first 10 tiers. After 
that, it stopped if the ownership percentage in the large partnership dropped below 0,00001 percent. 
To the extent this ownership percentage was changed, the size and number of large partnerships 
may change, 


In 201 1 , about two-thirds of large partnerships had at least 1 00 or more 
pass-through entities in the partnership structure. Because almost all 
large partnerships tend to be part of multitiered networks, their partners 
could be spread across various tiers below those partners that have a 
direct interest in the partnership. For example, in 20 11 , 78 percent of the 
large partnerships had six or more tiers. 

Determining the relationships and how income and losses are allocated 
within a large partnership structure through multiple pass-through entities 
and tiers is complicated. For example, in figure 3, the allocation from the 
audited partnership on the far left side of the figure crosses eight pass- 
through entities along the bold path before it reaches one of its ultimate 
owners on the right This path also may not be the only path from the 
audited partnership to the ultimate owner. 


Page 8 


GAO-14-746T 





Figure 3: Example of Partnerahip Structure 


/ Partnership owner 
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S Corporation 
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Source: GAO analysis of IRS dooumenlalion, I QAO-14-746T 


Note: Figure 3, adapted from IRS documentation, is an illustration of a hypothetical, complex 
partnership starcture. which shows the relationship between various types of entities. !n IRS's 
example, the allocation of income and losses from the audited partnership on the far left side of the 
figure crosses eight pass-through entities, all of which are partnerships themselves, along the bold 
line before it reaches one of its ultimate partnership owners on the right side. 


While figure 3 appears complex, it has only 50 partners and 1 0 tiers. 
Large partnership structures could be much more complex. In 201 1 , as 
noted above. 17 had more than a million partners. According to one IRS 
official, there are several large partnerships with more than 50 tiers. 
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IRS Audits Few Large 
Partnerships Due to 
Challenges 
Presented by the 
Complexity of Both 
the Audit Procedures 
and the Large 
Partnership 
Structures 


IRS audits few large, complex partnerships. According to IRS data, in 
fiscal year 2012, IRS closed 84 field audits of the 10,143 large 
partnership returns filed in calendar year 201 1 — or a 0.8 percent audit 
rate.® This is the same audit rate we found for fiscal year 201 2 in our 
interim report, which defined large partnerships as having 100 or more 
direct partners and $100 miilion or more in assets.™ The audit rate for 
large partnerships remains weii below that of C corporations with $100 
million or more in assets, which was 27.1 percent in fiscal year 2012. See 
table 1 . 

Table 1 also shows that most large partnership field audits closed from 
fiscal years 2007 through 2013 did not find tax noncomplianoe. In 2013, 
for example, 64.2 percent of the large partnership audits resulted in no 
change to the reported income or losses. In comparison, IRS audits of C 


IRS Audits Large 
Partnerships at a Much 
Lower Rate than Large 
Corporations and the 
Audits Produce Minimal 
Results for Audit Time 
Spent 


®iRS defines the audit rate as the number of returns audited in a fiscal year divided by the 
number of returns filed in the previous calendar year. In fiscal year 2013, IRS completed 
95 field audits but we did not have 2012 calendar year filings at the time of our analysis to 
compute the audit rate. TTie audit rate does not include an activity known as Campus 
audits because they are not audits of Wie books and records of large partnerships, 
instead, Campus audits are an administrative process in which the related partners' 
returns are linked, or connected, to the large partnership return being audited in the field. 
This linking facilitates passing through any audit adjustments as a result of the field audit 
to the taxable partners. Even ttiough these steps generally do not include any audit work, 
IRS counts the pass-through activity as an audit of each affected partner return. For 
information on Campus audits, see GAO-14-379R. 

™See GAO-14-379R. 
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corporations with $100 million or more in assets had much lower no 
change rates. For example, audits of large corporations had a no change 
rate of 21.4 percent in 2013. 


Table 1: Audit Rate and No Change Rate for Large Partnerships and Large Corporations, Fiscal Years 2007 to 2013 


Fiscal Year 



2007 

2008 

2009 

2010 

2011 

2012 

2013 

Large Partnerships 

Audit Rate 

0.5% 

0.6 

0.6 

1.4 

0-7 

0.8 

N/A 

No Change Rate 

85,3 

77.8 

82.6 

51,6 

77.0 

66.7 

64.2 

Large Corporations 

Audit Rate 

20.6 

21.4 

20.8 

20.6 

23.1 

27.1 

27.4 

No Change Rate 

16.2 

22.1 

18.6 

18,7 

20.4 

27.2 

21.4 


Scsufcs, GAOanSysisotiRSiJaia book tnSAuaiMnfofwalion Managemonl Sy^em (AIMS). Compliance Dais Wanshouse (COW) lGAO-14-7il6T 


Note; Fw any large partnership. Ihe number of audited returns closed in a given fiscal year may 
include returns from multiple tax years. Calendar year 2012 partnership filings were not available In 
the ELPl file w^en we did our analysis to compute the audit rate for fiscal year 2013. For 
partnerships, the no change rate means that the audits made no changes to the partnership’s 
reported income, loss, deductions, or credits reflected on the tax return or Schedule(5) K-1 for 
partners. The no change rate for corporations means that the audits made no changes in the tax 
liability reported on the corporate tax return (e.g.. tax, penalties, or refundable credits}. 


When the field audits of large partnership returns did result in changes, 
the changes to net income that the audits recommended were minimal in 
comparison to audits of large corporations, as shown in table 2.” This 
could be because positive changes on some audits were cancelled out by 
negative changes on other audits. In 3 of the 7 years, the total 
adjustments from the field audits were negative. That is, they favored the 
large partnerships being audited. This did not occur for audits of large 
corporations. See table 2. 


’’For pass-through entities, such as partnerships, which are nontaxable entities, audit 
adjustments are recommended changes to the entities' reported net income, after 
accounting for losses, deductions, or credits reflected on the return or Schedule(s) K-1 . 
For taxable entities, such as corporations, audit adjustments are additional recommended 
tax liability in the form of taxes, penalties, or changes to refundable credits. Our recent 
work highlighted that partnerships' re<»mmended audit adjustments may be double 
counted if they are passed through multiple tiers. See GAO-14-453, 
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Table 2; Total and Average Recommended Audit Adjustments to Net income for Large Partnership and to Additional Taxes for 
Large Corporate Field Audits Closed by IRS, Fiscal Years 2007 to 2013 (in millions of dollam) 


Fiscal Year 



2007 

2008 

2009 

2010 

2011 

2012 

2013 

Large Partnerships 

Total 

$ (99.2) 

(46.4) 

22,5 

75,7 

569.5 

160.4 

(370.4) 

Average 

(2.9) 

(1.0) 

0.5 

0.6 

9.3 

1.9 

(3,9) 

Large Corporations 

Total 

21,967 

22,595 

26,864 

22,824 

22,984 

15,952 

14,895 

Average 

5.2 

5.0 

5.6 

5.1 

4.7 

2.8 

2,4 


Source: GAO analysis oI IRS data book and AIMS. COW. I GAO-lA-74eT 

!n terms of audit costs, the number of days and hours spent on the audits 
of large partnerships in fiscal year 2013 has increased since fiscal year 
2007, but varied from year to year in the interim, as shown in table In 
contrast, the audit days and hours spent on audits of large corporation 
are decreasing while obtaining audit results that are noticeably better than 
those of large partnership audits. 


Table 3: Audit Time Measures for Field Audits of Large Partnerships and Large Corporations, Fiscal Years 2007 to 201 3 


Fiscal Year 



2007 

2008 

2009 

2010 

2011 

2012 

2013 

Large Partnerships 

Average field hours charged 

139 

383 

164 

104 

255 

255 

409 

Average days from field audit open to audit closure 

467 

382 

381 

307 

341 

513 

555 

Lar^e Corporations 

Average field hours charged 

791 

724 

694 

694 

580 

521 

496 

Average days from field audit open to audit closure 

709 

658 

601 

585 

556 

536 

598 


Source: QAO snslysle of IRS date from AIMS, CCW. I 3A0-14.74dT 

Note: These audit time measures do not cover ati of the costs of large partnership audits, such as the 
time IRS spends passing through audit adjustments at the Campus. 


^^The time spent on large partnership field audits includes time spent examining the books 
and records of the large partnership return as well as time spent following the Tax Equity 
and Fiscal Responsibility Act of 1982 audit procedures. 
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IRS does not track its audit results for large partnerships and therefore 
does not know what is causing the results in tables 1, 2, and 3.^® 
Consequently, it Is not clear whether the results are due to IRS selecting 
large partnerships that v\«re tax compliant versus IRS not being able to 
find noncompliance that did exist. 


Several Challenges The high no change rates and minimal adjustment amounts for IRS audits 

Related to Complexity ot large partnerships may be due to a number of challenges that can 

Hinder IRS’s Audits of cause IRS to spend audit time on administrative tasks, or waiting on 

I D f K’ action by a large partnership or IRS stakeholder rather than doing actual 

Large Partnersnips audit work. Under the Tax Equity and Fiscal Responsibility Act of 1982 

(TEFRA),^^ the period for auditing partnerships does not expire before 3 
years after the original due date of the return or date of return filing, 
whichever is later.’® IRS on average takes approximately 18 months after 
a large partnership return is received until the audit is started, leaving on 
average another 18 months to conduct an audit, as illustrated in figure 
4.’® 


’^According to IRS officials, IRS also does not know the reasons for variations in audit 
results for other types of tax entities. 

'“Putl. L. No. 97-246 , §§ 401-407, 96 Slat. 324, 648-671 (1982), TEFRA established 
unifi^ audit procedures for covered partnerships and, as amended, are found generally at 
internal Revenue Code sections 6221 through 6234, A partnership wouid fail under the 
TEFRA audit procedures if at any time during the year it had (1) more than 10 partners or 
(2) certain types of partners (e.g., another partnership, a Limited Liability Company (LLC) 
which files as a partnership or is treated as a single member LLC disregarded for federal 
tax purposes, any type of trust, a niwiinee, a nonresident alien individual, and a S 
corporation). 

’®26 U.S.C. § 6229(a). Assessments of taxpayers are generally subject to a 3-year statute 
of limitations. 26 U.S.C. § 6501(a)- This provision of TEFRA can extend, but never shorten 
the statute of limitations. According to IRS officials, it does audit partnerships covered by 
TEFRA beyond the 3-year timeframe established in section 6229 in cases where the 
statute of limitations under section 6105 has yet to expire for one or more partners. 

’^Although partnerships do not pay taxes directly, they do file a Form 1065, U.S. Return of 
Partnership Income, and this is what IRS wouid audit. 
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Figure 4: Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) Audit Timeline 



Soutc®, GAO arelysis ^ IRS da?3 ttoc«!T«pS*On. | GAO-1 4-746T 


Notes; A 3-year statute of limitations governs the time IRS has to complete partnership audits, 
according to the audit procedures enacted in TEFRA. 

"!n fiscal year 2013, the stage in which the targe partnership return is received by IRS until it starts ttie 
large partnership audit took IRS on average 1.4 years. 

“’In fiscal year 2013, the stage in which IRS conducts a large partnership audit look IRS on average 
I.Syears. 

'The period in which partners of the targe partnership are assessed their portion of the audit 
adjustment is generally completed by IRS vwlhin 1 year. 


Once a large partnership audit has been initiated, it fails under the 
TEFRA audit procedures. Congress enacted the TEFRA audit procedures 
in response to concerns about IRS’s ability to audit partnership returns. 
According to the congressional Joint Committee on Taxation (JCT), the 
complexity and fragmentation of partnership audits prior to TEFRA, 
especially for large partnerships with partners in many audit jurisdictions, 
resulted in the statute of limitations expiring for some partners while other 
partners were required to pay additional taxes as a result of the audits. 
TEFRA addressed these issues by altering the statute of limitations and 
requiring each partner of a partnership to report certain items like income, 
consistent with how the partnership reports them. However, according to 
IRS officials and in focus groups we held with IRS auditors, using the 
TEFRA procedures to audit large, complex partnership structures present 
a number of administrative complexities for IRS. These complexities may 


General Explanation of /fte Revenue Provisions of the Tax Equity and Fiscal 
Responsibility Act of 1982, JCS-38-82. (Washington, D.C.: December 1982). 
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reduce the time IRS spends on actual audit work, adversely affecting IRS 
audit results for large partnerships. For example, one of the primary 
challenges for doing large partnership audits under TEFRA that IRS focus 
group participants reported was Identifying the Tax Matters Partner 
(IMP). The TMP Is the partnership representative who is to work with IRS 
to facilitate a partnership audit. The responsibilities of the TMP include (1) 
supplying IRS with information about each partner, (2) keeping the 
partners of the partnership informed and getting their input on the audit, 
and (3) executing a statute of limitations extension, if needed. Without 
being able to Identify a qualified TMP in a timely manner. IRS may 
experience delays during large partnership audits. 

IRS focus group participants cited numerous examples of difficulties in 
identifying the TMP. One difficulty is that the TMP can be an entity, not a 
person. If an entity is designated as the TMP, IRS has to track down an 
actual person to act as a representative for the TMP.^® Focus group 
participants said that some targe partnerships do not designate a TMP or 
designate an entity as TMP to delay the start of the audit, which would 
limit the audit time remaining under the statute of limitations. 


Entities will often be elusive about designating the TMP. The entities will 
use this tactic as a first line of defense against an audit. 

Swjrce: IRS locus group partiopanl. I GA0.14-746T 

The burden for ensuring that the TMP meets the requirements of TEFRA 
largely falls on IRS. Time spent identifying a qualified TMP, according to 
IRS focus group participants, could take weeks or months. As shown in 
figure 4, IRS has a window of about 1.5 years to complete large 
partnership audits. A reduction of a few months from the 1.5 years IRS 
has to complete large partnership audits means that the time IRS has for 
the audit would be markedly reduced, 

Another challenge TEFRA poses is determining the extent to which IRS 
passes through audit adjustments to the taxable partners in a large 
partnership structure. In that large partnerships are nontaxable entities, 
TEFRA requires that audit adjustments be passed through to the taxable 
partners, unless the partnership agrees to pay the related tax at the 
partnership level. To pass through the audit adjustments to the taxable 


an entrty is designated as ttie TMP, the partnership has the option of designating a 
TMP representative on Form 1065. 
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partners, IRS has to first link, or connect, the partners' returns to the 
partnership return being audited. However. IRS officials said linking a 
large number of partners’ returns can be a significant drain on IRS's 
resources. If a large partnership has hundreds or thousands of partners at 
multiple tiers, the additional tax owed by each partner as a result of large 
partnership audit may not be substantial enough to be worth passing 
through once those partners’ returns are linked.’® If the audit adjustment 
is lower than a certain level, IRS will not pass it to the taxable partners; 
and the time and resources spent linking the partners’ returns, and 
preparing a plan to pass through the audit adjustment to certain taxable 
partners’ returns, becomes effectively meaningless. 

Aside from the TEFRA challenges, another challenge involves the 
complexities arising from large partnership structures, which hinder IRS’s 
ability to Identify tax noncompiiance with complex tax laws. For example, 
IRS officials reported having difficulty in Identifying the business purpose 
for the large partnerships or In determining the source of income or losses 
within their structures {i.e. knowing which entity in a tiered structure is 
generating the income or losses). Without this information, it is difficult for 
IRS to determine if a tax shelter exists, an abusive tax transaction is 
being used, and if income and losses are being properly characterized. 


i think noncompliance of large partnerships is high because a lot of what 
we have seen in terms of complexity and tiers of partnership structures... 

I don't see what the driver is to create large partnership structures other 
than for tax purposes to make it difficult to identify income sources and 
tax shelters. 

Source; IRS focus group participant. I GAO-14-746T 

To help (RS auditors better understand the complexity of the TEFRA audit 
procedures and the large partnership structures, various IRS 
stakeholders and specialists are to provide support during the audit. 
However, IRS focus group participants stated that they do not have the 
needed level of timely support. These include TEFRA coordinators to help 
with the TEFRA audit procedures, IRS counsel to help navigate the 
TEFRA audit procedures and provide Input on substantive tax issues, and 
specialists who have expertise in a variety of areas. The support provided 


’®As long as adjusfrnents exceed a tolerance on a certain amount, IRS passes through 
the adjusfrnents to the taxable partners. Due to the sensitive nature of the tolerance 
levels, IRS does not make them public. 
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by IRS stakeholdera is important because many IRS focus group 
participants said that their knowledge of partnership tax law was limited 
and they may only work on a partnership audit once every few years. 

The challenges Identified by IRS are not recent occurrences but may 
have growm overtime as the number and size of large partnerships has 
grown. For example, in 1990, the Department of the Treasury (Treasury) 
and IRS reported that applying TEFRA to large partnership audits 
resulted in an inefficient use of limited IRS resources. They cited a 
number of reasons for the inefficient use of resources, such as having to 
collect and review information on a large number of partners and the 
difficulty of passing through audit adjustments to those partners. 


IRS Has Limited 
Ability to Fully 
Address Challenges 


IRS by itself cannot fully address the tax law and resource challenges in 
auditing large partnership returns. For example, IRS cannot make the 
structures or laws less complex and cannot change the TEFRA audit 
procedures in statute. In addition. IRS has recently experienced budget 
reductions, constraining the resources potentially available for large 
partnership audits.^’ 


Despite these limitations, IRS has initiated efforts that may help address 
the challenges auditing large partnership returns. First, IRS can 
sometimes use a closing agreement to resolve an audit under the TEFRA 
audit procedures, if both IRS and the partnership agree to its terms. This 
agreement allows the tax owed from the net audit adjustment at the 
highest marginal tax rate to be collected at the partnership level, meaning 
IRS does not have to pass through the audit adjustments to the taxable 
partners. IRS does not track the number of closing agreements but IRS 
officials said that IRS enters into relatively few. IRS officials are 
encouraging audit teams to pursue closing agreements for large 
partnership audits. However, closing agreements come with challenges 
because the partnership must be willing to agree and the IRS review 
process can be extensive. 


^°See Treasury and iRS, Widely Held Partnerships: Compliance and Administration 
Issues - A Report to Congress. (Washington D.C.: Mar. 30, 1990), 

^^GAO, Internal Revenue Service: Absorbing Budget Cuts Has Resulted in Significant 
Staffing Declines and Uneven Performance, GAO-14-534R (Washington, D.C.: Apr. 21, 
2014). 
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Aside from closing agreements, the IRS efforts affect steps IRS takes at 
the beginning of an audit — such as understanding the complexity of large 
partnerships and selecting returns for audits. However, IRS has not yet 
determined the effectiveness of these efforts. 

The Chairman of the House of Representatives Committee on Ways and 
Means and the Administration have also put forth proposals to address 
some of challenges associated with the TEFRA audit procedures. While 
the proposals differ somewhat and apply to partnerships with different 
numbers of partners, both would allow IRS to collect tax at the 
partnership level instead of having to pass audit adjustments through to 
the taxable partners. 

In our ongoing work on large partnerships, we are assessing options for 
improving the large partnership audit process and, if warranted, will offer 
reforms for Congress to consider and recommendations to IRS. 

Chairman Levin, Ranking Member McCain, and Members of the 
Subcommittee, this completes my prepared statement. I would be 
pleased to respond to any questions that you may have at this time. 


Agency Comments 


We provided a draft of this testimony to IRS for comment. IRS provided 
technical comments, which were incorporated, as appropriate. 


^^The Chairman of the House of Representatives Committee on Ways and Mean's 
proposal would apply to partnerships with more than 100 direct partners, or if any partner 
is itself a partnership. See Joint Committee on Taxation (JCT), Technical Explanation of 
the Tax Reforni Act of 2014, A Discussion Draft of the Chairman of the House Committee 
on Ways and Means To Reform the Internal Revenue Code Title III - Business Tax 
Reform. JCX-14-14, {Washington, D,C,: Feb, 26. 2014). The Administration's proposal 
would apply to partnerships wth 1 ,000 or more direct and indirect partners. See 
Department of the Treasury, General Explanations of the Administration’s Fiscal Year 
2015 Revenue Proposals, (Washington, D.C.: Mar. 2014). 
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Statement of Marty Malloy 
Barelays Managing Director 

U.S. Senate 

Permanent Subcommittee on Investigations 
July 22, 2014 

Good Morning. 1 am Marty Malloy, and I currently serve as Managing Director and 
Head of Barclays’ European Prime Services unit. From 1998 to 2008, 1 headed the equity 
finance team of Barclays’ Prime Brokerage group. In this capacity, 1 oversaw the execution of 
the Colt transaction with Renaissance Technologies. In the last eighteen months, ! have met with 
the Subcommittee staff on several occasions in an effort to assist your review and analysis of the 
Colt transactions, and I am here today as a further continuation of my and Barclays’ cooperation. 

Barclays and Renaissance first entered into the Colt transaction in the fall of 2002, 
Renaissance, a highly sophisticated, well-regarded, and extremely successful hedge fund, was 
already a customer of the Bank at that time. Renaissance proposed aspects of a structure that 
ultimately became Colt in connection with ongoing discussions regarding potentially expanding 
its business relationship with Barclays. Over the past twelve years, Barclays and Renaissance 
have entered into a number of Colt options. 

The mechanics of the options can be summarized as follows: 

• Barclays sells to a Renaissance subsidiary (Badger) a series of cash-settled options, 
which reference a basket of securities held by a wholly-owned subsidiary of Barclays 
(Palomino). 

• The basket (also known as the reference portfolio) was funded by Barclays from the 
funds received from Renaissance as the premium for the options, plus the leverage 
financing provided to Palomino by Barclays. 

• Renaissance determines the composition of the basket and the overall investment 
strategy, pursuant to an Investment Management Agreement, and subject to numerous 
limitations in that document. 
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• Renaissance employs a “statistical arbitrage” investment strategy, and utilizes the buying 
and selling of both long and short positions. 

• Any income derived from the investment activity in the reference portfolio accrued to 
Palomino. 

• Each time Renaissance elected to exercise an option, the value was determined by 
reference to the value of the Palomino portfolio. 

• Originally, these options had a maximum period of three years and more recently they 
have had a maximum period of eleven months. 

This was a commercial transaction from which Barclays earned fees in a number of ways. 
On options trades like this one, the Bank realizes income from the spread on our execution of our 
principal trades. Additionally, Barclays benefited from being able to both pledge as collateral 
and lend out the securities held by Palomino. 

Before putting on the first Colt option, Barclays subjected the transaction to an extensive 
internal review process and consulted with both internal and external regulatory and tax experts. 
The extensive governance and approval process employed both at the early stage of this 
transaction, as well as when subsequent options were considered and approved, will be discussed 
further by my colleague, Gerard LaRocca, in his testimony. 

While Renaissance has a stellar track record and reputation as an investment manager, the 
Colt transaction, like any transaction, poses certain risks to the Bank. In particular, Barclays 
bears gap risk associated with being the holder of the basket of securities. These risks are 
mitigated by particular features of the transaction, including Barclays’ right to unilaterally 
unwind the transaction if losses exceed the amount of the premium paid by Renaissance on any 
existing option. There is also a monitoring system to oversee performance of the reference 
portfolio, and certain limitations such as concentration and skew limits. For example, over a 
period of several days in August 2007, this portfolio, like others using a statistical arbitrage 
strategy, suffered higher than expected losses. While the portfolio eventually rebounded, and the 
losses did not exceed the limit levels that would have triggered an automatic unwind of the 
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transaction, Barclays’ resulting concern led us to impose several additional risk mitigating 
limitations on the transaction. 

While Barclays had the risks and protections 1 just described, the Colt transaction was 
unique in at least one important way in that it was non-recourse, in other words, unlike other 
transactions in which the Bank provides financing, with the Colt transaction we cannot pursue 
legal remedies from Renaissance in the event the portfolio suffers losses in excess of the amount 
of premium paid. So the risk of loss on the portfolio once the option premium is exhausted 
remains entirely with Barclays. 

It is my understanding that the fundamental question raised by this Subcommittee is 
whether, historically. Renaissance has applied the correct tax rate to its earnings from the Colt 
options. It is also my understanding that this question has not yet been decided by the IRS. 
Although the IRS issued generic legal advice in 2010, it is my understanding that this type of 
legal advice does not set out official rulings or positions of the IRS and may not be referenced in 
other documents as precedent. Since the issuance of the advice, the IRS has issued no further 
guidance or decision on these transactions. Although Barclays feels strongly that this transaction 
was subject to sufficient and significant internal and external review to ensure it complied with 
applicable tax laws and regulations, ultimately the question of, “what tax rate should 
Renaissance pay?,” is a matter to be resolved between Renaissance, as the taxpayer, and the IRS. 
It is not uncommon for taxpayers, large and small, to have occasional disputes regarding the 
amount of tax that they owe, and a fulsome process exists, both at the IRS and in the courts, to 
resolve such disputes. 

I hope my testimony has been helpful, and I will do my best to answer the 
Subcommittee’s questions. 1 should note, however, that although I have been involved with 
many aspects of this transaction over the course of its execution at Barclays, 1 have not been 
responsible for the deal’s day-to-day operations since May 2008, more than six years ago. 
Nonetheless, to assist the Subcommittee, the Bank has done its best to collect as much 
information related to this transaction as possible and therefore, at times, my testimony and 
answers will reflect not my personal knowledge, but what I have been informed of by others 
working for the Bank. 
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Statement of Gerard LaRocca 
Barclays Chief Administrative Officer, Americas 

U.S. Senate 

Permanent Subcommittee on Investigations 
,Iuly 22, 2014 

I am Gerard LaRocca, and I serve as the Americas Chief Administrative Officer of 
Barclays Bank PLC. Along with my colleague, Marty Malloy, you have asked us to assist the 
Subcommittee in its review of certain issues related to the Colt transaction, entered into between 
Barclays and our customer, Renaissance. 

As with ail other complex transactions, from the outset of Colt, the Bank undertook a 
comprehensive transaction review and approvals process to ensure that the transaction was 
subject to proper scrutiny. This included review by the Bank’s internal governance functions, 
including our regulatory, tax, risk and legal departments. In addition, the Bank conferred with 
and sought review from a prominent law firm with significant tax expertise, and that firm issued 
a tax opinion to both Renaissance and the Bank. This tax opinion was later reaffirmed by 
separate law firms for both the Bank and Renaissance. Further, with respect to questions related 
to the Bank itself, we obtained separate regulatory and tax opinions. Finally, Barclays disclosed 
its participation in the transaction to our auditors and our regulators, both here in the United 
States and in the UK. 

As you can .see, we did not take this matter lightly and were ultimately comfortable 
engaging in the transaction. Significantly, this was a transaction with a highly sophisticated and 
highly regarded counterparty. Renaissance’s successful track record is well known. 

As 1 understand it, the question raised by the Subcommittee concerning this transaction 
seems to be: “What is the proper tax rate to apply to profits earned by Renaissance through the 
exercise of its options?” Fundamentally, this is a matter to be handled between Renaissance, as a 
taxpayer, and the IRS. And as we sit here today, it is my understanding that the IRS has yet to 
answer that question. 
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While the IRS has not decided the appropriate tax treatment for these transactions, 
eighteen months ago Barclays elected — ^voluntarily and proactively — to change an element of the 
option contracts central to the tax analysis. Beginning in 2012, Barclays embarked on an 
extensive, bank-wide internal review known as TRANSFORM, on which 1 w'ill provide more 
details in a moment. As a result of that review, early last year we informed Renaissance that any 
future option would only be for a period not to exceed eleven months. Historically, Colt options 
were for a period of three years, and Renaissance exercised those options at different times — 
some less than one year, some more than one year. By modifying the options to expire if not 
exercised within eleven months, Barclays eliminated any uncertainty that may have existed 
regarding the applicable tax rate. Since Barclays made this decision, Renaissance has entered 
into an option with this shorter term. 

You have asked me to discuss the impact of a 201 0 IRS advisory memorandum known to 
tax lawyers as a GLAM, including the Bank’s decision last year to change the tenor of the 
options going forward. Before addressing these developments, I want to first state that all of this 
did not occur in a vacuum. Like other financial institutions, Barclays has faced numerous 
challenges in recent years. Our Bank has endeavored to meet these challenges head on, and at 
times resolving them has resulted in significant changes, both in process and in personnel at the 
Bank. Today, we have new leadership and feel strongly we arc moving in the right direction, 
transforming the way we do business. 

The Bank began its transformative process with a series of bank-wide reviews. First, 
Barclays launched Project Mango, an internal review of our investment banking 
operations. Next, Barclays commissioned Sir Anthony Salz, an outside consultant, to conduct an 
independent review of Barclays’ business lines, culminating with the publication of the Salz 
Report. Finally, Barclays embarked on the TRANSFORM program, an internal review aimed at 
establishing the conditions necessary for the Bank’s long-term success, including the 
implementation of the thirty-four point roadmap for change detailed in the Salz Report. 
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As part of TRANSFORM, the Bank adopted five overarching tax principles that now 
apply to all tax transactions. It is against this backdrop that we considered what impact, if any, 
the GLAM should have on our participation in the Colt transaction. 

In December 20 1 0, Renaissance made what had become a routine request to enter into a 
new option. In light of the GLAM’s recent publication and prior to moving forward, we 
specifically consulted with Renaissance, their legal advisors and our own legal advisors 
regarding the impact of the GLAM on the transaction. After extensive internal consideration and 
consultation with external advisors, Barclays approved the issuance of a new option. In so 
doing, we agreed to continue to monitor relevant IRS announcements going forward, and to 
revisit the decision from time-to-time if Renaissance sought to put on new options. 

In February 2013, the Bank issued its new lax principles and undertook a review of 
existing tax transactions, including Colt. Central to our discussion here, one of the principles 
provides that Barclays will not structure transactions of a type different than tax authorities 
would expect. The end result of our review was a decision that, going forward, we would limit 
the tenor of any new Colt options to a period of eleven months. Of course, the IRS had not made 
any final determination as to the appropriate tax treatment. In fact, it is my understanding that 
the GLAM does not set out official rules or positions of the IRS and may not be referenced as 
precedent. However, the Bank made a proactive and voluntary choice to shorten the terms of 
these options so as to ensure we met the tax authorities’ expectations. This was a decision that, 
in our view, brought the transaction into conformity with our newly adopted tax principles. By 
doing this, the Bank committed not only to following specifically applicable laws, but also to 
refrain from engaging in any transactions that, while legal, might not meet the expectations of 
the relevant taxing authorities. 

We understand that taking this stance may mean that, going forward, we will have to 
decline certain transactions that are both commercially attractive and legal, causing us to 
possibly lose out on business. But we believe cultivating exemplary culture at the Bank, and 
instilling the highest sense of Purpose, Value and Behavior, are fundamentally necessary to help 
us achieve our goal of becoming the “Go-To” Bank in the years to come. 
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Therefore, any questions the Subcommittee may have about these transactions do not 
relate to the Barclays of today, or the Barclays of the future. These are transactions from the 
past, about which we are still awaiting a decision by the IRS. 

Thank you for the opportunity to provide this testimony. I am prepared to offer my 
assistance, but note that 1 was not personally involved in a number of the topics that you have 
raised; therefore, my knowledge may be limited, and my testimony here reflects not only my 
firsthand knowledge, but also what 1 have learned from my colleagues at the Bank. 1 look 
forward to answering the Subcommittee’s questions. 

### 
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July 22, 2014 

TESTIMONY OF BARRY BAUSANO, PRESIDENT, DEUTSCHE BANK 
SECURITIES INC. AND SATISH RAMAKRISHNA, GLOBAL HEAD RISK & 
PRICING FOR GLOBAL PRIME FINANCE, DEUTSCHE BANK SECURITIES 
INC. BEFORE THE U.S. SENATE PERMANENT SUBCOMMITTEE ON 
INVESTIGATIONS 

Chairman Levin, Ranking Member McCain, and Members of the Subcommittee: 

On behalf of Deutsche Bank Securities Inc., we respectfully submit the 
following joint written statement by Barry Bausano and Satish Ramakrishna. 

Barry Bausano is currently the President of Deutsche Bank Securities Inc. 
and Co-Head of Deutsche Bank’s Global Prime Finance Business. Mr. Bausano is based 
in the New York office of Deutsche Bank and has worked at Deutsche Bank for 
approximately twelve years. 

Satish Ramakrishna is currently Managing Director and Global Head, 
Risk & Pricing for Global Prime Finance, Deutsche Bank Securities Inc. Mr. 
Ramakrishna is based in the New York office of Deutsche Bank and has worked at 
Deutsche Bank for approximately sixteen years. 

This testimony is submitted in response to the Subcommittee’s invitation 
to provide a written statement regarding barrier option contracts, which Deutsche Bank 
called MAPS, an acronym for Managed Account Products. MAPS was an option with 
the advantages of providing clients with increased leverage, limitations on downside risk, 
and market anonymity. Derivative financial instruments are a critical component of 
global finance as they allow participants to alter risk and the distribution of returns 
relative to holding the underlying investments. For the reasons discussed below, 
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Deutsche Bank strongly believes that it acted at all times responsibly, indeed proactively, 
in its ongoing consideration of MAPS in the light of evolving views regarding the 
regulatory landscape surrounding derivative products, and that its conduct demonstrates 
the Bank’s strong commitment to be well within the bounds of the law. 

We further understand, however, that the IRS has expressed concerns with 
a particular type of barrier option contract and the potential for associated long-term 
capital gain treatment as set forth in an IRS Generic Legal Advice Memorandum, or 
GLAM, issued November 12, 2010. Importantly, in 2010, Deutsche Bank was not 
entering into barrier option contracts as described in the GLAM. Indeed, Deutsche Bank 
had ceased offering a product based on agreements similar to the ones described in the 
GLAM in 2008, when Deutsche Bank, in consultation with outside counsel, 
independently restructured its MAPS product. Despite having no knowledge of any IRS 
intention to release the GLAM, or that the IRS was even auditing barrier option contracts, 
Deutsche Bank proactively addressed virtually every factor considered in the GLAM 
approximately two years before the issuance of the GLAM. The restructured Deutsche 
Bank product is referred to in this testimony as New MAPS. 

It is important to note the limited scope of the use of New MAPS at 
Deutsche Bank. From 2008 through today, Deutsche Bank has entered into New MAPS 
options with only one client, Mosel LP, a Renaissance Technologies LLC affiliate. And 
even with that one client, Deutsche Bank has entered into only one long-term option 
since the IRS’s issuance of the GLAM. That option was negotiated prior to the GLAM 
and entered into on the business day following the GLAM’s issuance — and only after 


Deutsche Bank conferred with outside counsel to confirm that New MAPS was not the 
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same structure as the product described in the GLAM. Indeed, and importantly, shortly 
after issuance of the GLAM, Deutsche Bank reassessed its participation in barrier option 
contracts. Despite its belief that New MAPS was in compliance with applicable laws and 
regulations, Deutsche Bank decided that it did not wish to risk being associated with any 
controversy over the tax treatment of MAPS. Therefore, it decided to cease entering into 
any New MAPS transactions with a duration of more than one year. 

We believe that Deutsche Bank acted appropriately at all times with 
respect to the barrier option contracts it offered. Deutsche Bank affirmatively and 
proactively undertook steps to ensure compliance with applicable tax and securities laws 
and regulations. While we understand the Subcommittee is studying tax policy in this 
area, and such issues are worthy of discussion, there should be no question that Deutsche 
Bank did its best to ensure compliance with the laws and regulations as written and 
understood by the subject matter experts at the time. We do note, however, that it is a 
widely accepted principle that tax consequences differ among various financial 
instruments. New MAPS, which was an option, was treated by Deutsche Bank in 
accordance with the tax rules relating to financial derivatives at all times. 

The following is a more detailed description of Deutsche Bank’s 
participation in MAPS. 

The MAPS Product 

In 1998, Deutsche Bank acquired certain business lines ofNational 
Westminster Bank, or NatWest. One such acquired business line offered MAPS to 
certain hedge fund clients of NatWest. MAPS continued as an important but limited 
offering of Deutsche Bank after the 1 998 acquisition, as it safely met the demand for 
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increased leverage for a limited set of clients whose trading strategy was suitable for such 
a product. In MAPS, a client holds an option over a basket of securities, long and short, 
held by Deutsche Bank. The basket is traded by an affiliate of the option holder using the 
option holder’s own trading strategy, but within strict parameters set by Deutsche Bank. 
Accordingly, MAPS was offered to and executed with only a limited group of 
institutional clients that followed balanced trading strategies that consistently fit within 
those parameters. Unlike many of its peers at that time, Deutsche Bank did not have a 
well-developed prime brokerage offering that met client need for increased leverage. 
MAPS allowed Deutsche Bank to compete for the business of those clients that wanted 
increased leverage and had trading strategies suitable for such a product. 

Significantly, MAPS was not marketed by Deutsche Bank as a means of 
helping clients avoid or minimize taxes. In fact, when Deutsche Bank initially sought 
legal advice in connection with offering MAPS as a product, it did so to ensure that the 
structure was an option under the securities laws, and not because of any questions about 
the tax treatment of the option. 

As noted above, MAPS itself was fundamentally an option on a trading 
strategy. The option buyer and holder, a hedge fund, paid a premium to Deutsche Bank 
to purchase the option. If the strategy did not generate gains in excess of the initial 
premium, the buyer simply paid for the cost of the option and use of Deutsche Bank’s 
capital and received the remaining value in the option at maturity. However, if the 
strategy generated positive returns, the buyer received the amount of those returns, less 
the costs and fees for the option paid to Deutsche Bank. The Bank engaged an 
investment advisor affiliated with the option holder to run the trading strategy within 
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strict parameters and to purchase in the Bank’s own account the securities or positions 
that comprised the strategy as a hedge to the option. 

While Deutsche Bank’s exposure under the option was hedged, MAPS 
was not without risk to the Bank, particularly absent the controls we put in place. If the 
value of the securities held in the proprietary account fell below the barrier price of the 
option, the Bank bore all los.ses. 

New MAPS 

In August 2007, hedge funds employing a statistical-arbitrage, market- 
neutral strategy experienced what has come to be known as the “quant quake.” The quant 
quake occurred over four days when it is believed the liquidation of a single 
quantitatively constructed portfolio triggered a domino effect across numerous “quant 
funds” running similar leveraged, market-neutral strategies. Many of those funds 
suffered enormous losses, with some incurring double-digit losses within a single day. 
Deutsche Bank clients utilizing the MAPS product in Augu.st 2007 (a total of six clients 
at the time) largely employed a leveraged, stati.sticai-arbitrage, market-neutral strategy 
and were among the affected funds. Historically, these funds - because of sophisticated 
algorithms to balance long and short positions - had not experienced significant swings 
in performance. Therefore, they were viewed as low risk. The quant quake demonstrated 
that such funds were riskier than believed because of the high correlation in positions 
held by the different funds employing similar strategies. 

As a result, in late 2007, the Bank’s risk managers began to consider ways 
to provide the Bank with better protection if the value of the portfolio of securities the 
Bank was holding relating to MAPS suddenly dropped. At the same time, those in the 
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Bank’s control functions, including legal, tax, and compliance, were assessing MAPS in 
light of ongoing dialogue and observations concerning the regulatory landscape 
surrounding derivatives products. Those efforts were merged together as Deutsche Bank 
worked to restructure MAPS and develop “New MAPS” in 2007 and 2008. 

The MAPS restructuring included the following changes: 

• First, New MAPS included key risk-reduction terms that provided 
the Bank with certain rights at declining levels of account value — 
first to require the investment advisor to reduce its leverage, 
second to take over the management of the portfolio, and third to 
assume control and liquidate the positions being traded by the 
investment advisor in Deutsche Bank’s proprietary account. 

• Second, the New MAPS agreements further provided that the 
securities traded for each option would be held in separate sub- 
accounts, and the options staggered. This reduced the risk that a 
loss in value in one account would de-value options in other 
subaccounts. 

• Third, New MAPS was changed from an American to a European- 
style option, which could not be terminated early without forfeiting 
a significant portion of the premium. 

• Fourth, the investment advisor’s duties to the Bank, which were set 
forth in an Investment Advisory Agreement, were clarified under 
New MAPS, and the fee paid to the advisor was changed to 
conform to standard market practices for investment advisors. 
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• Fifth, in New MAPS, Deutsche Bank ensured that it expressly 
retained important rights relating to the underlying securities, 
including distribution rights and voting rights. 

In addition to these changes to the product, the Bank took steps to improve 
internal controls and limit the Bank’s risk under New MAPS. Performance of the 
securities traded in the subaccounts was monitored on an intra-day basis, allowing for 
almost immediate detection of subaccount changes in value. Such monitoring enabled 
Deutsche Bank to assume complete control of the relevant portfolio in the event of an 
applicable threshold breach. 

Deutsche Bank also ensured that the revised option price calculation 
accurately compensated the Bank for its risks and costs, including the costs of utilizing 
the Bank’s capital. Pricing was done through the use of traditional option-pricing 
methods and the strike price was adjusted so that the cost of the option and the financing 
cost of the portfolio were reflected in the strike price of the option. Specifically, the 
option was priced based on an analysis of the risk that the Bank was assuming by 
entering into the option, as well as the time value of the capital the Bank was using to 
purchase the securities that comprised the portfolio. 

In sum, Deutsche Bank priced the MAPS option as an option, managed it 
as an option, and documented it as an option. It did so because MAPS was an option and 
the Bank was compensated, and managed its risk, accordingly. 

Precisely because it was an option, MAPS offered a number of unique 
advantages to clients. As the Subcommittee is aware, one of those advantages is that 
gains on options with durations of more than one year are treated as long-term capital 
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gains. In this respect, MAPS was not different from any other iong-dated option. 
However, the MAPS product offered many economic and other significant non-tax 
advantages for the option buyer. ' Structuring financial products to meet client needs for 
risk and return is a necessary function of capital markets. 

We identify the following three non-tax advantages of New MAPS that we 
consider most significant for purposes of this statement. First, as discussed above, 
Deutsche Bank was comfortable providing the option buyer with greater leverage at the 
fund level than it would have allowed in a traditional prime brokerage relationship. This 
was because the Bank had greater visibility, control, and protections in place relating to 
the underlying trading activity than it did in a prime brokerage account. Indeed, MAPS 
provided the option holder with leverage of up to eighteen times the premium compared 
with what the Bank could safely provide in the closest prime brokerage alternative, 
enhanced prime brokerage. Second, the MAPS option limited the client’s downside risk 
to the premium it paid to purchase the option. Third, the client could pursue its trading 
.strategy anonymously, because any market transactions associated with the trading 
strategy were made by Deutsche Bank, in Deutsche Bank’s own name. 

On the leverage point, it is important to emphasize that, while MAPS 
permitted clients to obtain leverage greater than other products offered by the Bank, the 
risk associated with such increased leverage was managed pursuant to the transactional 
terms. As discussed above, those terms were revised in connection with the 2008 

' Indeed, there were clients of Deutsche Bank that entered into MAPS trades that did 
not seek the long-term capital gain treatment of the option discussed in the GLAM, as 
those clients never traded a MAPS option with a tenor of more than one year. 
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restructuring to allow for improved management of the risk. MAPS, therefore, did not 
expose the Bank to excessive risk. In addition, unlike a traditional prime brokerage 
account, in MAPS the securities are owned and held by the Bank, providing the Bank 
with transparency into the portfolio and the ability to control the account’s holdings, as 
well as the right to vote the securities. Moreover, New MAPS was entered into with only 
one hedge fund customer, Renaissance, a fund that pursued a market neutral investment 
strategy and that had historically consistent returns, thus reducing, albeit not eliminating, 
market risks. 

DB Responds to the GLAM, and Discusses MAPS with its Regulators 
Although discussed earlier in this statement, Deutsche Bank’s actions after IRS’s 
issuance of the GLAM on November 12, 2010, merit separate discussion and specific 
consideration.^ Following the release of the GLAM, the Bank discussed the GLAM with 
its outside tax counsel, and counsel affirmed that the GLAM did not change their prior 
views on the New MAPS product. Nevertheless, and despite the Bank’s view that New 
MAPS was outside the scope of the GLAM, the Bank decided it w'ould no longer enter 
New MAPS options with its one remaining New MAPS client. It did so out of a desire to 
avoid being associated with any controversy over the tax treatment of MAPS that might 
result from the GLAM.'’ The Bank made this decision even though New MAPS was 

’ It bears noting that a GLAM, by its terms, is not to be cited or relied on as precedent. 

’ Renaissance subsequently expressed a desire to engage in New MAPS trades having a 
tenor of less than one year. Deutsche Bank agreed because such trades do not present 
the opportunity for the counterparty to claim long-term capital gains treatment for any 
gains and therefore do not present the same reputational risk. In addition, following 
the GLAM, Deutsche Bank briefly discussed with Renaissance an alternative to 
MAPS in the form of an option linked to the amount a trading strategy outperformed 
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entirely consistent with the requirements of the Bank’s Non-Prosecution Agreement with 
the U.S. Department of Justice.'' 

Conclusion 

In sum, with respect to MAPS, Deutsche Bank affirmatively took steps, on 
its own initiative, to ensure that its conduct was well within the boundaries set by 
applicable legal requirements. Deutsche Bank: (1) ceased entering into the transaction 
described in the 2010 IRS GLAM two years before the GLAM was issued; (2) entered 
into New MAPS with only one client from the end of 2008 through the 201 0 GLAM; and 
(3) completely stopped entering into New MAPS transactions with a duration of more 
than one year shortly after issuance of the GLAM. This is so, even though, as of today, 
neither the IRS nor any court or regulator has found that a New MAPS option (or indeed, 
any Deutsche Bank MAPS option) did not qualify as a derivative for tax, securities, or 
any other purposes. Deutsche Bank believes strongly that it acted appropriately in 


the S&P 500 Index. Although this concept was discussed in good faith with 
Renaissance, it was widely recognized within Deutsche Bank that it was highly 
unlikely the revised structure would overcome the reputational risks that caused the 
Bank to cease entering New MAPS. In any case, the project was abandoned well 
before it reached a stage where the potential reputational impact would have been 
reviewed by the Bank’s tax and legal functions. 

'' New MAPS was consistent with the requirements of the Non-Prosecution Agreement 
because it was supported by an appropriate legal opinion and because the transaction, 
to this day, does not appear as a listed transaction or in any category that is prohibited 
by the NPA or DB’s internal policies. In addition, it bears noting that the Bank 
discussed the MAPS product with certain regulators as early as 2007, and it discussed 
the MAPS product with the Department of Justice, the IRS, the SEC, and the 
Independent Expert Deutsche Bank retained as part of the NPA. All of these 
discussions took place well before this Committee began its investigation. Indeed, 
the Bank communicated with the Independent Expert about MAPS at a meeting on 
February 3, 201 1 , and discussed the MAPS product with the Department of Justice 
and the IRS at several meetings in 2012 and 2013. 
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entering the New MAPS options when it did, and that it acted conservatively and 
responsibly when it decided to stop entering them for reputational reasons after the 
issuance of the GLAM. 

Thank you for this opportunity to submit this written testimony, and we 
will be prepared at the hearing to address the topics raised in your letter of July 9, 2014. 



129 


Renaissance 


HEARING BEFORE THE SENATE PERMANENT 
SUBCOMMITTEE ON INVESTIGATIONS 


July 22, 2014 


Joint Statement of Dr. Peter F. Brown, Co-Chief Executive Officer and Co-President, Mr. Mark 
Silber, Chief Financial Officer and Chief Legal Officer, and Mr. Jonathan Mayers, Counsel 
on Behalf of Renaissance Technologies LLC 


Chairman Levin, Ranking Member McCain, and members of the Subcommittee, we appreciate 
the opportunity to be here today to speak with you and to answer your questions on behalf of 
Renaissance Technologies LLC (“Renaissance”). We will do our best to explain to you who we 
are as a firm, what our approach to investing entails, and why we believe that our activities were 
and are appropriate under current law. 

Below we discuss the topics you have asked us to address. As you know, we have also supplied 
your staff with information that further addresses these topics in document responses and in 
interviews over the la.st year and a half We appreciate having had the opportunity to meet with 
your staff on a number of occasions to discuss this matter, and we hope that you have found our 
engagement cooperative and responsive. 

We want to be clear: Renaissance’s Medallion fund entered into barrier options with Deut.sche 
Bank and Barclays, both large and sophisticated counterparties, for substantial non-tax business 
purposes. When we exercised an option held for more than a year, we reported any resulting 
gains as long-term capital gains, in accordance with current tax law. We reported gains on 
options held for less than a year as short-term capital gains. If the law changes in the future, we 
will of course comply. We also understand that there are questions about the level of leverage 
allowed in arrangements with our counterparties. Under current law, derivative instruments 
permit higher leverage than many other forms of investment. Again, if the rules concerning 
leverage change, we will comply. 

The IRS has been reviewing these options for over six years now. Renaissance has been 
cooperating fully with that review and is working through this issue within the IRS’s process. 
Ultimately, we expect to prevail. However, if it is determined that Renaissance’s view is 
incorrect, we will fully comply with that determination. We recognize as well the responsibility 
and authority of Congress to take a careful look at this matter and to consider any related policy 
matters. We have been transparent with our regulators and hope we can also answer your 
questions today. 


Renaissance Technologies LLC 
800 Third Avenue • Wew York • New York • 10022-7604 
21 2-829-4460 Fax: 21 2-758-71 36 
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Renaissance - Background and Business Mode! 

Renaissance was established for the purpose of producing superior financial results for our 
investors by adhering to mathematical and statistical methods in the design and execution of 
trading strategies. We were founded and are principally owned by scientists and we generally 
hire physicists, mathematicians, astronomers, and computer scientists. 

Renaissance’s equity trading and advisory activities bring added liquidity to the equities markets, 
reduce inefficiencies, and improve capital formation. We collect all the publicly available data 
we can find that we believe might bear on the movement of the prices of tradable instruments — 
news stories, analysts’ reports, energy reports, crop reports, weather reports, regulatory filings, 
accounting data, and, of course, quotes and trades from markets around the world. Our models 
use this data to make predictions about future price changes. Although we use different 
strategies in managing our different funds, all of our strategies depend on the output of our data- 
driven models. Of particular note for today’s discussion is the fact that our models do not factor 
in tax rates when making trading recommendations. 

Medallion has achieved exceptional returns over the years, but we are mindful that past success 
is no guarantee of future performance. We also understand the need for thoughtful regulation 
and laws to govern the operations of the financial system as a whole, and we are committed to 
being a constructive participant in the dialogue about what those regulations and laws should be. 

The Use of Barrier Options by Medallion 

Deutsche Bank proposed a barrier option transaction to Renaissance in the late 1990s. It did not 
do so with a focus on tax benefits. The barrier options that Deutsche Bank proposed allowed 
Medallion to obtain leverage on a non-recourse basis that could not be obtained through any 
other product. Medallion entered into its first barrier option with Deutsche Bank in September 
2000 and later entered into similar options with Barclays so as to diversify its counterparty risk. 

The model developed by Renaissance for Medallion makes predictions that are profitable only 
slightly more often than not. Moreover, the predicted price movements can be easily 
overwhelmed by external events. To compensate for these factors, the model generates a large 
number of recommendations, so that by virtue of the mathematical principle known as the law of 
large numbers, the variability of the returns produced by the model is greatly reduced. 

How'ever, because the model's recommendations are expected to be profitable only slightly more 
often than not, the rate of return obtained by applying the recommendations to an unleveraged 
portfolio would be very small. Leverage magnifies the effect of positive changes in the overall 
value of the portfolio on the rate of return, and this effect is greater the higher the level of 
leverage employed. Medallion’s barrier options with Barclays and Deutsche Bank provide the 
high leverage necessary to take optimal advantage of the predictions made by Medallion’s 
model. This leverage is entirely permissible and appropriate under current law. As the Joint 
Committee on Taxation has recognized, “[d]erivatives are critically important tools in the risk 
management process,” and “[o]ne commercial reason for the popularity of derivatives is that 
derivative contracts typically afford a party much higher leverage than would be commercially 
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possible (or permitted by relevant margin regulations) if the party were to establish a position in 
the underlying physical.”' 

In addition to leverage, a key benefit of these barrier options is that they provide Medallion with 
protection against losses that might occur when trading at high leverage. Models often work 
well, but the markets have many times taught participants the lesson of humility. Long Temi 
Capital Management in 1998 and numerous banks and hedge funds caught up in the sub-prime 
crisis in 2008, for example, put too much trust in their models and were not wary enough of what 
we have come to call Black Swan risk. This is the risk of an event that lies far enough outside 
previous experience that it cannot be anticipated by existing models, Black Swan events can 
have catastrophic outcomes. For a model-based high-leverage strategy like Medallion’s, 
mitigating Black Swan risk through loss protection is therefore crucial. We witnessed the 
importance of this in 1998 when Long Term Capital failed, and again when the dot-com bubble 
burst in 2000. 

The barrier options offered by Barclays and Deutsche Batik are non-recourse, w'hich means that 
Medallion’s downside risk is limited to the premium paid when the option is first purchased. No 
other investment structure of which we are aware provides both high leverage and loss 
protection. As noted above, the options were not marketed to Renaissance for their tax benefits, 
and Medallion’s decision to purchase the options was driven by a desire to obtain the leverage 
and the loss protection that they offered. In fact. Medallion currently enters into loss protection 
barrier options with terms of less than one year, even though these can only produce short-term 
capital gains. 

Our decisions to exercise the barrier options were driven by business imperatives. For example, 
the average holding period of the Deutsche Bank options from 2000 to 2009 was 455 days, not 
the 366 days that might be expected if the holding periods were purely tax-driven.^ After the 
August 2007 “Quant Quake,” we exercised a Barclays option after only a few months and 
reported the profit as short-term capital gain; in early 2009, w-e exercised another Barclays option 
after only a few months during the market turmoil surrounding the financial crisis and again 
reported the profit as short-term capital gain. It is true that when new tax rates were enacted in 
2012, we, like many other investors, sought to recognize gains inherent in our options before the 
new rates took. effect. But this is simply the sort of prudent planning that our investors would 
justifiably expect us to undertake. 

We are prepared to discuss issues of tax policy during the hearing in more detail. The Supreme 
Court recognized over 30 years ago that when a taxpayer enters into a transaction for real 
business purposes, with real economic substance, to manage real risks, the form of that 
transaction should be respected for tax purposes.^ In our case, our primary business purposes for 
purchasing these options were, and continue to be, leverage and loss protection. 


' Joint Committee on Taxation, Present Law and Analysis Relating to the Tax Treatment of Derivatives (JCX-21- 
08), March 4, 2008, available at http://www.jcl.gov/x-2 l-OS.pdf. 

’ The first Deutsche Bank barrier option, which was an operational test trade in 2000, is excluded from this 
calculation. 

’ Frank Lyon Co. v. United States, 435 U.S. 561 (1978). 
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How the Barrier Options Work 

Each barrier option references the performance of a notional basket of securities, called the 
reference portfolio, generated by Medallion’s trading model. There are other, publicly available 
options today that reference changing baskets of securities, such as options on the “Dogs of the 
Dow” or the S&P 500. When our model performs well, the fund profits, aided by the superior 
leverage available through these options. Upon exercise of the option. Medallion is entitled to a 
cash settlement payment generally equal to the net positive performance of the reference 
portfolio. If the model performs poorly, the option limits Medallion’s downside risk, because 
Medallion’s maximum possible loss is the amount of premium paid to purchase the option. We 
know of no other way to obtain this combination of leverage and loss protection. 

Each option contains a barrier provision, pursuant to which the option automatically terminates if 
the value of the reference portfolio falls below a specified level, even momentarily. Thus, the 
barrier provision prevents Medallion from benefiting from a rebound in the value of the 
reference portfolio after such a decline. The barrier feature of the options helps the batiks 
manage their risk; without this feature, the banks likely would not enter into the options. The 
U.S. Tax Court has specifically said that options with barrier provisions, such as ours, are taxed 
a.s options.*' 

The barrier options provide Medallion with critical loss protection and superior leverage, but 
these benefits come with a price. Because Medallion docs not own the underlying instruments 
that make up the reference portfolio, it would have no claim to any of the assets its counterparty 
might hold to hedge an option should that counterparty suffer a Lehman Brothers-like collapse or 
default on the transaction. Instead, Medallion would be in line as j ust another of the 
counterparty’s general creditors, with no guarantee of recovering any portion of the value of the 
option. Stated more directly, choosing the option form for our transaction meant we gave up the 
meaningful ownership rights, including bankruptcy protections, that we would have had in a 
prime brokerage relationship. 

It is common for banks that enter into derivatives contracts to hedge against risk of loss by taking 
offsetting positions in the referenced instruments. Although nothing in the option agreements 
with either Deutsche Dank or Barclays required either to maintain hedge accounts, it is not 
surprising that each bank would choose to hedge its risk by actually holding the positions in the 
reference portfolio in bank-owned accounts. Renaissance was hired by the banks as an 
investment adviser to help facilitate the hedging process. At the banks’ request. Renaissance 
executed the hedging trades on the banks’ behalf, but it had no control over the positions 
thereafter; the banks had the power subsequently to lend out or even to sell the positions thus 
acquired. 

How the Barclays and Deutsche Bank Barrier Options Changed Over Time 

Although the details of the barrier options have been modified slightly over the years to adapt to 
the unique demands of each bank, the Barclays and Deutsche Bank barrier options held by 
Medallion today are essentially identical in many important respects to the first barrier options 
Medallion purchased from these banks. Each option has required a single up-front premium 

’ Garcia v. Commissioner, 101 T.C.M. (CCH) 1388, 1390-! (201 1). 
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payment, Each option has provided for cash settlement generally equal to the net positive 
performance of the reference portfolio at the valuation date, and each option has included a 
barrier provision. The underlying reference portfolio for each option was generated by 
Renaissance’s trading algorithm. Neither bank was required to maintain a hedge against the 
reference portfolio for any option. Each bank explicitly preserved its unrestricted ownership of 
any positions in its hedge for each option. 

The 2007 “Quant Quake” demonstrated convincingly that the strategies of different quantitative 
funds were correlated, and thus that the risk faced by even the best-run funds was significantly 
greater than previously thought. In particular, a forced liquidation by any fund could have 
cascading effects on other funds, resulting in greater losses for all. Newly sensitized to these 
concerns about risk, from 2007 until late 2008, Deutsche Bank and Renaissance renegotiated 
some of the temis of their barrier options prospectively. We negotiated for changes clarifying 
the parties’ responsibilities in the event that an option hit a barrier and needed to be unwound. 
Deutsche Bank negotiated for, among other things, a change to a European-style option, which 
meant Medallion had no right to exercise an option prior to its stated maturity date, and for a 
non-refundable component of the premium that locked in a portion of Deutsche Bank’s profits up 
front. These changes had real economic effects. Both we and Deutsche Bank exercised sensible 
business diligence, including discussions with our outside advisors, to understand the 
implications of all aspects of the changes, including those potentially related to tax. 

In the wake of the “Quant Quake,” we also modified prospectively our barrier options with 
Barclays. The relatively mode.st changes made to the Barclays baitier options addressed risk 
issues. We also are aware that in 2009 Barclays amended the articles of association of Palomino, 
the company through which it held its hedges to the options. We understand that this was done 
by Barclays for UK accounting purposes, but that it did not affect Barclays’ status as the owner 
of the hedge positions for bank regulatory and other purposes. We entered into a letter 
agreement with Barclays in 2009 confirming our understanding that the Palomino changes did 
not affect the parties’ rights and obligations under the option documents. 

Tax Treatment of the Options 

You have also asked more broadly about the tax treatment of barrier options. Renaissance has 
historically consulted with outside advisors on the tax treatment of the options at issue here and 
is comfortable that its tax treatment of the options is correct under current law, A.s noted above, 
the IRS has been reviewing these options for over six years. Renaissance has been cooperating 
fully with that review, and ultimately we expect to prevail. We hope you understand that we are 
unable to discuss the legal advice we received in more detail today without risking waiver of 
legal rights to which we are entitled in connection with this ongoing IRS proceeding. Wc hope 
also that the proceeding will move quickly as we and the IRS have a shared interest in obtaining 
a final determination of this matter. 

It is common for parties to an agreement to allocate between themselves the burdens of various 
risks, including tax risk. Medallion’s agreements with Barclays provide that Medallion bears the 
risk that the IRS will determine that Barclays should have reported the options differently. 
Medallion’s agreements with Deutsche Bank do not contain a similar provision. 
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In 2010, the IRS issued Generic Legal Advice Memorandum (“GLAM”) 2010-005, a non- 
precedential internal analysis of the tax treatment of a barrier option based on summary facts set 
forth in the GLAM. Renaissance carefully reviewed the GLAM when it was released and did 
not believe that its de.scription of the facts accurately reflected Medallion’s barrier option 
transactions — particularly as to the risks associated with the transactions. We continue to believe 
that today. Should the IRS wish to change the tax treatment for barrier options, it could 
promulgate new rules to this effect — something that it has not done to date. 

Conclusion 

Medallion enters into barrier options to address the business imperatives discussed above. We 
believe we have reported the income from these options in accordance with current law, and are 
eager for a speedy resolution of the matter now before the IRS. We look forward to studying 
your report and will be pleased to address questions you may have. 
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ABUSE OF STRUCTURED FINANCIAL PRODUCTS: 

Misusing Basket Options to 
Avoid Taxes and Leverage Limits 

I. EXECUTIVE SUMMARY 

For the last decade, the U.S. Senate Permanent Subcommittee on 
Investigations has presented case histories showing how financial 
institutions, law firms, accountants, and others have designed and 
implemented complex financial structures to take advantage of and, at 
times, abuse or violate U.S. tax statutes, securities regulations, and 
accounting rules.’ This investigation offers yet another detailed case 
study of how two financial institutions - Deutsche Bank AG and 
Barclays Bank PLC - developed structured financial products called 
MAPS and COLT, two types of basket options, and sold them to one or 
more hedge funds, including Renaissance Technologies LLC and 
George Weiss Associates, that used them to avoid federal taxes and 
leverage limits on buying securities with borrowed funds. While that 
type of option product was identified as abusive in a public 
memorandum by the Internal Revenue Service (IRS) in 2010, taxes have 
yet to be collected on many of the basket option transactions and its use 
to circumvent federal leverage limits has yet to be analyzed or halted. 

The basket option contracts examined by the Subcommittee 
investigation were used by at least 13 hedge funds to conduct over $100 
billion in securities trades, most of which were short-term transactions 
and some of which lasted only seconds. Yet the resulting short-term 
profits were frequently cast as long-term capital gains subject to a 20% 
tax rate (previously 15%) rather than the ordinary income tax rate 
(currently as high as 39%) that would otherwise apply to investors in 
hedge funds engaged in daily trading. While the banks styled the trading 
arrangement as an “option” under which profits from short-term trades 
would be treated as long- term capital gains, in essence, the banks 
loaned the hedge funds money to finance their trading and allowed them 
to trade for themselves in highly leveraged positions in the banks’ 
proprietary accounts and reap the resulting profits. The banks offering 
the “options” benefited from the financing, trading, and other fees 
charged to the hedge funds initiating the trades. In the end, the trading 
conducted by the hedge funds using the basket option accounts was 

' See, e.g., U.S. Senate Permanent Subcommittee on Investigations reports and hearings, 

“Fishtail, Bacchus, Sundance, and Slapshot: Four Enron Transactions Funded and Facilitated by 
U.S, Financial Institutions,” S. Prt. 107-82 (1/2/2003); “U.S. Tax Shelter Industry: The Role of 
Accountants, Lawyers, and Financial Professionals,” S. Hrg. 108-473 (11/18 and 20/2003); “Tax 
Haven Abuses: The Enablers, The Tools and Secrecy,” S. Hrg 109-797 (8/1/2006); “Repatriating 
Offshore Funds: 2004 Tax Windfall for Select Multinationals,” S. Prt. 112-27 (10/1 1/2011); 
“Offshore Profit Shifting and the U.S. Tax Code - Part 1 (Microsoft and Hewlett-Packard),” S. 
Hrg. 112-781 (9/20/2012); and “Offshore Profit Shifting and the U.S. Tax Code - Part 2 (Apple 
Inc.),” S. Hrg. 1 13-90 (5/13/2013). 



140 


2 

virtually indistinguishable from the trading conducted by hedge funds 
using their own brokerage accounts, and provided no justification for 
treating the resulting short-term trading profits as long-term capital 
gains. 

The facts indicate that the basket option structures examined in this 
investigation were devised by sophisticated financial firms to allow 
clients to circumvent federal taxes and leverage limits. The structures 
rested on two fictions. The first was that the bank, rather than the hedge 
fund, owned the assets being traded in the designated option accounts, 
even though the hedge fund bought and sold the assets, was exposed to 
all significant risks and rewards, and profited from the trading, with little 
input from the bank serving as the nominal owner of the assets. In 
effect, the structure purported to enable the hedge fund to purchase an 
“option” on its own trading activity, an arrangement that makes no 
economic sense outside of an effort to bypass federal taxes and leverage 
limits. The second fiction was that the profits from the trades controlled 
by the hedge fund could be treated as long-term capital gains, even for 
trades lasting seconds. That fiction depended upon the hedge fund 
claiming that the profits came from exercising the “option” rather than 
from executing the underlying trades. In fact, the “option” functioned as 
little more than a fictional derivative, permitting the hedge fund to cast 
short-term capital gains as long-term gains and authorizing financing at 
levels otherwise legally barred for a customer’s U.S. brokerage account. 

The basket options sold by Deutsche Bank AG starting in 1 998, 
and by Barclays Bank PLC since 2002, produced a total of more than 
$35 billion in trading profits, of which at least $34 billion came from 
options exercised after more than one year. Most of those profits came 
from assets which were held for less than one year but which were 
treated by the hedge funds holding the options as having produced long- 
term capital gains taxable at the lower long-term capital gains rate. The 
options were also used by the participating hedge funds to trade on 
borrowed funds using a leverage ratio of as much as 20:1, versus the 
much lower federal leverage limit of 2: 1 that normally applies to 
brokerage accounts held by U.S. broker-dealers for their clients. These 
financially engineered products - which relied on high volume trading, 
leveraged funds, and artificially lowered tax rates to produce their profits 
- warrant greater attention from federal tax, securities, and banking 
regulators to prevent their continued misuse. 

A. Subcommittee Investigation 

To conduct this investigation, the Subcommittee subpoenaed, 
collected, and reviewed over 1 .5 million pages of documents from 
Deutsche Bank AG (Deutsche Bank), Barclays Bank PLC (Barclays), 
Renaissance Technologies Corporation LLC (RenTec), George Weiss 
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Associates (George Weiss), and BDO Seidman, RenTec’s accountant. 
The Subcommittee obtained additional information from these entities 
through information requests and a review of publicly available 
information. The Subcommittee also participated in 23 interviews and 
briefings involving current and former employees from those financial 
institutions. In addition, the Subcommittee gathered documents, 
obtained information, and received briefings from a number of federal 
agencies and related parties. The Subcommittee also spoke with 
academic and other tax experts concerning the tax treatment of basket 
options. Deutsche Bank, Barclays, RenTec, George Weiss, and the 
agencies all cooperated with Subcommittee requests for information. 

B. Investigation Overview 

The Subcommittee investigation examined the basket option 
financial products designed and promoted by Deutsche Bank and 
Barclays. It also examined how the hedge funds that entered into basket 
option contracts with those two banks actually used those contracts to 
make investments, looking in particular at the two largest participants, 
RenTec and George Weiss. 

Purchasing a Basket Option. The basket option contracts were 
designed and issued by the sponsoring bank and held by the option 
holder. In the cases examined by the Subcommittee, the option holder 
was always a hedge fund. Typically, to initiate the transaction, the 
hedge fund client entered into a contract with the bank to purchase an 
“option” on the performance of an unspecified basket of assets placed in 
a designated account. The referenced account was opened in the name 
of the bank and operated as the bank’s own proprietary trading account. 
All assets were purchased in the name of the bank. 

To reduce trading risk, the option contract normally set a few basic 
parameters for the assets that could be purchased for the account, but 
otherwise provided wide discretion over the assets to be selected. The 
hedge fund was required to deposit into the account a cash “premium,” 
which typically consisted of Hinds representing about 10% of the total 
capital to be invested in the account and functioned as collateral for the 
account. The sponsoring bank financed the other 90% of the capital to 
be invested, and the hedge fund paid financing fees on that financed 
amount. The designated account then used the funds from the premium 
and credit extension to conduct trades until the option holder exercised 
the option. If at the time the option was exercised, the securities in the 
referenced account had produced a profit, the bank had to pay those 
profits to the hedge fund holding the option, after subtracting fees for 
certain trading, financing, and other expenses. 
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In the basket option contracts examined by the Subcommittee, the 
bank always appointed the general partner of the hedge fund client to act 
as the investment advisor for the trading account holding the referenced 
assets during the duration of the option. Once appointed, the investment 
adviser exercised complete control over the securities included in the 
option account, designing its own trading strategy and using the bank’s 
own facilities to execute the trades. In some cases reviewed by the 
Subcommittee, the investment advisor used algorithms to engage in a 
high volume of trading, executing more than 100,000 transactions per 
day. Many of those trading positions lasted minutes, and the overall 
composition of the securities basket changed on a second-to-second 
basis. One basket option account later reviewed by the U.S. Securities 
and Exchange Commission (SEC) was found to have experienced 129 
million orders in a year. In other cases, the investment adviser 
purchased securities whose positions remained unchanged for weeks, but 
all of the basket option accounts reviewed by the Subcommittee were 
dominated by short-term trading involving assets held less than one year. 

By acting as the investment adviser, the hedge fund - the option 
holder - became the party that actually controlled the trading strategy, 
the timing of trades, and what assets were selected for the referenced 
account. The hedge fund was also exposed to all significant rewards and 
risks associated with the trading. The banks claimed that the hedge 
funds did not bear 100% of the risk of loss, because the banks provided 
so-called “gap” protection in the event of a catastrophic market failure. 
That risk was so small, however, that despite, for example, hundreds of 
millions of trades that took place in the more than 60 basket options held 
by RenTec over a decade, including during the worst financial crisis in a 
generation, neither bank was ever required to satisfy a loss due to a 
market failure. 

To further minimize the gap risk, the option contract contained 
several provisions designed to limit trading losses in the account to the 
10% premium provided by the hedge fund. The key provision 
accomplished that objective by specifying a loss threshold - sometimes 
called a “barrier” or “knockout” amount - which if reached would cause 
the option to cease to exist, or “knockout,” and trigger the ability of the 
bank to liquidate the account assets. 

During the period of the option, the securities transactions were 
executed in the name of the bank and the resulting securities were held 
in the bank’s proprietary trading account. The accompanying profits or 
losses also remained within the account until the option was exercised. 
The hedge fund chose when to exercise the option. Although the options 
reviewed by the Subcommittee often had three-year terms and the hedge 
funds claimed they wanted longer-term financing arrangements, the 
hedge funds often exercised the options shortly after 12 months. In all 
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cases examined by the Subcommittee, the option accounts paid the 
profits to the hedge fund option holder. 

Deutsche Bank developed its basket option product in 1998, 
naming it the Managed Account Product Structure (MAPS). Over the 
next 15 years, Deutsche Bank sold 156 MAPS options, of which 96 had 
terms greater than one year. At their peak, those 96 options had assets 
with a total initial notional value of about $60 billion. Deutsche Bank 
sold the MAPS options to 13 hedge funds, including 36 to RenTec. Of 
those 36 option contracts, the first 29 had terms greater than one year. 
The MAPS options sold to RenTec produced profits for that hedge fund 
totaling about $17 billion. The MAPS options sold to all 13 hedge funds 
produced revenues for Deutsche Bank totaling about $570 million. The 
Barclays’ basket options product was developed in 2002, at the request 
of RenTec, and was named COLT. Barclays sold 43 COLT options to 
RenTec, of which 3 1 had terms greater than one year. At their peak, 
those 3 1 COLT options had assets with a total initial notional value of 
about $62 billion. The COLT options produced trading profits for 
RenTec totaling about $1 8.5 billion. They also produced revenues for 
Barclays totaling about $655 million. 

Claiming Long-Term Capital Gains. With respect to basket 
options that were exercised more than one year after the option was 
created, the hedge funds holding those options claimed that any short- 
term trading profits earned within the option period could be recast as 
long-term capital gains for U.S. tax purposes after the option was 
exercised. They claimed that even trades that had lasted a few seconds 
or were executed the day before the option was exercised could be 
treated as long-term capital gains, although the lower capital gains tax 
rate was explicitly intended to reward holding a security for more than 
one year. 

The basket option contracts administered by Deutsche Bank and 
Barclays over the last ten years produced profits utilizing hundreds of 
millions of trades, with 97% of the assets held for less than 6 months, 
yet the trading profits were treated by the hedge funds as long-term 
gains. In one SEC examination report that reviewed some of those 
options, the SEC estimated that, during a four-year period from April 
2003 through October 2007, five hedge funds utilizing MAPS options, 
including RenTec, had “saved a total of $779 million in taxes by 
exercising the option after one year.”^ Another SEC examination report 
on the COLT option, used by RenTec over a five-year period from 2002 
to 2007, found that the hedge fund had used it to “defer $140 million of 


^ 4/2008 “Examination Report for Deutsche Bank,” prepared by New York Regional Office of 
the Securities and Exchange Commission, SEC_RT13j002020-074, at 074 [Sealed Exhibit]. 
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taxes. The resulting total of $919 million does not take into account 
other taxes avoided or deferred by hedge funds using basket options 
from 1999 through March 2003, or from November 2007 to the present. 

Although the Subcommittee does not have the information needed 
to estimate the total amount of taxes avoided through use of the basket 
options examined during this investigation, specific data supplied by the 
banks with respect to RenTec, the largest basket option user, suggests 
that the basket options may have been used to treat short-term capital 
gains as long-term capital gains, resulting in estimated tax avoidance of 
more than $6 billion. This chart provides the data used to arrive at that 
estimate. 


RenTec Basket Options Held for More than One Year 
2000-2013 

Bank 

Number of 
Options 

Cash Payments 
to Settle 
Options* 

Premiums 
Paid by 
RenTec 

Cash Payments 
Less Premiums 

Estimated Tax Difference 
Between LTCG Rate and 
STCG Rate' 


31 


$6.2 


$3.6 

Deutsche 

Bank 

29 

■jllggl 

$4.8 


$3.2 

Total 

60 

$45.3 

$11.0 

$34.2 

$6.8' 


♦All dollar figures in billions of dollars. 


1. LTCG stands for Long-Term Capital Gains (rate was 15% until 2013, 20% thereafter); STCG 
stands for Short-Term Capital Gains (used rate of 35%). The difference between the two was 
calculated at 20% for options exercised prior to 20 1 3, and at 1 5% thereafter. 

2. Table excludes three RenTec options at Barclays, despite being in effect for over one year, 
because they are unexercised. 

3. Total does not reflect any other income, deductions, credits, or other tax matters that might 
affect RenTec’s tax liability. 

Source; Tables produced by Deutsche Bank (DB-PSI 00052588) and Barclays (BARCLAYS- 
PSI-748604). 

Prepared by U.S. Senate Permanent Subcommittee on Investigations, July 2014. 


Disallowing Abusive Basket Options. In 2010, the IRS issued a 
Generic Legal Advice Memorandum (GLAM) which found that basket 
options referencing accounts with ever-changing assets did not function 
as true option contracts, and that investors had to recognize the trading 
gains and losses in the designated accounts when they occurred, rather 
than at the time the alleged “option” was finally exercised. The IRS 
advised that investors could not use the basket option contracts to justify 
applying the long-term capital gains tax rate to what were really short- 
term gains. 

Despite learning of the GLAM when it was issued in 2010, and 
interpreting it as applying to the COLT basket options it offered, 
Barclays continued to sell COLT options to RenTec for the next two 


^ 9/2007 “Examinalion Report for Barclays,” prepared by New York Regional Office of the 
Securities and Exchange Commission, SEC_RT13_00 1994-20 19, at 2013 [Sealed Exhibit]. 
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years. In contrast, after the GLAM was issued, Deutsche Bank 
suspended issuing new MAPS basket options, although it continued to 
administer multiple option accounts already trading assets. In 2012, 
Deutsche Bank began offering them again, but only with options whose 
terms lasted less than one year and contractually required all profits to 
be reported as short-term capital gains. In 2013, Barclays revised its 
basket option contract so that it, too, offered only basket options with 
terms that lasted less than one year and could not be used to claim long- 
term capital gains. 

According to information provided by RenTec to the 
Subcommittee, the IRS notified the hedge fund in 2012, that the IRS had 
reviewed some of its basket option trading activity and intended to 
disallow long-term capital gains treatment of basket option profits from 
trades lasting less than 12 months. The IRS also proposed an assessment 
of additional taxes for certain tax years. RenTec submitted a letter in 
opposition, and the matter is apparently now awaiting review by the 
IRS’ internal Office of Appeals. 

Circumventing Federal Leverage Limits. In addition to using 
basket options to reduce taxes on their short-term capital gains, the 
hedge funds used them to obtain financing for securities trades far in 
excess of what federal leverage limits allow. Federal leverage limits 
were established in response to the stock market crash of 1 929, when 
securities purchased on borrowed funds magnified stock market losses 
and caused failures of, not only the stock speculators, but also the banks 
and broker-dealers that lent them money. Federal “margin rules” were 
enacted to impose a leverage limit of 2:1 on brokerage accounts opened 
by U.S. broker-dealers for their customers. In contrast, because the 
participating banks seemingly lent money to their own accounts, the 
basket option accounts examined by the Subcommittee provided the 
hedge fund option holders with leverage ratios as high as 20: 1 . RenTec 
indicated in one document that it had been unable to attain such high 
leverage levels in any other setting. While federal financial regulators 
are aware of ongoing efforts to bypass federal leverage limits through 
derivative and structured financial products, including basket options, 
they have not taken the steps necessary to obtain meaningful data on the 
extent of the leverage problem, gauge the resulting systemic risks, or 
develop ways to curb abuses. 

C. Findings of Fact 

Based upon the Subcommittee investigation, this Report makes the 
following findings of fact. 

1. Profiting from Basket Options. Between 1998 and 2013, 
Deutsche Bank AG sold basket option products to 13 hedge 
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funds, while Barclays Bank PLC sold them to one hedge fund, 
together leading to over $100 billion in securities trades and 
tens of billions of dollars in profits, most of which came from 
trades that lasted less than 12 months in duration, but were 
treated by the hedge funds as producing long-term capital 
gains. The basket options also produced financing, trading, 
and other fee revenue for the banks totaling $570 million for 
Deutsche Bank and $655 million for Barclays. 

2. Turning a Blind Eye. Deutsche Bank AG and Barclays 
Bank PLC were aware of the questionable tax status of their 
basket option structures for many years prior to the issuance of 
the 2010 IRS advisory memorandum, but continued to sell the 
product. 

3. Claiming Short-Term Trading Profits as Long-Term 
Capital Gains. Over a fourteen-year period from 1999 to 
2013, one hedge fund. Renaissance Technologies LLC, held 
60 basket option contracts for more than one year, used them 
to carry out an investment strategy utilizing hundreds of 
millions of trades, virtually all of which lasted less than 12 
months, and characterized the vast majority of the resulting 
$34 billion in trading profits as long-term capital gains. 

4. Ceding Control. Although the investments in the basket 
option trading accounts were held in the name of the banks, 
Deutsche Bank and Barclays routinely hired the option holder 
- the hedge fund - as the investment adviser for the accounts 
and ceded control of their accounts to the option holder, which 
traded the account for its own benefit. 

5. Assessing Risk. Although Deutsche Bank and Barclays 
claimed the basket option structure was a valid derivative in 
part because it carried financial risk for the bank, Barclays 
downplayed that risk both internally and in reports to its U.K. 
regulator when it benefited the banks’ interests. 

6. Avoiding Leverage Limits. By opening the basket option 
accounts in their own names and supplying their own funds to 
those accounts as financing for the trades controlled by their 
hedge fund clients, Deutsche Bank and Barclays enabled the 
hedge funds to attain a leverage ratio of as high as 20:1, 
despite the much lower federal leverage limit of 2:1 intended 
to prevent systemic risk. 

7. Producing a Low Audit Rate. While, in 2010, the IRS 
determined that basket options were being misused and, in 
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2012, proposed additional tax liability for one hedge fund, the 
Government Accountability Office has determined that 99% of 
the tax returns filed by large partnerships with assets 
exceeding $100 million have not been audited by the IRS. 

This extremely low auditing rate may embolden large 
partnerships such as hedge funds to employ abusive tax 
structures. 

8. Failing to Enforce Leverage Limits. Although federal 
financial regulators have long been aware that derivative and 
structured financial products, including basket options, are 
being used to circumvent federal leverage limits, they have 
taken little or no action to limit those practices and enforce the 
statutory limits on purchasing securities with borrowed funds. 

D. Recommendations 

Based upon the Subcommittee investigation and findings of fact, 
the Report makes the following recommendations. 

1. Collect Additional Taxes Owed on Basket Option 
Profits. The IRS should audit the hedge funds that used 
Deutsche Bank or Barclays basket option products, disallow 
any characterization of profits from trades lasting less than 12 
months as long-term capital gains, and collect from those 
hedge funds any unpaid taxes. 

2. Stop Bank Participation in Abusive Tax Structures. To 

end bank involvement with abusive tax structures, federal 
financial regulators, as well as Treasury and the IRS, should 
intensify their warnings against, scrutiny of, and legal actions 
to penalize bank participation in tax-motivated transactions. 

3. Revamp TEFRA. Treasury and the IRS should revamp the 
Tax Equity and Fiscal Responsibility Act (TEFRA) regulations 
to reduce impediments to audits of large partnerships like 
hedge funds, and Congress should consider amendments to 
TEFRA to facilitate those audits. 

4. Stop Circumvention of Leverage Limits. The Financial 
Stability Oversight Council, working with other agencies, 
should establish new reporting and data collection mechanisms 
to enable financial regulators to analyze the use of derivative 
and structured financial products to circumvent federal 
leverage limits on purchasing securities with borrowed funds, 
gauge the systemic risks, and develop preventative measures. 
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O. BACKGROUND 

This chapter provides an overview of the nature, mechanics, and 
tax and securities implications of derivatives, options, and basket 
options. It also reviews key tax principles and provisions, a 1999 
statutory change that attempted to stop option abuses, and the IRS’ 
decision making related to basket options. 

A. General Description of Derivatives 

A financial “derivative” is a broad term covering a variety of 
different financial instruments, all of which share the common property 
that their value is dependent upon an underlying asset.'* Derivatives can 
take numerous forms, including options, swaps, futures, forwards, 
structured debt obligations, and others.* Derivatives can also be traded 
in two different ways: some are traded through standardized instruments 
over exchanges, while others are traded privately through individualized 
contracts, also called “over-the-counter,” “bilateral,” or “bespoke” 
derivatives.® 

Derivatives can be used to trade for profit, alter the risk-reward 
profile of some other asset, or make risky and sometimes leveraged bets 
on the future value of equities, options, bonds, interest rates, companies, 
or even financial markets as a whole.’ Also, they are often used by large 
banks to hedge or reduce financial risks related to a variety of complex 
transactions.^ Derivatives can also be designed to operate in tandem, 
and combinations of options, forwards, swaps, or more esoteric 
transactions can be used to engineer economic returns equivalent to any 
single derivative or to ownership of the underlying positions.^ 

(1) Taxes, Leverage Limits, and Transparency 
Problems 

A derivative is, in essence, a financial bet. In many cases, it allows 
the derivative holder to obtain the same economic effect as if the holder 
owned the relevant financial instrument, such as a bond or shares of 


^ 12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products, ” prepared by the Joint Committee on Taxation, JCX-56- 1 1 , at 7, 
https://www.jct. gov/publications.htmi?func=startdown&ld=4372. 

^ 1/1/1997 “Risk Management of Financial Derivatives,” Comptroller’s Handbook, at 1, 
http://www.occ.gov/pubiications/pubIications-by-type/comptroUers-handbook/deriv.pdf. 

^ 12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-1 1, at 7-8, 
https://www.jct.gov/publications.html?ftmc=startdown&id=4372. 

^ 1/1/1997 “Risk Management of Financial Derivatives,” Comptroller’s Handbook, at 1 , 
http://www.occ.gov/pubiications/publications-by-type/comptrollers-handbook/deriv.pdf. 

^ 12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-1 1, at 44, 
hUps://www.jct.gov/publications,html?func= startdown&id=4372. 
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stock. However, instead of owning the instrument, the derivative holder 
can derive value by referencing the instrument and bet that it will go up 
or down in value. 


Economically identical positions may sometimes be treated 
differently for tax purposes depending upon the nature of the financial 
instrument at issue. Derivatives can enable a taxpayer to elect a form of 
ownership that defers payment of taxes and characterizes income in the 
form most advantageous to the taxpayer.'® Differences in the tax 
treatment of derivatives versus other types of financial instruments can 
also lead to market inefficiencies. First, resources may be wasted paying 
for tax planning on two economically equivalent positions." Second, 
using derivatives to minimize the payment of tax may result in 
needlessly complex financial arrangements, and inefficient taxes in other 
areas to make up for the lost revenues."^ Despite those problems, 
derivatives continue in some cases to receive more favorable tax 
treatment than other financial instruments.'^ 


Derivatives have been used by taxpayers in the past to take 
advantage of “economic imperfections in the tax law” and lower their 
taxes.''' In 2008, for example, the Subcommittee identified a situation in 
which U.S. financial institutions were using derivatives to assist hedge 
funds in avoiding taxes owed on U.S. stock dividends. The 
Subcommittee found that the banks were designing and engaging in 
swap transactions with those hedge funds to disguise stock dividend 
payments and avoid paying millions of dollars in dividend taxes each 


Derivative instruments may also be used to circumvent federal 
leverage limits.'® Federal securities laws and financial regulations 
currently impose restrictions on the use of credit to purchase securities.'^ 
Those restrictions were developed after highly leveraged securities 
transactions contributed to the stock market crash of 1929, and imposed 


Id. at 46. 


See, e.g., 26 U.S.C. § 865 (IRS source rule which treats derivative income as non-U. S. source 
income if it is paid to a recipient outside of the United States). The derivatives source rule 
means that, even if a U.S. bank makes the derivative payment from the United States, so long as 
the payment is sent to an offshore recipient, it would not be treated as U.S. source income and 
any taxes on that income could be deferred until the funds were returned to the United Stales. 

David M. Schizer, “Stick and Snakes: Derivatives and Curtailing Aggressive Tax Planning,” 

73 S. Cal L. Rev. 1339, 1341 n.4 (2000). 

See “Dividend Tax Abuse: How Offshore Entities Dodge Taxes on U.S. Stock Dividends,” 
U.S. Senate Permanent Subcommittee on Investigations, S. Ilrg. 1 10-778 (Sept. 11, 2008). 

Leverage involves “the use of credit to enhance one’s ability to speculate financially.” See 
definition of leverage, Merriam Webster Dictionary, http://www.merriam-webster.com/ 
diclionary/leverage. 

See, e.g., 15 U.S.C. § 78(g) (Section 7 of the Securities Exchange Act of 1934); Regulations T, 
U, and X, which are commonly referred to as the “margin rules.” 12 C.F.R. § 220 (Regulation 
T); 12 C.F.R. § 221 (Regulation U); 12 C.F.R. § 224 (Regulation X). 
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losses, not only on stock speculators, but also on the banks and broker- 
dealers responsible for lending them funds.'* Today, derivatives can be 
used to create more highly leveraged trading positions than otherwise 
permitted under current law, including by putting up significantly less 
collateral for a derivative trade than permitted for a direct purchase of a 

• 19 

security. 

The extension of credit for securities transactions between 
customers and broker-dealers is governed by Regulation T.^° Regulation 
T applies to customer accounts of U.S. broker-dealers and sets the 
margin requirements for stocks bought by customers on credit and used 
as collateral for the loan. Margin refers to the portion of the purchase 
price that the customer must deposit in cash as initial equity in the 
customer’s securities trading account.^' Those funds serve as collateral 
for the broker-dealer executing securities trades for the customer.^^ 
Under Regulation T, U.S. broker-dealers offering a U.S. prime 
brokerage account^^ to a client may lend that client up to 50% of the 
total price for stock purchases, but no more.^"* 

Some market participants use various arrangements, including 
derivatives and structured financial products, to establish leveraged 
securities positions that far exceed Regulation T’s margin limits. For 
example, in the case of a hedge fund with a basket option account in 


'* See 9/2000 “Margin Requirements, Margin I.oans, and Margin Rates: Practice and 
Principles,” New England Economic Review, Peter Fortune, at 25. 

3/4/2008 “Present-Law and Analysis Relating to the Tax Treatment of Derivatives” prepared 
by the Joint Committee on Taxation, JCX-21-08, at 4, https://www.jcl,gov/pubIications. 
html?func=startdown&id= 1319. 

Credit by Brokers and Dealers (Regulation T), 12 C.F.R. § 220.1(a). 

See “Purchasing on Margin, Risks Involved With Trading in a Margin Account,” prepared by 
Financial Industry Regulatory Authority (FTNRA) 

http://www.finra.org/lnvestors/SmartInvesting/AdvancedInvesting/MarginInfonnation/P005927. 

“id. 

“ A “prime broker” is a large financial institution that offers a set of services to hedge funds and 
large institutional clients. The services are typically bundled together and include execution of 
trades, settlement, financing, and custody services. Money managers typically use the services to 
trade with multiple brokerage houses while maintaining cash and as.sets in a master account at 
the prime broker, referred to as a “prime broker^e account,” See “Financial Glossary: Prime 
Broker,” prepared by NASDAQ, http://www.nasdaq,com/investing/glossary/p/prime-broker; 
Wikipedia definition of “prime brokerage,” http://en.wikipedia.org/wiki/Prime_brokerage. 

Credit by Brokers and Dealers (Regulation T), 12 C.F.R. § 220.12(a). The leverage limit may 
also be set by the regulatory authority where the trade occurs. Id. “Joint Back Office” (JBO) 
and intemationai prime brokerage accounts offer two alternatives for hedge funds seeking higher 
leverage. JBO arrangements have been given an exemption from Regulation T and are permitted 
leverage of 7.6 times. JBO arrangements require the margin lender and margin borrower to form 
a joint venture, creating a closer association than is typical for a prime brokerage relationship. 
The SEC also requires JBO accounts to be placed with a registered prime broker. See 
“Information Memo 00-8,” prepared by the New York Stock Exchange, http://www.nysc.com/ 
nysenotices/nyse/rule-changes/detailysessionid=074AD9FCCC9CA438C8130FB91BE50B48? 
menio_id=00-8; Subcommittee interview of Mark Silber, RenTec (6/10/2014). In addition, after 
1998, much higher margins could be “arranged” by U.S, banks and broker-dealers between a 
borrower and a lender based outside of the United States in a juri.sdiction allowing higher 
leverage. See Credit by Brokers and Dealers (Regulation T), 12C.F.R. §220. 1(a). 
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which a bank has agreed to lend 90% of the funds to be invested, the 
hedge fund could pay a premium of $1,000 to the bank and gain access 
to $10,000 for trading in the market. Because the bank supposedly owns 
the securities in the option account, it is supposedly supplying funds to 
that account for its own trading, rather than lending money to the hedge 
fund, even though the hedge fund is conducting the trading and taking 
all of the profits. By using this “option” account rather than a regular 
prime brokerage account, the hedge fund and the bank claim they can 
circumvent the leverage limits in Regulation 

Some derivative transactions may also create transparency 
problems. For example, a derivative may provide an opportunity for a 
purchaser to avoid the ownership reporting requirements under the 
securities laws. Schedule 13D requires any person with a beneficial 
ownership interest of more than 5% of any class of publicly traded 
securities in a company to report that interest in a filing to the SEC.^® A 
purchaser who wants to acquire more than 5% of a company may delay 
reporting the transaction to the SEC by using a swap transaction to 
achieve the economic equivalent of owning that portion of the shares.^’ 

These leverage and transparency problems have been known for 
many years, but neither the SEC, bank regulators, nor the new Financial 
Stability Oversight Council have obtained the data needed to fully 
analyze the extent of leverage in the U.S. financial system, gauged the 
nature and extent of the systemic risks, or taken action to address the 
impact of derivatives and structured financial products on federal 
leverage limits and disclosure obligations. 


See “Purchasing on Margin, Risks Involved With Trading in a Margin Account,” prepared by 
Financial Industry Regulatory Authority, http://www.finra.org/Investors/SmartInvesting/ 
Advancedinvesting/Margininformation/ P005927. 

“Schedule 13D,” U.S. Securities and Exchange Commission, https://wvAv.sec.gov/ 
answers/sched 13.htm, (last visited June 26, 2014). 

7/1/2006 “What Every Investor Should Know Before Acquiring a Large Stake in a Public 
Company,” prepared by Davis Polk & Wardweli, at 2, http://ww'w.davispolk.com/files/ 
07_I3_06_PrivateEquityNewsJui_06.pdf (“[I]t is broadly accepted on [Wall] Street that an 
investor may increase its economic interest in an issuer’s securities beyond 4.9 percent without 
the need to make a 1 3D . . . filing if it does so via a derivative contract that is both by its terms 
and in fact cash-settled.”). In a 2013 Guidance Update, the SEC addressed concerns that funds 
inadequately disclose derivative interests. The SEC has encouraged mutual funds, through Form 
N-1 A, and closed-end funds, through Form N-2, to provide specifically tailored disclosures for 
any principal investment strategies related to derivatives. To combat the transparency issue, the 
SEC has called on funds to continually ^sess the completeness and accuracy of their derivatives- 
related disclosures in their registration statements to ensure they are consistent with actual 
operations. 8/1/2013, “Guidance Update Disclosure and Compliance Matters for Investment 
Company Registrants That invest in Commodity Interests,” prepared by the SJ?C Division of 
Investment Management, No. 2013-05, at 2-3, 

http://www.sec.gOv/divisions/investment/guidance/im-guidance-2013-05.pdf. 
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(2) Options 

An option is a form of derivative transaction. In general terms, an 
option is a “contract between two parties that gives the holder of the 
option the right but not the obligation to buy from (in the case of a call 
option) or sell to (in the case of a put option) the issuer of the option a 
specified amount of property ... at a fixed price and specified time.”^® 

In the case of options on stock or other types of equity, an option on the 
underlying equity is a “contract that gives the holder of the option the 
right, but not the obligation, to buy from or to sell to the counterparty to 
the contract ... a specified number of shares of [an underlying] equity 
security, at a fixed price.”^® 

The forms and terms of options can vary greatly. A “European 
style” option, for example, can be exercised by the buyer only on a 
specified date, while an “American style” option can be exercised by the 
buyer any time prior to the final date on which the option expires. The 
option buyer pays the option seller a “premium” for the option, which 
can vary with the terms of the option.®' This premium is usually paid at 
the start of the option and is the potential profit for the option seller.®^ 
Options also have a “strike price,” which is the price specified in the 
option contract at which the buyer may purchase the underlying property 
when exercising the option.®® The final day on which an option may be 
exercised is generally called the “exercise date” or “maturity date.” '' 
Options are often priced using the Black-Scholes model, which takes 
into account several factors including the volatility of the price of the 
underlying assets, the duration of the option, and the strike price as 
compared to the market price of the underlying assets.®® 

Options and other derivatives can be used as tools to manage risk, 
especially in the prices of raw materials or in financial transactions that 


12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-1 1, at 1, 
https://www.jct.gov/publicalions.html?func=startdown&id=4372. 

3/4/2008 “Present Law and Analysis Relating to the Tax Treatment of Derivatives,” prepared 
by the Joint Committee on Taxation, JCX-21-08, at 32, 
https://\vww.jct.gov/publications.htm!?func=startdown&id=l 3 1 9. 

5/1973 “The Pricing of Options and Corporate Liabilities,” Journal of Political Economy, 
volume 81, No. 3, Fischer Black and Myron Scholes, at 637, 
http://www.jstor.org/stable/ 1 83 1 029. 

3/4/2008 “Present Law and Analysis Relating to the Tax Treatment of Derivatives,” prepared 
by the Joint Committee on Taxation, JCX-2i-08, at 5, 
https://www.jct.gov/publications.html?func=startdown&!d==1319. 

Id. 

Id. 

“The Pricing of Options and Corporate Liabilities,” Journal of Political Economy , volume 8 1 , 
No. 3, (May-June 1973), at 637, http://www.jstor.org/stable/1831029. 

Id. 
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must be hedged to avoid losses.^* Options can also be used speculatively 
to profit from securities transactions and even obtain leverage beyond 
the amount permitted by federal margin regulations ” For example, an 
option may have a premium of only $5 on a stock that costs $100 a 
share. A purchaser with $1,000 could then buy 10 shares of the stock or 
options on 200 shares of the same stock. 

(3) Basket Options On a Basket of Securities 

A basket option is typically an over-the-counter or negotiated 
derivative transaction between an option seller and buyer on an 
underlying set of assets. The structure investigated by the Subcommittee 
involved cash-settled basket options on a designated account containing 
an ever-changing basket of securities. When exercised, the option was 
settled with a cash payment to the option holder rather than providing 
the option holder with the assets in the basket. The amount of the cash 
payment reflected the profits earned on the basket as of the date the 
option was exercised. 

The option buyer - which in the cases examined by the 
Subcommittee was always a hedge fund - purchased the option on the 
performance of the basket of securities which were held in a proprietary 
trading account- called a “managed account” - belonging to the option 
seller, the bank.^* Although the account is opened in the name of the 
bank, the hedge fund served as the investment advisor to the managed 
account through an investment advisory agreement with the bank. In 
that role, the hedge fund had the exclusive right and discretion to 
determine what assets were purchased for and sold from the bank’s 
account, subject to basic guidelines to reduce risk specified in the 
investment advisory agreement.^’ In the confirmation stating the terms 


12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-I1, at 7, https://www.jct.gov/ 
publications.html?func=startdown&id-4372. 

Id. at 8. 

A “managed account” is “an investment portfolio one or more clients entrusted to a manager 
who decides how to invest it.” “Financial Glossary: Managed Account,” prepared by NASDAQ, 
http://www.nasdaq.eom/invesling/glossary/m/managed-account. In this case, the managed 
account opened to carry out the basket option contract is called a “proprietary” account, because 
it is formally set up in the name of the bank, rather than in the name of a client, such as the 
option holder. 

For example, the Investment Advisory Agreement between Deutsche Bank and RenTec gave 
RenTec “discretion and without prior consultation” to execute trades in the managed account. It 
also contained certain limits and guidelines on what assets could be selected for the account. For 
example, RenTec agreed with Deutsche Bank not to own more than 4% of the shares of any one 
issuer, not to acquire more than 5% or more of any class of voting security, and not to trade 
equities on the bank’s restricted list. 12/15/2008, “Master Investment Advisory Agreement: 
Execution Copy,” Deutsche Bank and RenTec, DB-PSl 00000001-047, at 022-025. Otherwise, 
RenTec had complete discretion to identify assets to be acquired for the managed account. 

“[TJhe Advisor shall . . . have full power, authority and right to . . . supervise and direct the 
investment and reinvestment of all assets in the Accounts, and engage in such transactions on 
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of the option, the managed account was defined to include all of the 
assets and only the assets selected by the hedge fund, subject to the 
investment advisory agreement guidelines."*® 

For each basket option, the managed account served dual roles. In 
its first role, the account was described as serving as the reference for 
the option, so that the performance of the assets in the account 
determined the amount of gain or loss that the hedge fund realized when 
it exercised the option. In its second role, the managed account was 
described as serving as a “hedge” for the bank that sold the option, with 
the profits from the trades made in the account available to pay what was 
owed to the hedge fund when the hedge fund exercised the option."*' 


behalf of the Client’s Account, in the Advisor’s discretion and without prior consultation with 
the Client, subject only to the terms of this agreement.” Id. at DB-PSi 00000001-002. 

For example, to ensure that the investment advisor had complete control over the account, the 
Investment Advisory Agreement between Deutsche Bank and RcnTec specified that, if an order 
placed by RenTec was not executed, or was subsequently undone without orders from RenTec, 
the assets that were supposed to have been purchased would still be considered to be part of the 
reference account for purposes of calculating the option’s gain or loss. See, e.g., 10/8/2009 
“Barrier Option Transaction No. 941-50310 Pursuant to the 1992 ISDA Master Agreement as 
supplemented in December 15, 2008,” DB-PSI 001130213-241 at 222 (defining the basket as 
consisting of “positions that (i) actually result from transactions specified by the Investment 
Advisor ... or (ii) are Designated Positions (as such term is defined in the Master Investment 
Advisory Agreement ...)”; 12/15/2008 “Master Investment Advisory Agreement: Execution 
Copy,” signed by Deutsche Bank and RenTec, DB-PSI 00000001-047, at 002 (defining a 
designated position as any position “rejected,” “unwound,” or “liquidated” by the Client 
“without the direction of the Advisor”). 

In interviews with the Subcommittee and in some documents presented to the IRS, copies of 
which were provided by RenTec to the Subcommittee, RenTec insisted that, rather than one 
account with dual roles, the basket option structure actually created two distinct accounts: a 
reference account and a hedge account. Subcommittee interviews of Jonathan Mayers, RenTec 
(5/28/2014), Peter Brown, RenTec (6/3/2014); and Mark Silber, RenTec (6/10/2014). RenTec 
told the Subcommittee that the hedge account consisted of physical stocks that the bank actually 
held, and claimed that RenTec had no idea what physical assets were actually in that hedge 
account. RenTec claimed it was familiar with and had control over only the reference account, 
which was a “synthetic” account with no actual assets. 

Despite RenTec’s insistence on the existence of two accounts, the legal documents governing 
the basket option structures used by Ren'fec and the banks make no mention of two accounts. 

All of the investment advisory agreements mention only a single account made up of a 
combination of effected (actually held) and designated (hypothetical) positions. See, e.g., 
12/15/2008, “Master Investment Advisoiy’ Agreement,” signed by Deutsche Bank and RenTec, 
DB-PSI 00000001-047; 12/6/2006 “Amended mid Restated Investment Management 
Agreement,” signed by Barclays and RenTec, RT-PSI-001 34963. In addition, as a practical 
matter, in each of the basket option trades examined by the Subcommittee, all trades were 
accounted for and executed through a single, designated account which was managed at the 
direction of the investment advisor. The basket option participants provided no documentation 
or paperwork suggesting the existence of two distinct accounts operating in tandem. 

Deutsche Bank also informed the Subcommittee that in the entire course of over a decade of 
MAPS transactions, it had never created even a single syntlictic “designated position.” See 
Deutsche Bank responses to Subcommittee supplemental questions (6/20/2014). In other words, 
all trades ordered by the hedge foiids in conformance with the investment guidelines in the 
Investment Management Advisory Agreement had been executed and the resulting assets held in 
the trading accounts. Barclays documents similarly indicated that, as a matter of standard 
practice, all of the referenced trades had been fully hedged through physical trades in the 
designated option account, with “no leakage.” 5/19/2010 email from Edward Sherwood to Brett 
Beldner of Barclays, “COLT XIX - Draft SCM Approvals Notification,” BARCLAYS-PSl- 
010082. In a presentation on the restructuring of MAPS transactions, Deutsche Bank stated that 
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Since the hedge fund’s gain or loss under the option was determined by 
the gain or loss in the managed account, as long as the bank executed all 
of the trade orders made by the hedge fund as the Investment Advisor, 
the value of the holdings in the managed account would match and cover 
the cost of any gain due to the hedge fund when the option was 
exercised.'*^ Both Deutsche Bank and Barclays told the Subcommittee 
that they always executed the trades directed by the hedge fund acting as 
the Investment Advisor to ensure sufficient funds to pay off the option 
when exercised and to ensure the banks remained economically neutral 
with respect to the trading activity conducted by the hedge fund, acting 
as both Investment Advisor and option holder.'*^ 

In addition, in many of the basket options examined by the 
Subcommittee, the option buyer, the hedge fund, paid a cash premium 
equal to about 10% of the funds intended to be invested from the 
managed account and the bank then provided financing for the 
remaining 90%, charging interest on the funds provided by the bank. In 
other words, if the hedge fund paid a $1 million premium into the basket 
option account, the bank could deposit another $9 million into the 
account, giving the hedge fund, as Investment Advisor, a total of $10 
million to invest, while charging interest on the $9 million loaned to the 
account. This financing arrangement greatly increased the amount of 
funds that the hedge fund, as Investment Advisor, had available to 
invest. It also magnified the potential investment profits or losses from 
the managed account. 

Upon exercise, the hedge fund benefited from the option if the 
value of the securities in the managed account increased during the 
option period, while its risk of loss was limited to the amount of the 
premium it had paid to the bank. In other words, to continue the earlier 
example, if the account began experiencing losses, the hedge fund’s 


it had “rejected [designated positions’] execution or liquidated the holding for various business 
(i.e., hedging) reasons.” See “Renaissance Technologies: MAPS Restructuring Highlights,” 
prepared by Deutsche Bank, RT-PSI-00068592-599, at 594. When asked about the trades, 
RenTec Co-CEO Peter Brown told the Subcommittee that, “as a first order” he assumed that 
“they [the banks] hedged every single transaction.” Subcommittee interview of Peter Brown, 
RenTec (6/3/2014). 

According to RenTec Co-CEO Peter Brown, the option was a “delta 1” option, meaning that 
its value perfectly tracked the value of the underlying assets. Subcommittee interview of Peter 
Brown, RenTec (6/3/2014). Barclays risk management personnel also confirmed that this was a 
“delta 1 option” and explained to the Subcommittee that basket options did not pose either 
“market risk” or “credit risk” for the bank. Subcommittee interview of Lansford Dyer, Barclays 
(4/3/2014). In addition, Barclays represented to its regulator, the Financial Ser\ices Authority, 
that the COLT structure “does not give rise to market risk within Palomino Limited. As such it 
is equivalent to a forward sale.” 9/5/2002 letter from Barclays to the Financial Services 
Authority, “Project COLT,” BARCLAYS-PSI-005260-261. 

See “Renaissance Technologies: MAPS Restructuring Highlights,” prepared by Deutsche 
Bank, RT-PSI-00068592-599, at 594; Subcommittee interviews of Eamon McCooey, Deutsche 
Bank (5/2/2014) and Martin Malloy, Barclays (5/1/2014), See also Subcommittee interview of 
Jonathan Mayers, RenTec (5/28/2014). 
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losses would be limited to the $1 million premium it had deposited into 
the account. In contrast to the hedge fund which conducted the trades 
and benefited from the resulting profits or losses, the bank benefited 
from the option transaction primarily from fee revenues generated from 
the financing and trading fees it charged to the option holder for the 
trading activity in the managed account. The bank also benefitted from 
the revenues generated from its ability to lend out securities contained in 
the managed account. 

The hedge fund also supposedly benefited from a certain amount 
of compensation paid by the bank for performing investment advisory 
services for the managed account. That compensation in at least one 
case was substantially below the standard hedge fund fees charged in the 
market for years, presumably because the hedge fund was investing on 
behalf of itself and not for the bank. For example, for years, RenTec 
was paid a minimal fixed fee by both Deutsche Bank and Barclays for 
acting as an Investment Advisor to basket options accounts at those 
institutions. Moreover, the banks did not pay the fee separately. 

Instead, the fee was subtracted from the option account’s trading profits 
that would otherwise have been paid to the hedge fund upon exercise of 
the option. In 2008, Deutsche Bank increased the fee to give it the 
appearance of being in the range of a standard fee, but continued to 
deduct it from the trading profits in the option account. By agreeing to 
subtract the investment advisory fee from the trading profits otherwise 
owed to the hedge fund investors upon exercise of the option, the hedge 
fund’s compensation was essentially limited to the total amount of 
profits produced by the trading strategy it directed. 

Basket Option Advantages. A basket option constructed 
according to the terms just described are alleged to create several 
advantages for the buyer and the seller. First, because the option 
purports to act as a synthetic derivative product rather than as the direct 
trading of a portfolio of real assets, the option buyer pays only a small 
premium to participate in the trading of the assets. Second, the option 
enables the option buyer to gain financing for its securities investments 
far in excess of the Regulation T limits on leverage that would apply if it 
had purchased the securities directly through a prime brokerage 
account."'^' Essentially, Regulation T limits the leverage in a margin 
account to a ratio of 2:1, while the basket options arrangements 
reviewed by the Subcommittee generated a leverage ratio of as much as 
20:1. 


Third, the banks claimed that the basket options shifted the risk of 
short-term catastrophic market events from the option buyer to the 
option seller. Normally, the owner of a brokerage account bears the 


44 


See Credit by Brokers and Dealers (Regulation T), 12 C.F.R. § 220. 1 (a). 
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entire risk of losses on its holdings and can be forced to satisfy margin 
calls on its account or go into default. In a basket option structure, 
however, the option buyer’s loss is limited under the basket options 
contracts to the amount of its premium. For example, if a hedge fund 
paid a $1 million premium, and the bank supplied $9 million in 
additional financing, even if the account losses exceeded $1 million, the 
hedge fund’s loss would be capped at that amount. At the same time, 
the basket option contracts included provisions that permitted the banks 
to terminate any option in which substantial losses began to accumulate 
prior to exhausting the entire premium, thereby minimizing the risk of 
loss to the bank.'*'’ If the securities in the managed account dropped in 
value by more than the premium, despite provisions included in the 
option contract to preclude such additional losses, the option ceased to 
exist (“knocked out”) and the option holder received nothing, while the 
option seller, in this case a major bank, bore the remainder of any 
additional loss. 

The option seller benefits from the basket option arrangement 
through receipt of the premium and, in the case where the seller also 
provides financing for the purposes of leverage, from fees paid in 
exchange for the loans,'*® It also earns fees from executing transactions 
for the managed account which, in the case of high volume trading, can 
be substantial. In addition, the option seller can protect against any 
financial loss by hedging the option through the managed account and 
using the profits from the transactions in that account to cover any gains 
owed to the option buyer. 

Potential Tax, Leverage, and Transparency Abuses. Basket 
options are vulnerable to the same tax, leverage, and transparency 
abuses identified above for derivatives generally. Of particular concern 
in the Subcommittee’s investigation is abuse of basket options to avoid 
tax. Option buyers have used the basket option structure to characterize 
short-term trading profits from the daily trading activity in the managed 
account as long-term capital gains for tax purposes. Option buyers have 
claimed that those profits were entitled to long-term capital gains 
treatment, because the option itself was held open for more than one 
year and thereby lowered the tax rate an investor had to pay on the gains 
paid out upon the exercise of the option. Option buyers have also 


The Deutsche Bank MAPS options authorized the bank to take over the account and liquidate 
the assets when the losses hit a threshold level equal to a specified portion of the premium, while 
the Barclays COLT options authorized the bank to take over the account and liquidate the assets 
when the losses extinguished the entire premium. Subcommittee interview of Satish 
Ramakrishna, Deutsche Bank (5/16/2014); 12/6/2006 “Amended and Restated Investment 
Management Agreement,” signed by Barclays and RenTec, RT-PSI-00134963-5013, at 4973. 

The seller of tlie option used part of the premium to fimd the initial purchase of the referenced 
assets that were held in the basket portfolio. The remainder of the premium - generally 20% - 
25% of the total premium - was taken by the option seller as a financing fee for the leverage that 
it was providing to the hedge fund. 
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claimed that they were not required to recognize any taxable gain from 
dividends paid on securities in the managed account until the option is 
exercised, despite the fact that the option buyer was credited with the 
gains from those dividends prior to any exercise of the option. In 
addition to those tax abuses, basket options can be used to circumvent 
the leverage limits in Regulation T and the reporting requirements in 
Schedule 13D, as indicated earlier. 

B. Overview of Tax Principles 

To understand the tax issues raised by basket options, it is useful to 
review key tax principles Involving the taxation of capital gains and 
stock dividends; an existing tax code section, Section 1260, that sought 
to stop the use of abusive derivatives, including options; and the judicial 
doctrine warning taxpayers against elevating form over substance to 
avoid taxation. Also relevant is a 2010 IRS advisory memorandum 
determining that basket option arrangements did not entitle the option 
holders to treat their short-term trading profits as long-term capital gains. 

(1) Short and Long-Term Capital Gains Tax 
Treatment 

Because basket options involve the trading of securities, one key 
tax issue involves the taxation of capital gains, and whether those gains 
should be taxed at the short or long-term rate. A related issue is when 
the gains are realized. 

The profit realized from the sale of a capital asset is known as a 
capital gain.''^ Capital assets include stocks, options, bonds, precious 
metals, and real property held for investment.'** When such an asset is 
sold, the difference between the amount paid for the asset and the 
amount for which it is sold is a capital gain.'*’ When an asset is owned 
by a taxpayer for one year or less and sold, the gain is considered a 
“short-term” capital gain, and when the asset is held for more than a 
year at the time of sale, the gain is classified as a “long-term” capital 
gain.**® 

Long-term and short-term capital gains have long been taxed at 
different rates for Individuals under the Internal Revenue Code.^' To 
encourage long-term investments in the economy, the tax code has 
applied more favorable tax rates to longer term investments held by 
individuals, while short-term capital gains have been taxed at the 

2/27/2014 “Topic 409-Capital Gains and Losses,” prepared by IRS, 
http://www.irs.gov/taxtopics/tc409.html. 

“'‘Id. 

*Id. 

’"Id. 

“‘Id. 
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taxpayer's ordinary income tax rate.^^ For example, if a taxpayer’s 
ordinary income were taxed at a marginal rate of 35%, the taxpayer 
would pay that same tax rate on any short-term capital gains. In 
contrast, any long-term capital gains reported by the individual would 
currently be taxed at a rate of 20%. The level of the reduced rate for 
long-term capital gains has fluctuated since the introduction of personal 
income taxes in 1913.^^ During the period 2008 to 2012, for example, 
the long-term capital gains tax rate was 1 5%.^"* 

Timing of Income. For federal income tax purposes, a 
“realization” event - an event in which a taxpayer realizes income - is 
required to determine the amount of taxable income from a capital asset 
that must be reported on a tax return. The Supreme Court described 
realization events as “undeniable accessions to wealth, clearly realized, 
and over which the taxpayers have complete dominion.”^’ A taxpayer 
generally may not choose the timing of income to minimize the 
taxpayer’s tax burden.^® In other words, a taxpayer has realized and 
must report taxable income whenever the taxpayer sells a financial 
instrument, such as shares of stock, and experiences a financial gain. 

In the case of derivatives, realization events under I.R.C. §1001 
can occur at several different times. Often derivatives, such as options, 
are considered open transactions, which are not taxed during their life, 
but are instead taxed at a realization event, usually when the option is 
exercised or sold.®’ Other sections of the tax code mandate realization 
events, such as requirements that certain financial instruments be 
assigned a market value (“marked to markef ’) on a regular or annual 
basis.®* Additionally, even if the realization of income from a capital 
asset could otherwise be deferred, events that represent material or 
fundamental changes to that asset can result in an immediate realization 
event that requires the taxpayer to report the gain or loss on the 

- 59 

taxpayer s tax return. 

Taxation of Hedge Fund Investors. Fledge funds are often 
organized as limited partnerships. Typically, the general partner of the 
hedge fund acts as the investment advisor and administers the fund. 


4/1 1/2007 “Individual Capital Gains Income: Legislative History,” prepared by Congressional 
Research Service, http://congressionalresearch.com/98- 

473/document.php?study==Individual+Capital+Gains+Income+Leg{slative+History. 

6/13/2013 “Federal Capital Gains Tax Rates, 1988-2013,” prepared by the Tax Foundation, 
htlp://taxfoundation.org/aiticle/federal-capital-gains-tax-rates-1 988-201 3. 

CommT of Internal Revenue v. Glenshaw Glass Co.. 348 U.S. 426. 43 1 (1955). 

12/2/201 1 “Present Law and Issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-1 1 , at 1 6, 
https://www.jct.gov/publications.htm!?func=startdo\\Ti&id=4372; see 26 U.S.C. § 1001 . 

Id. at 34. 

Id. at 17. 

See 26 U.S.C. § 1001. 
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while investors provide the capital for the fund and hold limited 
partnership interests. Because the funds are taxed as partnerships, they 
are not taxed at the entity level, like a corporation, and are instead 
treated as pass-through entities for tax purposes. In other words, taxes 
owed by the partnership are not paid by the partnership, but are instead 
passed on to each individual partner who becomes responsible for 
paying any taxes owed. Because hedge funds are not taxed at the entity 
or fund level, the fund distributes to its investors their proportionate 
share of the fund’s gains and losses for tax purposes. Investors are 
required to report the gains or losses on their individual tax returns based 
upon the character of the income or gain earned by the fund. Investors 
pay taxes on the gains or losses at the short-term capital gains rate if the 
investment was held by the fund for a year or less, and taxes at the long- 
term capital gains rate if the fund held the investment for more than one 
year. 


(2) Taxation of Stock Dividends 

Because basket options involve the trading of securities, another 
key tax issue involves the taxation of stock dividends. 

Dividends Generally. A dividend is a distribution by a 
corporation of a portion of its earnings to its stockholders, with the 
amount to be distributed based upon the number of shares held by each 
stockholder. If the dividend recipient is a U.S. person, at the end of the 
calendar year, the recipient must report all dividends received on the 
recipient’s tax return as part of that taxpayer’s taxable income.*® Under 
the tax code, U.S. stock dividends are treated as ordinary income and 
taxed at the ordinary income tax rate, unless they fall into a special 
category of “qualified dividends” in which case they are taxed at a 0%, 
15%, or 20% rate depending on the tax bracket of the taxpayer. 

Dividend Withholding. Different rules apply to stock dividends 
paid by U.S. corporations to nonresident alien individuals or non-U.S. 
corporations, partnerships, or other entities (“non-U.S. persons”). 
Dividends paid to non-U.S. persons that are not connected with a U.S. 
business are subject to a tax rate of 30%, absent a tax treaty between 
United States and the non-U.S. person’s country of residence setting a 
lower rate.*' 

U.S. tax law also requires the 30% tax to be “deducted and 
withheld at the source” of the dividend payment being made to the non- 
U.S. person.*^ The purpose of this requirement is to ensure that the tax 

“id. 

See 26 U.S.C. §§ 871(a)(1)(A) and 881(aXl); 3/27/2014 “United States Income Tax Treaties - 
A to Z,” prepared by IRS, http;//www.irs.gov/Businesses/lntemational-Businesses/United-Statcs- 
Income-Tax-Treaties — A-to-Z. 

“ 26 U.S.C. §§§ 1441(a), 1441(b), and 1442(a). 
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owed on the dividend payment is withheld and remitted to the IRS, 
before the dividend payment leaves the United States, since the United 
States is generally without authority to compel collection of U.S. taxes 
outside of its borders.^^ 

The tax code’s tax withholding regime for U.S. stock dividends has 
been in place for decades.®"* The law requires the U.S. withholding agent 
to withhold the appropriate amount of tax from the dividend payment 
and remit the withheld amount to the IRS, before sending the rest of the 
dividend payment to the non-U. S. recipient. 

Dividends and Basket Options. The dividend and capital gains 
tax requirements apply to all transactions involving securities. In the 
case of the basket options examined in this investigation, if a stock held 
in an options trading account were to pay a dividend, that dividend was 
typically paid to the bank in whose name the stock was held. The bank 
then credited the dividend amount to the appropriate options account, 
increasing the total amount of trading profits in that account. 

Some basket options proponents claim, as explained earlier, that 
the basket option arrangement enables the option holder to treat those 
stock dividends as incorporated into the option’s overall gains, which 
can qualify as long-term capital gains if the option is exercised more 
than one year from inception. Some also claim that including the 
dividends in the option’s overall gains could enable the hedge fund’s 
investors to defer paying tax on the dividends to a year later than the 
year in which the dividends were paid, depending upon when the option 
is exercised. In addition, some might claim that the option arrangement 
could enable a non-U.S. hedge fund to claim a lower tax rate than the 
30% withholding rate that applies to some dividends paid to non-U.S. 
persons. Each of those claims depends upon the validity of the option 
structure, and whether or not preferential tax treatment should be given 
to dividends that are paid into an option account compared to dividends 
that are paid into a regular brokerage account without a basket option 
structure. 

If the IRS were to disregard the option structure, treat the hedge 
funds as owning the underlying securities, and take note of the dividends 
paid by the hedge funds to their non-U.S. partners, the IRS might 
determine that the banks or the hedge funds failed to meet their 
withholding obligations and seek to collect the taxes that should have 
been withheld, plus interest and penalties. 

“ See id. 

“ The first federal withholding statute was enacted in 1913; the first comprehensive set of IRS 
withholding regulations for nonresident aliens was issued in 1956. See 12/1/2007, “Tax 
Compliance: Qualified Intermediary Program Provides Some Assurance That Taxes on Foreign 
Investors are Withheld and Reported, but Can Be Improved,” prepared by Government 
Accountability Office, GAO-08-99, at 6, http://www.gao.gov/new.items/d0899.pdf 
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(3) Section 1260 

During the 1 990s, after some investors attempted to use 
derivatives, including options on hedge funds, to convert short-term 
trading profits into long-term capital gains subject to a lower tax rate. 
Congress enacted a new tax code provision. Section 1260, to stop the 
practice.®^ While that tax code provision demonstrated Congressional 
intent to stop abusive derivatives, including abusive options, its 
provisions were drawn narrowly to stop the problematic tax schemes 
then under scrutiny and have not since been expanded by regulation to 
capture similarly abusive structures. Nevertheless, Section 1260 
provides historical context in analyzing the use of basket options to 
avoid taxes on short-term capital gains. 

The abusive derivatives used prior to enactment of Section 1260 
often involved an investment bank and hedge fund.®® The goal of the 
strategy was to permit an investor in a hedge fund to convert their short- 
term gains from the hedge fund into long-term gains. The investment 
bank designed the derivative so that it functioned like an ownership 
interest in the hedge fund, with its value linked to the hedge fund’s 
investment performance. The bank marketed the derivative to clients as 
an alternative to investing directly in the hedge fund.®’ To “hedge” its 
derivative, the investment bank became the partner in the hedge 
fund.®* The strategy sought to allow the investment bank’s clients to 
take advantage of the hedge fund’s high pre-tax returns from short-term 
trading activity (which would normally be treated as short-term capital 
gains) using a derivative that would be held for over a year, contending 
that after the derivative was cashed out, the short-term trading profits 
could be treated as long-term capital gains.®’ At the time, the strategy 
was estimated to produce an 8% tax savings on the investment activity.’® 

In 1 999, to stop the abuses. Congress enacted Section 
1260. Section 1260 treats the profits from the “constructive ownership” 
of specified “financial assets” as ordinary income, not long-term capital 
gains.” The conference report from the House of Representatives 
explained that, without Section 1260: “[ijnvestors may enter into 
forward contracts, notional principal contracts, and other similar 
arrangements with respect to property that provides the investor with the 
same or similar economic benefits as owning the property directly but 


See, e.g., “Tax-Advantaged Hedge Fund Returns Under Code Sec. 1260,” 3 J. Taxation of 
Financial Products 19, David M. Schizer (2002), http://heinonline.org/HOL/Page7handle 
=hein.journals/jrlfm3&div=l8&g_sent=l&coilection==joumals#68. 

Id. 

" Id, at 19. 

“ Id. at 20. 

®Id. 

™ Id. at 19. 

26U.S.C. §1260 (a). 
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with potentially different tax consequences.”^^ The conference report 
also explained that Section 1260 would limit “the amount of long-term 
capital gain a taxpayer could recognize from certain derivative contracts 
(‘constructive ownership transactions’) ... to the amount of such gain 
the taxpayer would have recognized if the taxpayer held the financial 
asset directly during the term of the derivative contract.”’^ 

Section 1260 defined “constructive ownership” as applying to one 
of four types of transactions in which the taxpayer: 

“(A) holds a long position under a notional principal contract with 
respect to the financial asset, 

(B) enters into a forward or futures contract to acquire the financial 
asset, 

(C) is the holder of a call option, and is the grantor of a put option, 
with respect to the financial asset and such options have 
substantially equal strike prices and substantially contemporaneous 
maturity dates, or 

(D) to the extent provided in regulations prescribed by the 
Secretary, enters into one or more other transactions (or acquires 
one or more positions) that have substantially the same effect as a 
transaction described in any of the preceding subparagraphs.”^'* 

The statute also defined “financial asset” as an equity interest in any 
pass-thru entity (like an interest in a partnership), and authorized the IRS 
to write regulations to expand the definition of “financial asset” to cover 
stocks and bonds. Despite the statute’s broad intent to stop taxpayers 
fi-om misusing derivatives, including options, to treat short-term trading 
profits as long-term capital gains, the IRS has not used the regulatory 
authority granted in Section 1260 to capture transactions that are 
substantially similar to, but distinct from, those specified in the 
provision. So for example, while basket options mirror the abusive 
schemes prohibited by Section 1260, Treasury has not issued regulations 
that clearly capture basket options as one of the abusive structures 
prohibited by the provision. 

According to some experts, it was understood at the time that 
option structures could continue to get around this section of the tax 
code by using a variety of strategies.’^ Despite the enactment of Section 


H.R. Rep. No. 106-478, at 159 (1999) (Conf. Rep.). 

”ld. 

26 U.S.C. § 1260 (d)(] )(A-D). No regulations have been promulgated under section D. 

See, e.g., “Tax-Advantaged Hedge Fund Returns Under Code Sec. 1 250,” 3 .1. Taxation of 
Financial Products 19, David M. Schizer ( 2002 ), http://heinonline.org/HOL/Page?handle=hcin. 
jouinals/jrlfm3&div=18&gsent=l&collection=joumals#68. 
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1260, some financial institutions and hedge funds continued to market 
derivative strategies, including options, to transform short-term trading 
profits into long-term capital gains. 

(4) Substance Over Form Doctrine 

It has long been a principle of federal tax law that the substance of 
a transaction, and not its form, will determine the federal income tax 
consequences of the transaction.^* In 1924, in one of its earliest 
articulations of the substance over form doctrine, the Supreme Court 
said: “Questions of taxation must be determined by viewing what was 
actually done, rather than the declared purpose of the participants. ... 
[W]hen applying . . . income [tax] laws ... we must regard matters of 
substance and not mere form.”’’ 

According to the Joint Committee on Taxation of the U.S. 
Congress, while a taxpayer’s legal right “to decrease the amount of what 
otherwise would be his taxes, or altogether avoid them, by means which 
the law permits cannot be doubted,” the court “applied the sham 
transaction doctrine to deny the tax benefits” when the taxpayer’s 
activity circumvents the purpose of the tax code.’^ One of the judicial 
doctrines used to deny such tax advantaged transactions designed to 
circumvent the Internal Revenue Code is the substance over form 
doctrine.’^ Again, according to the Joint Committee on Taxation: “The 
concept of the substance over form doctrine is that the tax results of an 
arrangement are better determined based on the underlying substance 
rather than an evaluation of the mere formal steps by which the 
arrangement was undertaken.” 

The substance over form Judicial doctrine permits the IRS to re- 
characterize a transaction according to its actual substance.**' According 
to a leading tax expert, “to permit the true nature of a transaction to be 
disguised by mere formalisms which exist solely to alter tax liabilities 
would seriously impair the effective administration of the tax policies of 
Congress.”*’ Under rulings of the Supreme Court, the substance over 
form doctrine allows the IRS and the courts to look holistically at a 


See, e.g., Conim’r of Internal Revenue v. Court Holding Co. . 324 U.S. 331, 334 (1945); 
Gregory v. Helvering . 293 U.S. 465, 470 (1935). 

” Weiss V. Sleam . 265 U.S. 242, 254 (1924); “When Substance-over-Form Argument is 
Available to the Taxpayer,” 48 Marq, L. Rev. 41, 42, J. Bruce Donaldson (1964). 

1 1/10/1999 “Description and Analysis of Present-Law Tax Rules and Recent Proposals 
Relating to Corporate Tax Shelters,” prepared by the Joint Committee on Taxation, JCX-84-99, 
at 7, https://www.jct.gov/publications.html?func=showdown&id=2846 (citing Gregory v. 
Helvering. 293 U.S. 465, 469 (1935)). 

” Id. at 7. 

“id. at 18. 

Id. at 19. 

“ J. Brace Donaldson, “When Substance-over-Form Argument is Available to the Taxpayer,” 48 
Marq. L. Rev. 41,41 (1964). 
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transaction to understand its nature and bypass any titles or formalities 
used to disguise the transaction for tax purposes.®^ For example, the IRS 
may apply the substance over form doctrine in analyzing whether a 
derivative, such as an option, should more properly be analyzed as a 
direct investment in the underlying or referenced assets through the use 
of “a disguised agency arrangement” with a counterparty, since the 
derivative can be used to achieve economic returns indistinguishable 
from the direct investment in the underlying physical security.®'* 

Step Transaction Doctrine. The step transaction doctrine is a 
corollary of the substance over form doctrine. It treats a series of 
separate transactions as a single transaction if the separate transactions 
were, in substance, steps that were intended to be “integrated” and 
“focused” toward a result to avoid taxation.®® According to the Joint 
Committee on Taxation: “In determining whether to invoke the step 
transaction doctrine, the courts have looked to two primary factors: (1) 
the intent of the taxpayer, and (2) the temporal proximity of the separate 
steps.”®® Courts have held that the doctrine should not apply if the 
taxpayer can show that at the time the first of a series of steps was 
undertaken, the taxpayer did not intend to affect the other steps.®’ 

Courts have also held that the step transaction doctrine may apply even 
if a taxpayer can identify a valid business purpose. As one appeals court 
stated: ‘“[A] legitimate business goal does not grant [a] taxpayer carte 
blanche to subvert Congressionally mandated tax patterns.’”®® 

(5) 2010 IRS Basket Options Memorandum 

On November 12, 2010, the IRS issued Generic Legal Advice 
Memorandum (GLAM) No. AM20 10-005, determining that an option 
used to purchase a basket of securities that is essentially managed by the 
taxpayer holding the option should not be treated as an option for tax 
purposes.®’ Instead, the taxpayer should be treated as owning the 


See Comm''r of Internal Revenue v. Court Holding Co. , 324 U.S. 331, 334 (1945). 

3/4/2008 ‘‘Present Law and Analysis Relating to the Tax Treatment of Derivatives,” prepared 
by the Joint Committee on Taxation, JCX-21-08, at 13-14, 
https://www.jct.gov/publications.htmi?func=staitdown&id=1319. 

1 1/10/1999 “Description and Analysis of Present-Law Tax Rules and Recent Proposals 
Relating to Corporate Tax Shelters,” prepared by the Joint Committee on Taxation, JCX-84-99, 
at 19-20, https://www.jct.gov/piiblications.html?fiinc=showdo'wn&id=2846 (citing Penrod v. 
CommT . 88 T.C. 1415, 1428 (1987)). 

Id. at 20. 

Id. (citing McDonalds Restaurants of 111, v. CommT, 688 F.2d 520 (7th Cir. 1982)). 

AeroOuip-Vickers. Inc, v. CommT. 347 F.3d 173 (6'*’ Cir. 2003) (citing Associated Wholesale 
Grocers. Inc, v. U.S. . 927 F.2d 1517, 1526 (10th Cir. 1991) and quoting Kuper v. CommT , 533 
F. 2d 152, 158 (5th Cir. 1976)). See also Jacobs Eng’g Grp., Inc, v. U.S. . No. CV 96-2662. 1 997 
WL 314167 (C.D. Cal. Mar. 5, 1997) {ajfd, without public opinion. No. 97-55647, 1999 WL 
89057 (9th Cir. 1 999) (ruling against the taxpayer, the court found that twelve short-term loans 
from CFC really functioned as a long-term loan lasting over two years)). 

1 i/12/10 “Hedge Fund Basket Option Contracts,” prepared by IRS Office of Chief Counsel 
Memorandum, at 2, http;//www.irs.gov/pub/irs-utl/am2010005.pdf 
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securities underlying the alleged option and pay the taxes owed on any 
capital gains. 

GLAMs are issued by the Associate Chief Counsel of the IRS to 
provide authoritative legal opinions to IRS personnel on matters relevant 
to administering the federal tax code. While the IRS does not use or cite 
GLAMs as legal precedent in court, they provide authoritative 
information on the agency’s views of key tax issues.’® 

The 2010 GLAM addressed an options structure involving a 
foreign bank and a hedge fund whose general partner had been made the 
investment advisor in charge of creating and trading the basket of 
securities that was the focus of the option. In the fact pattern set out in 
the GLAM, the hedge fund entered into an options contract with the 
foreign bank, with the option payoff equal to the gains produced by a 
“dynamic” basket of securities, also called the “Reference Basket.”” 

The fact pattern described in the GLAM was analogous to the basket 
option structures at Deutsche Bank and Barclays examined in this 
investigation. 

In the GLAM, the IRS concluded: (1) the contract did not function 
like an option, and should not be treated as an option; and (2) the 
taxpayer should be treated as the owner of the underlying securities, 
because it had control over the securities, had the full opportunity for 
gain, and bore the substantial risk of loss.’^ Refusing to elevate form 
over substance, the IRS rejected the contract’s formalistic invocation of 
an option and determined instead that the hedge fund, in substance, 
owned the securities underlying the Reference Basket.’^ The GLAM 
observed that, to determine ownership of stock, the most relevant factors 
courts have considered are the ability to sell shares, the power to vote, 
the right to receive dividends, and the opportunity for gain and risk of 
loss.” The IRS concluded that the hedge fund had most of those 
attributes and should be treated as the tax owner of the securities in the 
basket, because the hedge fund had the opportunity for full gain, bore 
the substantial risk of loss, and had complete control over the securities 


See 6/13/2014, “Legal Advice Issued by Associate Chief Counsel,” prepared by 
IRS, http://www.irs.gov/uac/Legal-Advice-Issued-by-Associate-Chicf-Counsei (GLAMs “are 
legal advice, signed by executives in the National Office of the Office of Chief Counsel and 
issued to Internal Revenue Service personnel who are national program executives and 
managers. They are issued to assist Service personnel in administering their programs by 
providing authoritative legal opinions on certain matters, such as industry-wide issues.”). 

1 1/12/2010 “Hedge Fund Basket Option Contracts,” prepared by IRS Office of Chief Counsel 
Memorandum, at 2, hltp://www.irs.gov/pub/irs-utl/ani2010005.pdf. 

Id. at 1. 

Id. at 9. 

Id. at 8. See also two 2010 Tax Court opinions consistent with this method of analysis. 
Anschutz V. Comm’r . 135 T.C. No. 5 (July 22, 2010); Calloway v. Comm’r . 135 T.C. No. 3 (July 
8, 20 1 0). The Court of Appeals for the Eighth Circuit has focused on the same factors in 
determining the ownership of mutual fund shares. See Christoffersen v. U.S. . 749 F.2d 5 1 3 (8th 
Cir. 1984). 
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in the basket.’^ It also noted that the hedge fund bore the risk of loss up 
to its entire premium.®'^ Even though the securities were held in the 
name of the foreign bank, the GLAM determined that the foreign bank 
did not bear substantial risk for the basket of securities, because it had 
rights to liquidate the securities or force risk-reducing trades.’’ 

In essence, like this Report, the IRS determined that the basket 
option contracts had created fictional derivatives that should be 
disregarded for tax purposes. 


1!/! 2/2010 “Hedge Fund Basket Option Contracts,” prepared by IRS Office of Chief Counsel 
Memorandum, at 9, littp://www.irs.gov/pub/irs-utl/ani2010005.pdf. 

*Id. 

” Id. at 10. 
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III. BASKET OPTION CASE STUDIES 

The financial institutions that most extensively promoted and used 
the basket option structure from 1998 to 2013, were Deutsche Bank, 
Barclays, and hedge funds RenTec and George Weiss. The 
Subcommittee’s case studies involving their actions illustrate how 
basket options have been used to circumvent taxes and federal leverage 
limits. 


A. Basket Option Participants 
(1) Deutsche Bank 

Deutsche Bank AG (Deutsche Bank) was founded in 1870 and is 
headquartered in Frankfurt, Germany.’* Deutsche Bank is the largest 
bank in Germany and one of the largest financial institutions in the 
world.” It had total assets of over $2.2 trillion as of December 31, 
2013.'®° As of December 31, 2012, Deutsche Bank employed about 
100,000 people on a full-time basis and operated over 3,000 branches 
worldwide in 72 countries, with nearly 50% of its employees located in 
Germany.'®' Deutsche Bank is a global investment bank and offers a 
wide variety of investment, financial, and related products and services 
to private individuals, corporate entities, and institutional clients around 
the world. 

Deutsche Bank has offices in major centers including London and 
New York City.'°^ It has eight major entities in the United States. '°° 
Deutsche Bank AG New York Branch deals with derivatives trading and 
standard deposit and currency transactions; the New York Branch, alon| 
with almost all other U.S. entities, is Deutsche Bank AG’s subsidiary.'® 
Other subsidiaries include Deutsche Bank Securities Inc., a SEC- 
registered broker dealer and investment advisor, and Deutsche Bank 
Trust Corporation, a bank holding company.'®* 


“Chronicle - from 1870 until today,” prepared by Deutsche Bank, at 2, 8, https://www.db. 
com/en/mcdia/Deutsche-Bank-History - Chronicle-from-1870-until-today.pdf. See also 
“Addresses,” prepared by Deutsche Bank, htfps://www.db.com/en/content/ Addresses.htm. 

“Annual Financial Statements and Management Report of Deutsche Bank AG 2012,” prepared 
by Deutsche Bank, at 2, http.s://agm.db.com/en/docs/Annual_Financial_Statements 
and_Management_Report_Deutsche_Bank__ AG_20 1 2.pdf. 

“Deutsche Bank AG (DB) Balance Sheet,” Yahoo Finance, 
http://fmance.yahoo.com/q/bs?s=DB&annual. 

5/2013 “Deutsche Bank at a Glance,” prepared by Deutsche Bank, at 9, 12, 
https://www.db.com/medien/en/downloads/Deutsche_Bank_at_a_glance.pdf. 

10/31/2013 “Deutsche Bank Resolution Plan,” prepared by Deutsche Bank, at 20, 
http://www.fdic.gov/rcgulations/refonn/resplans/plans/deutschebank- 165-131 0.pdf 
Id. at 5-9. 

'“Id. 

«« ta w s./; 
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Deutsche Bank offers financial products and services for corporate 
and institutional clients along with business and high net worth 
clients.'®*’ Services include global banking; corporate finance; sales, 
trading and structuring of financial products; mergers and acquisitions; 
and investment and wealth management.'®’ 

Jurgen Fitschen and Anshu Jain are the current co-Chief Executive 
Officers of Deutsche Bank and were appointed to those positions in 

2011. '®* Mr. Jain was previously head of Deutsche Bank’s investment 
banking group.'®® In the United States, Jacques Brand has been the 
Chief Executive Officer of Deutsche Bank in North America since 

2012. "® He was previously the Global Head of Investment Banking 
Coverage and Advisory in Deutsche Bank’s Corporate Banking and 
Securities division.'" 

Deutsche Bank Non-Prosecution Agreement. About ten years 
ago, Deutsche Bank became the subject of a series of investigations 
focused on its participation in abusive tax shelters from 1996 through 
2002, which aided and abetted evasion of an estimated $5.9 billion in 
U.S. income taxes."" On December 21, 2010, Deutsche Bank and the 
U.S. Attorney for the Southern District of New York executed a non- 
prosecution agreement (NPA) related to the bank’s involvement with the 
abusive tax shelters."® Under the agreement, the bank paid more than 
$550 million to the United States, "^and the U.S. Attorney and the U.S. 
Department of Justice (DOJ) agreed not to prosecute Deutsche Bank 


5/2013 “Deutsche Bank at a Glance,” prepared by Deutsche Bank, at 4, 8, https://www.db. 
coni/medien/en/downloads/Deutsche_Bank_at_a_glanee.pdf. 

“Deutsche Bank Names Co-C.E.O.’s to Succeed Ackermann,” The New York Times. Jack 
Ewing (7/25/201 1), htlp://dealbook.nytimes.com/201 1/07/25/deutsche-bank-taps-co-ceos-to- 
replace-ackermann/. 

’®Id. 

' 1 1/1/2012 “Deutsche Bank appoints Jacques Brand and Bill Woodley as CEO and Deputy 
CEO of North America,” prepared by Deutsche Bank, 
https://www.db.com/medien/en/content/3862_4221.hlm. 

Id. 

"* 12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AG ~ Non-Prosecution Agreement,” at 1 , 
http://lib.law.virginia.edu/Garrett/prosecution_agreements/sites/dcfault/files/pdf/ 
deutschebank.pdf. See also “U.S Tax Shelter Industry: The Role of Accountants, Lawyers, and 
Financial Professionals,” U.S. Senate Permanent Subcommittee on Investigations, S. Hrg. 108- 
473 (Nov. 18 and 20, 2003). 

12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AG - Non-Prosecution Agreement,” at 1, 
http://Ub.law.virginia.edu/ Garrett/prosecution_agreements/sites/default/files/pdf/ 
deutschebank.pdf. 

' The $553,633,153 payment represented the fees Deutsche Bank earned from its participation 
in the tax shelter activity, the amount of taxes and interest the IRS was unable to collect from the 
taxpayers because of Deutsche Bank’s activity, and a civil penalty of more than $149 million. 
12/21/2010 “Deutsche Bank to Pay More 'fhan $550 Million to Resolve Federal Tax Shelter 
Fraud Investigation,” U.S. Attorney for the Southern District of New York Press Release, at I , 
http;//www.justice.gov/tax/usaopress/20I0/deutschebankpr.pdf. 
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criminally for participating in abusive tax shelters benefiting its clients 
from 1997 to 2005, provided the bank met certain requirements.”’ 

Those requirements included Deutsche Bank’s continued 
cooperation with the DOJ in its tax shelter prosecutions, and 
appointment of an independent expert to oversee bank reforms to ensure 
the bank stopped participating in transactions used to defraud the IRS.”*’ 
The NPA also banned Deutsche Bank’s involvement with any pre- 
packaged tax products, which were the type of tax shelters that led to the 
criminal proceedings.”’ Bart Schwartz was selected to serve as the 
independent expert to monitor Deutsche Bank’s actions.”* In that 
position, Mr. Schwartz was responsible for evaluating the 
implementation and effectiveness of the bank’s compliance measures.”’ 
Under the terms of the NPA, the government was also authorized to 
prosecute the bank for a violation of the NPA or to extend the tenure of 
the independent expert.'^® 

During the multiple years in which the NPA was negotiated, the 
bank apparently made no mention of the MAPS product. As explained 
later, after a Federal Reserve Bank examination identified concerns with 
the MAPS product in 20 1 2, Deutsche Bank, at the insistence of the 
Federal Reserve, brought the product to the attention of the U.S. 
Attorney for the Southern District of New York in connection with the 
NPA '21 jjjg contacted the U.S. Attorney’s Office in August 2012, 
and engaged in several followup discussions and meetings.’^^ Aside 
from those contacts, the Subcommittee is unaware of what, if any, 
actions were taken by the U.S. Attorney’s Office in response. The NPA 
is still in effect.’’^ 


12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AG - Non-Prosecution Agreement,” at 1-6, 
http://lib.law,virginia.edu/ Garrett/prosecution_agreements/sites/default/files/pdf/ 
deutschcbank.pdf. 

' 12/21/2010 “Deutsche Bank to Pay More Than $550 Million to Resolve Federal Tax Shelter 

Fraud Investigation,” U.S. Attorney for the Southern District of New York Press Release, at 1 , 
http://www, justice. gov/tax/usaopre.ss/2010/deutschebankpr.pdf. 

"Ud. 

"Ud. at2. 

"Ud. 

12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AO - Non-Prosecution Agreement,” at 2-3, 
Exhibit B 8, http://lib.iaw.virginia.edu/Garrett/prosecution_agreements/sites/default/files/ 
pdf/deutschebank.pdf. 

Information provided by the Federal Reserve Bank of New York, (6/17 and 6/18/2014). 
Subcommittee briefing by Deutsche Bank counsel (6/2/2014 and 6/30/2014). 

A 12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of 
New York (“SONY”), to Deutsche Bank’s counsel, entitled “Deutsche Bank AG - Non- 
Prosecution Agreement,” contained the following language: “ Unless otherwise stated in this 
Agreement . Deutsche Bank’s obligations under this Agreement will continue until the later of (1) 
a period of two years from the date of the signing of this Agreement, or (2) the expiration of the 
tenure of the independent Expert, as that term is defined in here.” [Emphasis added.] However, 
under the following section of the letter (entitled “Continuity Obligation to Cooperate”), 



171 


33 


(2) Barclays 

Barclays Public Limited Company (BPLC) was founded in 1690, 
and is a public limited company based in London.'^'* Barclays is one of 
the largest banks in the United Kingdom. It has total assets of nearly 
$2.2 trillion as of December 31, 2013.'^^ Barclays provides financial 
services in over 50 countries and employs approximately 140,000 
people.'^'’ Since the closure of the U.K. Financial Services Authority 
(FSA) in 2013, Barclays is now regulated by the United Kingdom’s 
Prudential Regulation Authority and Financial Conduct Authority.'^’ In 
the United States, BPLC is a bank holding company that possesses 
nearly £1.5 trillion in consolidated assets and owns multiple U.S. 
entities, including Barclays Bank PLC New York Branch (BBPLC) and 
Barclays Capital Inc. (BCI), which is a registered broker-dealer.'^* Its 
five core lines of business are: (1) fixed income securities products such 
as mortgage-backed securities, (2) fixed income rates, (3) liquid equities 
products, (4) prime services such as margin and securities lending, and 
(5) fixed income credit.’^’ 

BCI is the market access point for customers for all Barclays’ U.S. 
secured financing.'^’’ It provides secured financing through its prime 
services business, which includes both a fixed income repurchase 


detailing Deutsche Bank’s obligations to cooperate on an ongoing basis with the SONY, the IRS, 
the civil branch of the Department of Justice (“DOJ”) tax and any other law enforcement agency 
designated by the SDNY, the SONY wites that: “Deut.sche Bank’s obligations under this 
paragraph will continue until the later of (1) a period of two years from the date of the signing of 
this Agreement, or (2) the date upon which all prosecutions and appeals arising out of, or relating 
in any way to, the conduct described in the Statement of Facts are finally concluded, or (3) the 
date when all IRS and DOJ Tax civil proceedings and appeals relating to the tax shelter activity 
described in the Agreement are finally concluded.” 12/21/2010 letter from Preet Bharara, United 
States Attorney for the Southern District of New York, to Deutsche Bank’s counsel, “Deutsche 
Bank AG - Non-Prosecution Agreement,” at 2-3, http://lib.law.virginia.edu/Garrett/prosecution_ 
agreements/sites/default/files/pdf/deutschebank.pdf. According to the Department of Justice, the 
NPA is still in effect because IRS and DOJ Tax civil proceedings relating to the tax shelter 
activity described in the NPA are not yet finally concluded. Report on the status of Deutsche 
Bank’s Non-Prosecution Agreement, provided by the Department of Justice to the Subcommittee 
on 2/19/2014 and 9/27/2014. 

“Barclays Timeline,” prepared by Barclays, hltp://www.timeline. barclays.com/timeline.html; 
“Lombard Street,” prepared by Barclays, http://www.barclays.com/aboul- 
barclays/history/lombard-street.html; 7/2012 “Resolution Plan Section 1 : Public Section,” 
prepared by Barclays, at 2, http://www.fdic.gov/regulations/rcform/resplans/ plans/barclays- 
1207.pdf. 

3/3/2014, Barclays “Annual Report 2013,” at 277, 
http://reports.bardays.eom/arl3/#highlights. 

10/2013 “Barclays Resolution Plan: Public Section, October 2013,” prepared by Barclays, at 
1 7, http://www.fdic.gov/regulations/reform/resplans/plans/barclays- 165-131 0.pdf. 

See “UK financial regulation overhauled,” BBC . (3/31/13), http://www.bbc.com/news/ 
business-21987829. 

10/2013 “Barclays Resolution Plan: Public Section, October 2013,” prepared by Barclays, at 
3,6, http://www.fdic.gov/regulations/reform/resplans/plans/barclays- 165-131 0.pdf 

Id. at 9. 

Id. at 14. 
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agreement desk and an equity financing desk within BCI. BBPLC 
serves as the consolidation point within the Barclays group for all 
funding in U.S. dollars.'^^ It has access to the discount window at the 
Federal Reserve Bank of New York, and it is funded through external, 
unsecured financing from BPLC.‘^^ 

Sir David Walker has been the Barclays Group Chairman since 
2012.'^'* He was previously the Chief Executive Officer of Morgan 
Stanley.”^ In addition, Antony Jenkins replaced Bob Diamond as the 
bank’s Chief Executive Officer after the bank became the subject of a 
number of investigations into its business practices.'^^ Some of those 
investigations examined the bank’s participation in tax avoidance 
schemes.'^’ In February 2012, for example, the U.K. Treasury stopped a 
“high-street bank,” understood to be Barclays, from implementing what 
they called “highly abusive” tax avoidance schemes that could have 
resulted in the loss of some £500 million in public revenue.'^* 

Salz Review. In response to the multiple investigations and 
negative public reaction, in July 2012, Barclays’ leadership 
commissioned what it called the Salz Review, named after Sir Anthony 
Salz, a prominent British solicitor who headed the effort. The stated 
objective of the effort was to get an independent review of Barclays’ 
business practices and determine “what went wrong.”''*® The reviewers 
reported to a non-executive committee at Barclays.''*' The Salz Review 
described the bank culture as one of “winning at all costs” and prizing 
the “cleverness” of employees who took “robust positions with 
regulators ... [and followed] the letter rather than the spirit of the 
rules.”''*^ Among other findings, the Salz Review stated that “a culture 
developed within Barclays, quite possibly derived originally from the 
investment bank, which came across to some as being . . . arrogant and 
aggressive.”'*^ 


'3' Id. 

Id. 

Id. 

“Leadership: Sir David Walker,” prepared by Barclays, http://www.barclays.com/aboul' 
barclays/Ieadership-team/sir-david-walker.html. 

Id. 

See “Barclays to close ‘tax avoidance’ unit” BBC , (2/10/2013), 
http://www.bbc.com/news/business-21397844. 

‘^^Id. 

“Barclays £500m tax loophole closed by Treasury in rare retrospective action,” The Guardian , 
Jill Treanor (2/27/2012), http;//www.theguardian.com/business/2012/feb/28/treasury-cioscs- 
barclays-tax-schemes?guni=Article:in%20body%201ink. 

See 4/2013 “Salz Review: An Independent Review of Barclays’ Business Practices,” prepared 
by Anthony Salz et al., at 2, 

http://online.wsj.eom/pubiic/resourccs/documents/SaIzReview04032013.pdf. 

See id. at opening letter from Anthony Salz.. 

Id. at Disclaimer. 

Id. at 82. 

Id. at 70. 
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The bank drew particular criticism for abusive tax structures that 
were deemed “insensitive to changing political and public expectations 
around tax.”''*'* When confronted by regulators about tax avoidance 
issues, the bank’s Structured Capital Markets (SCM) Group and the 
bank at large were “more willing than its peers to challenge outsiders 
and less willing to cede ground.”"'*^ Among other tax products, SCM 
devised and administered the COLT options structure under examination 
by the Subcommittee.*'*® 

In 2013, Barclays responded to the Salz Review by instituting 
“Project Transform,” a project that sought to review and implement 
changes in many of the bank’s divisions to steer away from future 
regulatory violations. *'" Many of the changes instituted through the 
project were a direct result of the recommendations of the Salz Review, 
including an overhaul of Barclays’ corporate values and the 
implementation of risk-reduction strategies in its business 

• 148 

transactions. 

In addition, in another response to the Salz Review, Barclays 
terminated the SCM group in February 2013.''*’ CEO Antony Jenkins’ 
speech to the news media at the time explained “[tjhere are some areas 
[at SCM] that relied on sophisticated and complex structures, where 
transactions were carried out with the primary objective of accessing the 
tax benefits. Although this was legal, going forward such activity is 
incompatible with our purpose. We will not engage in it again.” 

(3) Renaissance Technologies Corporation LLC 

Founded in 1982, Renaissance Technologies Corporation LLC 
(RenTec), a Delaware limited liability corporation, is a SEC-registered 


Id. at 74. 

Id. at 82. 

See 1 1/2002 “Project COLT Renaissance Technologies Corp User Guide,” prepared by 
Barclays, BARCLAYS-PSl-213567-585. 

See 2/11/14 “2013 Transform Highlights,” prepared by Barclays, 
http://www.barclays.com/conlent/dam/barclayspublic/docs/Microsites/Transform/TransformUpd 
ates/full-year-results- Transform- 11021 3,pdf. 

See “Barclays’ response to the Salz Review,” prepared by Barclays, at 2, 3, 
http://www.barclays.com/content/dam/barclayspublic/documents/news/47l-392-250413-salz- 
response.pdf; 2/1 1/14 “2013 Transform Highlights,” prepared by Barclays, at 5, 8 
http://www.barclays.com/content/dam/barclayspublic/docs/Microsites/Transform/TransformUpd 
ates/full-year-results-Transform-1 10213.pdf. 

Sec 2/12/2013 “Barclays Strategic Review,” Barclays Press Release, 
http://www.newsroom.barclays.com/Press-releases/Barclays-Stratcgic-Review-9db.aspx; 
“Barclays to close ‘tax avoidance’ unit.” BBC . (2/10/2013), http://ww'w.bbc.com/news/business- 
21397844. 

“Barclays to close ‘tax avoidance’ unit,” BBC . (2/10/2013), 
http://www.bbc.com/ncws/business-21397844. 
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investment adviser.'^' Its main headquarters is in East Setauket, New 
York, while its administrative offices are in New York City. As of 
March 31, 2014, its combined holdings exceeded $41 billion. 

RenTec was founded by James Simons who had previously served 
as a code breaker for the United States military and then headed the 
mathematics department at SUNY-Stony Brook.'^'* The current co- 
CEOs are Peter Brown and Bob Mercer.'^^ The current Chief Financial 
Officer, Chief Compliance Officer, and Chief Legal Officer is Mark 
Silber.'^® The current Chief Operating Officer is James Rowen. 

RenTec is a closely held corporation. Presently, all of RenTec 
shareholders are current or former employees of the firm.'^’ In addition, 
currently, 70% of RenTec shares are held by the five members of 
RenTec’s Executive Committee and their respective family trusts.”* 

RenTec makes use of mathematical and statistical methods to 
create its investment programs.”’ It generally employs an overall 
strategy referred to as statistical arbitrage (StatArb) to identify market 
inefficiencies and take advantage of them.”® In practice, this investment 
strategy often involves engaging in a very high volume of trading in 


5/26/2010 letter from SEC to RenTec, “Examination of Renaissance Technologies LLC 
(‘RenTec’),” SEC_RT13_001965-993, at 989 [Sealed Exhibit]; Subcommittee interview of Mark 
Siiber, RenTec (6/10/2014). 

“Renaissance Locations,” prepared by RenTec, https://www.rentec.com/vm/locations.vm; 
Subcommittee interview of Peter Brown, RenTec (6/3/2014). 

3/31/14 “Fonn 13F,” prepared by RenTec, http://www.sec.gov/Archives/edgar/data/ 

1 037389/000 1 037389 1 400007 1 /xslForm 1 3F_X0 1 /primary^doc.xml. 

See “The World's Billionaires #94 James Simons.” Forbes , (7/1 1/2014), 
http://www.forbes.com/profile/james-simons/. 

Subcommittee interview of Peter Brown, RenTec (6/3/2014). 

Subcommittee interview of Mark Siiber, RenTec (6/10/2014). 

Subcommittee briefing by RenTec counsel (6/20/2014). RenTec was initially formed as an S- 
Corporation owned directly by a number of employee stockholders and their related trusts. On 
June 30, 2007, RenTec was reorganized and converted into a limited liability company called 
Renaissance Technologies Corporation LLC (RTC). At that time stockholders of the S- 
Corporation received shares in a new entity known as Renaissance Technology Floldings 
Corporation (RTHC). RTHC then acquired the same number of class A member interests in 
RTC. In addition, another entity was created at that time called RCT 11 Holdings LLC (RCT II), 
which became the sole holder of Class B interests in RTC. Class A and B interests are identical 
and have the same voting and economic rights. RTC H was created to permit newer employees 
to hold an ownership interest in Renaissance Technologies LLC. Current ownership of RTC is 
split, with 85.7% held by RTHC and the remaining 14.3% held by RTC 11. Id. 

Id. The five members of the RenTec’s Executive Committee are James Simons, Mark Siiber, 
Henry Laufer, Peter Brown, and Robert Mercer. Id. 

Subcommittee interview of Peter Brown, RenTec (6/3/2014). 

StatArb analyzes historical relationships between related securities and trades when those 
relationships are determined to be unbalanced. See 7/1 1/2008 “Statistical Arbitrage in the U.S. 
Equities Market,” prepared by Marco Avellaneda and Jeong-Hyun Lee, at 1-2, 
http://math.nyu.edu/faculty/aveli^e/Ave!ianedaLeeStatArb071 108.pdf. 
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order to take advantage of small differences in prices between related 
stocks.'®' 

In order to be able to constantly adjust its trading model and 
implement its strategy, RenTec employs a large number of employees 
with doctorates and training in advanced mathematics, physics, and 
computer science.'®^ According to RenTec, over 90 members of 
RenTec’s staff hold doctorates in mathematics and other scientific 
disciplines. 

RenTec currently controls four funds. They are the Medallion 
Fund (Medallion), Renaissance Institutional Equities Fund (RIEF), 
Renaissance Institutional Futures Fund (RIFF), and Renaissance 
Institutional Diversified Alpha Funds (RIDA).'®^ 


See, e.g., “Schneiderman (and Einstein) Pressure High-Speed Trading,” Bloomberg , Michael 
P. Regan and Sam Mamudi, (3/21/2014), http://www.bloombcrg.eom/news/2014-03- 
21/schneiderman-joins-einstein-in-pressuring-high-frequency-trading.html, 

“Renaissance suffers rare disappointment,” Financial Times . Sam Jones (2/17/2010), 
http://www.ft.com/intl/cms/s/0/66970a64- 1 b2e- 1 1 df-953f-00 1 4_4feab49a.html#axzz3 1 FwTlNsS ; 
7/23/2013 “Quants: the math geniuses running Wall Street.” The Telegraph . Sarfraz Manzoor, 
http://www.telegraph,co.uk/finance/10188335/Quants-the-maths-geniuses-running-Wall- 
Street.html. RenTec alumni include several prominent mathematicians and statisticians who 
directly contributed to developing what is known as the “Medallion Algorithm.” Mr, Ax worked 
on “model theory," which is the study of classes of mathematical structures and founded Axcom 
Trading Solutions, which was purchased by RenTec in the early 1 990s. Sec 1 965 “Diophantine 
problems over local fields,” American Journal of Mathematics, vol. 87, James B. Ax and Simon 
B, Kochen, 605-630; “Business and Finance Biography,” prepared by Elwyn Berlekamp, 
http://math.berkeley,edu/~berlek/bus.html; “ The Code Breaker,” Bloomberg . 
http://www.bloomberg.com/apps/news?pid=nw&pname=mm_01 08_storyl.html. Elwyn 
Berlekamp is another mathematician who worked for RenTec and was known for his work on 
coding theory and combinational game theory, including the study of sequential games with 
perfect information. See “Faculty Publications-Elwyn R. Berlekamp,” prepared by UC Berkeley 
College of Engineering, http://www.eccs.berkeley.edu/Pubs/Faculty/berlekamp.html. See akso 
Elwyn Berlekamp’s Home page, prepared by Elwyn Berlekamp, 

http://malh,berkeley.edu/~berlek/; “Business and Finance Biography,” prepared by Elwyn 
Berlekamp, http://math.berkelcy.edu/~berlek/bus.html. From 1988 to 1989, Mr. Berlekamp 
purchased the largest interest in a trading company named Axcom Trading Advisors. “Financial 
Engineering,” prepared by Elwyn Berlekamp, http://math.berkeley.edu/~berlek/fineng.html. 

The Medallion Fund is discussed further below. The RIEF fund was started in 2005, with the 
objective to achieve superior rates of return with low volatility. The minimum initial investment 
in RIEF was $20 million. 4/7/2008 Confidential Private Placement Memorandum, prepared by 
RenTec, “Renaissance Institutional Equities Fund LLC,” RT-PSI-00386514-741, at 522, 531 
[Sealed Exhibit], At the end of 2013, RIEF had $7.9 billion of assets under management; 50% of 
those assets were from RenTec employees. Subcommittee interview of James Rowen, RenTec 
(5/20/2014). The RIFF fund was started in 2007, with the objective of receiving target returns of 
1 5% per annum. 2/6/2008 Confidential Private Placement Memorandum, prepared by Ren Fee, 
“Renaissance Institutional Equities Fund LLC,” RT-PSI-00385993-6124, at 6001 [Sealed 
Exhibit]. The minimum initial investment in RIFF was $20 million. 4/1 5/2008 Confidential 
Private Placement Memorandum, prepared by RenTec, “Renaissance Institutional Futures Fund 
SICAV P.L.C..” RT-PS1-00386466-5I3, at 470 [Sealed Exhibit], At the end of 2013, RIFF had 
$645 million of assets under management; 75% of those assets were from RenTec employees. 
Subcommittee interview of James Rowen, RenTec (5/20/2014). The RIDA fund was started in 
2012, with the objective to maximize long-term return while attempting to meet a standard 
deviation selected by the company. The minimum initial investment in RIDA was $5 million. 
12/31/2012 Confidential Private Placement Memorandum, prepared by RenTec, “Renaissance 
Institutional Diversified Alpha Fund SICAV P.L.C.,” RT-PSI-00387786-921, at 791, 793 
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Renaissance Medallion Fund. Of the four RenTec funds, only 
the Medallion Fund made use of the basket option structure. The 
Medallion Fund is the name given to a collection of related master and 
feeder funds, as well as a number of subsidiaries, established by RenTec 
to implement a proprietary algorithmic investment strategy.'*’'* The fund 
was started in 1988.'^^ 

The Medallion Fund consists of five domestic and two foreign 
feeder funds, all of which are controlled by RenTec in its role as general 
partner of each fund.'** These separate feeder funds were used to 
accommodate different types of investors; RenTec employees, non- 
RenTec employees, accredited and non-accredited investors, and foreign 
investors who do not pay taxes as U.S. persons, among other types.'*’ 
Outside of the basket option structures, the Medallion feeder funds 
invest through six subsidiaries, structured to gain access to certain 
markets.'*" 

The Medallion feeder funds hold ownership interests as limited 
partners in five Medallion master funds which RenTec controls as either 
the general partner or designated investment advisor.'*’ One of those 
master funds, Medallion Holdings Ltd., is the holding company for nine 
trading subsidiaries.”* Those subsidiaries “were formed to trade in 


[Sealed Exhibit]. At the end of 2013, the RIDA fund had $4.2 billion in assets under 
management. 4/1/2014 “Renaissance Institutional Diversified Alpha Fund SICAV P.L.C.,” RT- 
PSl-00384778 [Sealed Exhibit]. Between 50% and 75% of those assets under management were 
from RenTec employees. Subcommittee interview of James Rowen, RenTec (5/20/2014). 

Subcommittee interview of Mark Silber, RenTec (6/10/2014). According to RenTec, “master 
and feeder funds” refer to two tiers of related entities, in which the master funds invest directly in 
a financial product and then pass the earnings to feeder funds which, in turn, distribute them to 
individual investors. Subcommittee briefing by RenTec counsel (6/20/2014). 

See 2/26/2013 Power Point Presentation, “Renaissance Technologies LLC,” PSl- 
Renaissance-06-000004. 

The five domestic feeder funds were established in Delaware: Medallion Associates LP, 
Medallion Fund LP, Medallion USA LP, Medallion RF LP, and Medallion RMP Fund LP. The 
two foreign feeder funds. Medallion International LTD and Medallion Capital Investment LTD, 
were incorporated in Bermuda. See 5/2 ! /2008 email from Thomas Kerns to Mark Silber of 
RenTec, “Legal Entity Org Chart PowerPoint,” RT-PSI-00363679-717, at 681. See also undated 
spreadsheet, “Confidential Treatment Requested by Renaissance Technologies LLC,” prepared 
by RenTec, RT-PSI-00390362 [Sealed Exhibit]. 

See 5/21/2008 email from Thomas Kerns to Mark Silber of RenTec, “Legal Entity Org Chart 
PowerPoint,” RT-PSl-00363679-717, at 682. 

The six Medallion feeder fund subsidiaries are [Redacted] Trading Ltd (Bermuda), 

[Redacted] Trading S.A. (Uruguay), [Redacted] Holdings LLC (Delaware), [Redacted] Trading 
Ltd (Bermuda), [Redacted] Trading LLC (Delaware), and [Redacted] LLC (Delaware). See id. 
at 691. 

The five Medallion master funds are Mosel Equities LP (Delaware), Badger Holdings LP 
(Delaware), Medallion Holdings LTD (Bermuda), Medallion Trading (Bermuda), and Nova 
Fund LP (Delaware). See id. at 694. 

'™ The nine trading subsidiaries include seven formed in Bermuda: Baden Equities Ltd, Bass 
Equities Ltd, Franconia Equities Ltd., [Redacted] Equities Ltd., [Redacted] Trading Ltd., St. 
Veran Equities Ltd., and [Redacted] Equities Ltd. One trading subsidiary, [Redacted] Trading 
LLC, was formed in Delaware. The final trading subsidiary, [Redacted] Investment Ltd., was 
formed in Mauritius. See id. at 696. 
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various markets around the world.”'’’ Three of the subsidiaries are no 
longer active.'” 

The Medallion funds were initially open to outside investors, but 
by 1993, RenTec management began to remove all outside investors and 
limit interest holders in the fund to only employees and family 
members.'” As of March 31, 2009, over 99% of the funds in the 
Medallion master and feeder funds were composed of firm capital and 
capital provided by current and former RenTec employees.”"' 

(4) George Weiss Associates 

George Weiss Associates, Inc. was founded in 1978, by its 
namesake George Weiss. It served as the manager of a George Weiss 
proprietary capital fund until 1 997, as an investment advisor to that fund 
from 1997 to 2005, and then as a provider of office space to the new 
advisor, Weiss Multi-Strategy Advisers LLC, from 2006 to the 
present.'’® In 1996, the holding company GWA, LLC was founded to 
provide key George Weiss Associates employees with investment 
opportunities in the firm’s proprietary portfolio.'” 

GWA, LLC held direct or indirect ownership interests in five 
entities: Weiss Multi-Strategy Advisers LLC, Weiss Special Operations 
LLC, Weiss Transportation Services LLC, Weiss Investment 
Management Services LLC, and OGI Associates LLC.”* Four of those 
entities are organized in Connecticut, and the fifth, Weiss Investment 
Management Services LLC, is organized in New York.”^ Of those 
entities, OGI Associates LLC executes direct proprietary trading under 
the management of Weiss Multi-Strategy Advisers.'*® The company 
initially began by investing in utility bonds with the objective of 
identifying electricity utilities that had been mispriced relative to their 
returns.'*' Through the 1990s, the Weiss funds expanded to include 


Id. at 697. 

™ The three subsidiaries no longer active are Bass Equities Ltd., [Redacted] Trading Ltd., and 
[Redacted] Equities Ltd. Id. 

Subcommittee interview of Peter Brown, RenTec (6/3/2014). See also “Simons Strategy to 
Shield Profit From Taxes Draws IRS Ire,” Bloomberg . Zachary R. Wider and Jesse Drucker, 
(7/1/2013), http://www.bloomberg.cora/news/2013-07-01/simons-strategy-to-shield-profit-from- 
taxes-draws-irs-irc.htm!. 

See 5/26/2010 letter from SEC to RenTec, “Re: Examination of Renaissance Technologies 
LLC (‘Ren Tec’),” SEC_RT13_00 1965-993, at 979, n.6 [Sealed Exhibit]. 

5/23/2012 “Weiss Enterprise Audit Organizational Overview,” prepared by George Weiss, 
GWALLC-PSI-0002164, at 167. 

'™ld.at 172. 

'”ld. at 177. 

Id. at 178. 

'”ld. 

‘“id. at 183. 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 
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management of corporate funds and a variety of internationally traded 
instruments such as sovereign debt and various currencies.'*^ 

Because their trading strategy involved identifying market 
inefficiencies, the Weiss strategies sought and engaged in leveraged 
trading in order to magnify their returns.'*^ When George Weiss 
became involved with basket options at Deutsche Bank in 2003, it 
purchased them for GWA, LLC directly and organized a separate entity 
run by GWA personnel, Quaker Partners LLC, to take on the role of the 
investment advisor in the basket options transactions.'*'* 

During the period reviewed by the Subcommittee, the head of 
George Weiss Associates was George Weiss. The Chief Operating 
Officer (COO) was Frederick Doucette. 

B. Evolution of Basket Options 

As explained earlier, during the 1990s, several banks and hedge 
funds began exploring ways in which options could be written on a 
hedge fund’s own trading strategy, while also avoiding Section 1260’s 
1999 prohibition on abusive derivatives, including options. At that time, 
a number of hedge funds were also using trading strategies that benefited 
from high leverage levels. The banks and hedge funds went through 
several different structures before settling on the basket options 
examined in this investigation. 

Initial RBC Structure. The first basket option structure appears 
to have been designed between 1996-1997, by the Royal Bank of 
Canada (RBC). That year, according to George Weiss employees, RBC 
marketed a basket option structure using a derivative option on a 
managed trading account to circumvent the leverage restrictions in 
Regulation T.'*’ The option enabled a hedge fund, who was the option 
holder, to act as the investment advisor to the account set up by the 
bank. The bank also provided financing to add funds to the trading 
account, charged a high financing rate, and required the hedge fund to 
pay financing on the maximum possible leverage, regardless of the 
amount actually used.'*" 

Introduction of Deutsche Bank MAPS. A few years later, 
Deutsche Bank developed and marketed a less costly structure it named 
Managed Account Product Structure (MAPS). The MAPS basket option 
product at Deutsche Bank evolved from a similar product called 

__ 

'“Id. 

See Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB~PSI 00052577- 
582, at 579. 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

Id. 
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MAIDS, which was initially designed by National Westminster Bank 
(NatWest).'*’ In 1998 - 1999, Deutsche Bank acquired NatWest 
Securities, including the team that had worked on the MAIDS 
transaction and brought over almost the entire group to help Deutsche 
Bank establish its Global Prime Services business.'®* At Deutsche 
Bank, the team continued to refine the MAPS structure, using Deutsche 
Bank’s trading platform to create effective monitoring and risk 
mitigation systems that would allow a basket option holder to place 
orders and execute trades directly through Deutsche Bank’s proprietary 
trading accounts.'®^ 

George Weiss Participation in Basket Options. The Weiss 
funds became involved with MAPS basket options as a result of their 
focus on low-volatility utility stocks.'^” According to George Weiss, the 
funds noticed that they had very consistent, but very low positive 
returns, generally in the range of only a few percentage points.'^' As a 
result, the Weiss funds sought out ways to obtain leverage in order to 
magnify the gains from their strategy.”^ While the funds realized that 
leverage would also lead to increased losses in bad years, they viewed 
the overall successful performance and general stability of their funds as 
justification for the use of high leverage.’’® 

Beginning in the early 1990s, the Weiss funds sought various 
financing mechanisms to increase their trading leverage. Initially, the 
funds became a specialist market maker in stocks traded at the 
Philadelphia Stock Exchange. That structure allowed the funds to 
obtain leverage in the realm of twenty times on certain equities: ten 
times long and ten times short.”® However, those leverage levels were 
limited to certain types of equities and did not extend to any over-the- 
counter (OTC) trades.'”’ 

According to George Weiss, sometime during 1996 to 1997, RBC 
approached the George Weiss funds with its basket option strategy, 
which George Weiss readily accepted.'” George Weiss told the 
Subcommittee that the RBC structure enabled George Weiss to act as the 


Subcommittee interview of James Rowen, RenTec (5/20/2014). Morgan Stanley was also 
developing a similar product around the same time, with the goal of selling an option that would 
allow a hedge fund to engage in its own trading activity by managing a proprietary account held 
at an investment bank. Id. 

Id. 

Subcommittee interviews of Mark Silber, RenTec (6/10/2014) and Satish Ramakrishna, 
Deutsche Bank (5/16/2014). 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

Id. 

Id. 

Id. 

'’“Id. 

‘«Id. 

'’"Id. 

I‘>7w 
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investment advisor to the bank’s proprietary account, and obtain 
leverage up to twenty times the premium that George Weiss paid into 
the account. However, as noted above, the bank charged a very high 
financing fee.'*'* George Weiss continued using the RBC arrangement 
until 2003.'” 

In 2003, according to George Weiss, the company was approached 
by representatives of Deutsche Bank with a new basket option structure 
that Deutsche Bank had developed.'^”® This structure was the same 
MAPS structure that Deutsche Bank was offering to other hedge funds, 
and George Weiss became interested because it offered high leverage at 
a much lower financing rate than RBC.^®' Ultimately, between the years 
2003 and 2006, George Weiss purchased from Deutsche Bank a total of 
ten MAPS basket options with terms exceeding one year involving 
trading assets with an initial total notional value of about $2.8 billion.^®^ 
The last six options were exercised by George Weiss in May 2010.^®^ 

RenTec Participation in Basket Options. RenTec became 
interested in the basket option structure due to its development of a 
computer-based trading strategy using complex algorithms, which 
required high volume trading and benefited from leverage to amplify its 
returns. That trading strategy led RenTec to search for a financing 
arrangement that could accommodate both high volume trading and 
significant leverage. 

During the 1990s, RenTec used a joint back office (JBO) 
arrangement with Bear Stearns to increase its leverage beyond 
Regulation T margin restrictions permitting a maximum leverage level 
of 2:1.^°'' Under federal rules, JBO arrangements were allowed leverage 
levels up to 7.6:1.^®^ In 1999, Deutsche Bank approached RenTec with 
the MAPS product.^®® According to RenTec, Deutsche Bank marketed it 
as a product that offered superior leverage as well as loss protection at a 
relatively low cost.^®’ 


Id. 

Id. 

™ See George Weiss response to an IRS Information Document Request, (8/8/2012), 
GWALLC-PSl-0000745-844, at 745 [Sealed Exhibit]. 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

George Weiss response to an IRS Information Document Request, (8/8/2012), GWALLC- 
PSI-0000745-844, at 745 [Sealed Exhibit]; Table, “MAPS Transaction,” produced by Deutsche 
Bank, 6/27/2014, DB-PSI 00052577-582, at 579. 

Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577-582, 
at 579. 

™ Subcommittee interview of Peter Brown, RenTec (6/3/2014), 

Subcommittee interview of Mark Silber, RenTec (6/10/2014). 

f ‘ Id. 

■*” Subcommittee interview of Peter Brown, RenTec (6/3/2014). 
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RenTec purchased its first MAPS option in 2000, followed by 
additional options in 2002.^®* Later, several Deutsche Bank employees 
who worked with RenTec on the basket option structure moved over to 
RenTec, including operations personnel, management, and legal 
counsel.^®® Since 2000, RenTec has purchased from Deutsche Bank a 
total of 29 basket options with terms exceeding one year, involving 
trading assets with a total initial notional value of about $46 billion and 
profits totaling about $15.9 billion.^’® All of the basket options were 
utilized by RenTec’s Medallion funds employing their proprietary 
algorithmic strategy. 

Barclays COLT Options. In 2002, RenTec introduced the basket 
option concept to Barclays.^” According to RenTec, Barclays initially 
approached them to expand Barclays’ U.S based business. RenTec told 
the Subcommittee that, because RenTec wanted to spread its 
counterparty credit risk with multiple banks, it agreed to do business 
with Barclays, but only if the bank could develop a basket options type 
structure. Contemporaneous internal Barclays communications 
indicate that RenTec pushed Barclays to create its own basket options 
structure, informing the bank that it would move its accounts elsewhere 
if Barclays did not provide it with a basket options structure.^''* To 
accommodate RenTec, Barclays created the COLT structure, which used 
a separate Barclays entity, Palomino Ltd., and a two-tiered options 
structure to execute trades for RenTec.^'^ Since 2002, RenTec has 
purchased from Barclays a total of 3 1 basket options with terms 


Chart produced by Deutsche Bank, 6/27/2014, DB-PSI 00052583-585. 

The Deutsche Bank personnel who moved to Ren I'ec included Peter Brophy who worked 
with Deutsehe Bank clients and later handled fund accounting at RenTec; Thomas Kerns, who 
became head of Fund Accounting and Operations at RenTec and is now retired; James Rowen 
who became RenTec’s Chief Operations Officer; and Jonathan Mayers who became RenTec’s 
Counsel. Subcommittee interviews of James Rowen, RenTec (5/20/2014), Thomas Kerns, 
RenTec (5/6/2014), Peter Brophy, Deutsche Bank (5/13/2014 and 5/19/2014), and Jonathan 
Mayers, RenTec (5/28/2014). 

See fable, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577- 
582, at 577-578; Utitled chart produced by Deutsche Bank, 7/17/2014, DB-PSI 00052588-590. 
Profit calculated by subtracting premium from settlement mount. 

7/31/2002 “Confidential: Project COLT,” new product proposal, product sponsors Jonathan 
Zenios, Jerry Smith, Martin Malloy, and Mark D’Andrea, BARCLAYS-PSI-2I2559-566. 

The counterparty credit risk in this circumstance was the risk that the bank would be unable to 
pay its obligation to the hedge fund. 

Subcommittee interview of Mark Silber, RenTec (6/10/2014). 

See, e.g., 7/3 1/2002 “Confidential: Project COLT,” prepared by Barclays product sponsors 
Jonathan Zenios, Jerry Smith, Martin Malloy, and Marie D’Andrea, BARCLAYS-PSI-212559- 
566, at 561. 

As detailed below, the options involved three Barclays entities, Palomino, BBPLC, and the 
New York branch of Barclays PLC, as well as a RenTec subsidiary, Bass Equities Ltd. Later, 
Bass was replaced with another RenTec entity called Badger Holding LP. Subcommittee 
interview of Martin Malloy, Barclays (5/1/2014). 
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exceeding one year, involving trading assets with a total initial notional 
value of about $62 billion and profits totaling about $1 8.3 billion.^'* 

Options After 2010 GLAM. In late 2010, the IRS issued its 
Generic Legal Advice Memorandum (GLAM) advising that basket 
options were not true options and could not be used to treat short-term 
trading profits as long-term capital gains.^’’ In response, Deutsche Bank 
placed a moratorium on issuing new basket options, but continued to 
administer multiple existing option accounts. In 2012, Deutsche Bank 
resumed offering basket options, but used a revised version whose term 
lasted less than one year and whose contract required the option holder 
to report any gains as short-term capital gains.^ * In contrast, even after 
the 2010 GLAM, Barclays continued to offer basket options to RenTec 
until 2013, when it also revised its basket options contract to offer only 
short-dated options with term tasting less than a year.^'^ 

According to information supplied by RenTec to the 
Subcommittee, in 2012, the IRS sent what are commonly known as “60- 
Day Letters” to RenTec, notifying the hedge fund that the IRS intended 
to disallow long-term capital gains treatment of basket option profits 
from option trades lasting less than 12 months and proposing an 
assessment of additional taxes for certain tax years. RenTec responded 
with what is known as a “Protest of the 60-Day Letters,” indicating that 
it disagreed with the IRS analysis. According to RenTec, the matter is 
apparently now awaiting review by the IRS internal Office of 
Appeals. 

Overall Basket Option Statistics. Altogether, as indicated 
earlier, Deutsche Bank sold MAPS basket options to 13 different hedge 
funds.^^' RenTec was the largest MAPS client, and George Weiss was 

See undated chart, “History of COLT Options,” prepared by Barclays, BARCLAYS-PSI- 
748604. These figures do not include eight options that were exercised within a year or four 
options that have not been exercised to date. Notional value for the Barclays accounts w'as 
derived by multiplying the premiums by 1 0 as the premiums represented 1 0% of the notional 
value based on Barclays Investment Management Account. 

™ 10/15/2010 memo, “Hedge Fund Basket Option Contracts,” Internal Revenue Service, 
BARCLAYS-PSI-748 148-1 58. 

6/30/2014 briefing by Deutsche Bank counsel to the Subcommittee. See also 7/22/2014 
“Posl-GLAM Basket Option Contracts,” Memorandum to File prepared by the Subcommittee 
(summarizing Deutsche Bank, Barclays, and RenTec involvement with basket options after the 
November 2010 issuance of the IRS advisory memorandum on basket options). 

12/2013 “Barclays PowerPoint,” prepared by Barclays, BARCLAYS-PSI-748589. See also 
7/22/2014 “Post-GLAM Basket Option Contracts,” Memorandum to File prepared by the 
Subcommittee (summarizing Deutsche Bank, Barclays, and RenTec involvement with ba.sket 
options after the November 2010 issuance of the IRS advisory memorandum on basket options). 
™ Subcommittee interview of Peter Brown, RenTec (6/3/2014). 4/13/2012 “Protest of 60 Day 
Letters by Renaissance Technologies LLC et al.,” RT-PSI-0000000 1-402 [Sealed Exhibit]. 

Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577-582. 
The hedge funds that purchased MAPS options included; RenTec, GWA LLC, Ballentine Capital 
Management, Deephaven Capital Management, SAC Capital Advi.sors, Talon Capital LLC, 
Provident Advisors LLC, MFT Limited, MWN Limited, Analytic Investors Inc., Riverside Asset 
Management LLC, 646 Advisors LLC, and Northern Asset Management, Inc. 
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the second largest, Deutsche Bank used the original MAPS structure 
from approximately 2000 to the end of 2007, writing over one hundred 
options that were used to purchase trading assets with a notional value in 
excess of $75 billion.^^^ In 2008, Deutsche Bank restructured the MAPS 
option, and its hedge fund clients stopped purchasing new basket option 
contracts, except for RenTec.""'’ From 2002 to 2012, Barclays provided 
COLT basket options solely to RenTec.^^^ 

The following chart summarizes some of the key data on the 
MAPS and COLT basket options activity over the past 1 5 years. 


Total Basket Options Sold by Deutsche Bank and Barclays 
1998-2014 

Bank 

Name of 
Product 

All Basket Options* 

Basket Options Executed 

After One Year 

Total 

Number 

Sold' 

Revenue 
for Bank 

Number 
Sold to 
RcnTcc' 

Profits 
Generated 
for RenTec 

Total 

Number 

Sold 

Total Initial 
Notional 
Value 

Number 
Sold to 
RenTec 

Deutsche 

Bank 

MAPS 

156 

$571 

36 

$16,969 

96 

$60,446 

29 

Barclays 

COLT 

43 

$655 

43 

$18,484 

31 

$61,925 

31 

Total 

199 

$1,121 

79 

$35,453 

127 

$122,371 

60 


*A11 dollar amounts in millions. 


1. Two Deutsche Bank and four Barclays options are outstanding, of which three Barclays 
options have lasted over one year. 

Source: Tables produced by Deutsche Bank (DB-PSI-00052577-582, DB-PSI-00052586-587, 
and DB-PSI-0005588'590) and submissions by Barclays (BARCLAYS~PSI-0181 14-116, 
BARCLAYS-PSI-748604, and PSI-Barclays-22-000005-1 14). 

Prepared by U.S. Senate Permanent Subcommittee on Investigations, July 2014. 


C. Development of MAPS and COLT 

Deutsche Bank and Barclays developed their basket option 
structures in different ways and at different times. Although the 
Barclays structure was developed later and in response to the Deutsche 
Bank structure, it is discussed first due to greater simplicity. 

(1) Barclays’ COLT Structure 

Barclays developed the COLT basket option structure in 2002, at 
the request of RenTec, and it was used solely by that hedge fund over 
the next decade. The COLT structure was designed and administered by 


8/1 1/2008 referral letter from SEC to IRS, “Portfolio Option Strategies,” prepared by SEC, 
SEC_RT13_002078 [Sealed Exhibit]. See also Table, “MAPS Transaction,” produced by 
Deutsche Bank, 6/27/2014, DB-PSI 00052577-582. 

Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSl 00052577-582, 
at 577-578. 

Id. at 577-582; Subcommittee interview of Frederick Doucette, GWA (5/23/2014); 6/2/2014 
briefing by Deutsche Bank counsel to the Subcommittee. 

Subcommittee inlersdew of Martin Malloy, Barclays (5/1/2014). 
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the bank’s Structured Capital Markets (SCM) group until 2013, when 
Barclays disbanded that group for involvement with overly aggressive 
tax strategies?^^ 

Under the COLT structure, Barclays created a Cayman Island 
Special Purpose Entity (SPE) named Palomino Ltd.^^^ Palomino was a 
shell corporation controlled by Barclays; it had no full time employees 
or physical offices of its own?^* Its directors and officers were Barclays 
employees who worked for other Barclays entities.^^’ Each basket 
option account was opened in the name of Palomino, which was the 
nominal owner of all of the account assets. The accounts were opened 
as prime brokerage accounts with Barclays Capital Inc. in the United 
States and by Barclays Capital Securities Limited in the United 
Kingdom.^^ 

In connection with each COLT option. Palomino hired RenTec to 
be its investment advisor under an Investment Management Agreement 
that gave RenTec the exclusive right and the “full” discretion without 
the need to consult with Barclays to execute transactions directly into the 
Palomino prime brokerage accounts in the United States and United 
Kingdom, subject to general guidelines specified in the agreement.^^' 
While RenTec representatives told the Subcommittee that they merely 
recommended or suggested trades to Palomino,^^^ given the company’s 
shell status, the extraordinary number of daily trade executions, and the 
provisions in the option contracts, the facts indicate that all transactions 
in the accounts were actually fully controlled by RenTec. 


See 2/12/2013 “Barclays Strategic Review,” Barclays Press Release, 
littp://www.newsroom.barclays.com/Press-releases/Barciays-Strategic-Review-9db.aspx 
(announcing closure of SCM group); “Barclays to Close Tax Avoidance’ Unit,” BBC . 
(2/10/2013), http://wwv\'.bbc. com/news/business-21397844. 

5/28/2002 “Confidential: Project COLT,” Barclays new product proposal, product sponsors; 
Jonathan Zenios, Jerry Smith, Martin Malloy, and Mark D’Andrea, BARCLAYS-PSI-212544- 
557, at 548. 

Subcommittee interview of Sadat Mannan, Barclays (5/15/2014). 

™ Id. 

5/28/2002 “Confidential: Project COLT,” Barclays new product proposal, product sponsors: 
Jonathan Zenios, Jerry Smith, Martin Malloy, and Mark D’Andrea, BARCLAYS-PSI-2 12544- 
557, at 545-546. 

See, e.g., 12/6/2006 “Amended and Restated Investment Management Agreement,” signed by 
Barclays and RenTec, RT-PSl-00134963. The Investment Management Agreement contained 
certain limits and guidelines on what could be selected for the account. For example, RenTec 
could invest only in stocks from a limited set of countries, and no single position could constitute 
more than 1 .5% of the outstanding shares of a company or more than 55% of the total equity in 
the account. Otherwise, RenTec had complete discretion to identify assets to be acquired for the 
portfolio. If an order placed by RenTec was not executed, or subsequently undone without 
orders from RenTec, the assets were still considered part of the reference account for purposes of 
considering the gain or the loss to Badger. Id. at 964. 

Subcommittee interviews of Peter Brown, RenTec (6/3/2014) and Jonathan Mayers, RenTec 
(5/28/2014). 
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After the accounts were opened and the Investment Management 
Agreement signed. Palomino sold options on the performance of the 
accounts to the U.S. branch of Barclays Bank PLC, which in turn sold 
identical options to Badger Holding LP (Badger), a shell entity set up in 
2004 and fully controlled by RenTec?^^ Like Palomino, Badger had no 
employees or physical offices of its own. Prior to Badger, RenTec used 
a company called Bass Equities Ltd. (Bass), which was originally 
incorporated in Bermuda. Badger was later incorporated in the United 
States. Badger served as the official option holder for the COLT 
options on behalf of RenTec.^^® 

The COLT options were generally established with three-year 
terms, meaning that the option holder could exercise the option at any 
time prior to the maturity date which was three years after the option 
was established.^^’ RenTec representatives told the Subcommittee that 
one of the benefits of the option structure was that it gave the hedge fund 
access to long-term financing.^^* In many of the COLT options 
reviewed by the Subcommittee, however, the option holder - RenTec - 
exercised the option shortly after 12 months. 

RenTec purchased multiple COLT options, some of which were in 
effect at the same time. In that case, the assets referenced by each 
option were not separately managed or accounted for, but pooled 
together in a single trading account of which each option represented a 
proportional share.^^’ 

As previously noted, the algorithmic strategy employed by 
RenTec’s Medallion Funds was more effective with a high trading 
volume. RenTec accordingly conducted tens of thousands of trades per 
day using the prime brokerage accounts designated in the basket option 
contracts. 

To execute the trades, Barclays gave RenTec direct market access 
through its proprietary trading software, enabling RenTec to place trade 
orders instantly into the market and receive immediate executions.’^'® 


See 8/5/2004 “Certification of Limited Partnership of Badger L.P.,” prepared by the Delaware 
Secretary of State, RT-PSI-00396317. 

8/13/2002 “Certification of Incorporation,” prepared by the Registrar of Companies of 
Bermuda for Bass Equities Ltd,, RT-PSI-00396344. 

8/5/2004 “Certification of limited Partnership of Badger L.P.,” prepared by the Delaware 
Secretary of State, RT-PSI-00396317 

See, e.g., 6/13/2008 Barclays Bank PLC letter agreement with Badger Holdings L.P., “Option 
RR,” BARCLAYS-PSI-000345-363, at 45. 

See chart, “History of COLT Options,” prepared by Barclays, BARCLAYS-PSI-748604. 

Subcommittee interviews of Janies Rowen, RenTec (5/20/2014) and Jonathan Mayers, 

RenTec (5/28/2014). 

Subcommittee interview of Sadat Mannan, Barclays (5/515/2014). For more information 
about this pooling arrangement, see below. 

See, e.g., 1/5/2010 letter from Barclays to SEC, “Follow-up to meeting regarding Colt 
Transaction Summary,” BARCLAYS-PSI-287767-770, at 767, 769 (explaining to the SEC that it 
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“The trade is done within milliseconds In almost all instances, 

the trades were placed and executed by computer from RenTec’s 
facilities, using its algorithms to initiate and execute the trades through 
the bank’s proprietary trading software. The trades were typically 
executed with no human intervention on either side, except when 
RenTec personnel adjusted the algorithm parameters. The executed 
positions were held in the designated option accounts in the name of 
Palomino and were immediately reported to Barclays. All positions 
were reconciled dally for both Barclays and RenTec. 

The value of the COLT options was linked to the performance of 
the assets held in the designated accounts, consisting of all trading 
positions resulting from executions made by RenTec for those 
accounts.^''* The options included a commitment by Barclays to provide 
financing for the accounts that, based upon the amount of the initial 
premium provided by Badger, could reach a leverage level of up to 
20:1.^'*^ Because all marketable trade orders made by RenTec were 
immediately executed and the assets assigned to the designated 
accounts, those accounts also were described in documents and by 
Barclays personnel as providing a hedge for Palomino and, ultimately, 
for Barclays. 

Under the Investment Management Agreement, if the value of the 
referenced assets in the designated accounts were to fall by an amount 
equal to the premium provided by Badger, the options would terminate. 
As explained earlier, this provision was called a “knockout.” If a 
knockout occurred, Barclays, through Palomino and with the assistance 


offered accounts in which “[cjlients enter orders electronically via . . . proprietary trading engines 
[and] [t]he desk then routes those orders to exchanges. Alternating Trading Systems (ATSs) and 
Electronic Communications Networks (ECNS),” and that the RenTec “Flip Account'’ was 
“RenTec’s execution account that ‘flips’ executions ... for clearing purposes,” while Palomino’s 
account acted as “RenTec’s clearing account ... to facilitate settlement”). 

Subcommittee inlendew of Peter Brown, RenTec (6/3/2014). See also 1/5/2010 letter from 
Barclays to SEC, “Follow-up to meeting regarding Colt Transaction Summary,” BARCLAYS- 
PSI-287767-770, at 767 (explaining to the SEC that some of its accounts, including RenTec and 
Palomino accounts, offered “sub-millisecond internal latency for execution”). 

According to RenTec, its trading algorithms were dynamic and had to be updated and 
adjusted on a regular basis by its programmers. RenTec explained that the algorithm was 
frequently modified manually by programmers through what was described as an “objective 
function.” For example, the objective function could be modified to direct trades to particular 
options to reduce or increase its portfolio size, or to reduce or increase exposure at a particular 
bank. Subcommittee Interview of Peter Brown, RenTec (6/3/2014). 

Subcommittee interview of Lansford Dyer, Barclays (4/3/2014). 

Id. In response to Subcommittee inquiries, Barclays indicated that it did not use its legal 
authority to create any synthetic positions in the COLT option accounts as a result of rejecting a 
RenTec trading instruction. Subcommittee briefing by Barclays counsel (7/16/2014). 

The trading executions by RenTec were required to be in compliance with the investment 
guidelines for the account in order to be included in the valuation of the account. See e.g., 
12/21/2005 Barclays Bank PTC letter agreement with Badger Holdings L.P., “Option HH,” 
BARCLAYS-PSI-002879-896. 

12/6/2006 “Amended and Restated Investment Management Agreement,” signed by Barclays 
and RenTec, RT-PSI-001 34963-5013, at 983-984. 
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of RenTec, could liquidate the assets in the account to minimize 
losses.^'*^ The bank was required to bear any losses that exceeded the 
premium. 

By entering into the basket option arrangement, while RenTec 
placed its initial premium at risk, Barclays bore the catastrophic risk 
(also called the “gap risk”) associated with the option accounts. 
According to Barclays and RenTec, that catastrophic risk applied to a 
situation in which market conditions deteriorated so rapidly that all of 
the premium paid by RenTec was lost and Barclays was unable to sell 
the remaining assets from the Palomino accounts quickly enough to 
cover losses in excess of the premium.^'** Barclays included several 
features in the basket options structure to ensure that it faced little or no 
real risk, including provisions giving the bank the right to liquidate the 
account assets once the losses exhausted the premium amount.^"*^ 
Moreover, in more than ten years of operation, in which the COLT 
options not only experienced millions of trades as detailed below but 
also operated throughout the worst financial crisis to affect the market in 
generations, no knockout event ever took place. In fact, the facts 
indicate that no losses took place in any year with respect to any COLT 
option. 

If the options were exercised rather than knocking out, RenTec, 
through Badger, received a cash settlement equal to the gains made from 
the trading activity in the designated account minus the cost of 


Id, at 4973. 

In memoranda presented to its own bank executives and to its U.K. regulator at the time, the 
Financial Services Authority (FSA), Barclays personnel described the actual risk of catastrophic 
loss as minimal and comparable to risks undertaken by the bank on a routine basis. See, e.g., 
9/13/2002 letter from FSA to Barclays, '‘PROJECT COLT,” BARCLAYS-PSl-()05258-259 
(indicating Barclays had told its U.K. regulator that basket options carried low risks that were 
comparable to standard brokerage accounts, in part because “[c]redit and operation controls 
around this transaction are equivalent to those that are in place for a standard prime brokerage 
transaction”); 7/4/2002 letter from Barclays to FSA, “PROJECT COLT,” BARCLAYS-PSI- 
005241-243, at 241 (“Controls exist within the prime [brokerage account] to ensure that the risk 
of loss is minimized.”); S/12/2002 letter from Barclays to FSA, “PROJECT COLT.” 
BARCLAYS-PSl-005246-250, at 249; 9/2/2004 Barclays memorandum from Jonathan Zenios to 
Barclays’ SCM Approvals Committee, “Approvals paper - COLT V : Renaissance 
Restructuring,” BARCLAYS-PSI-004161-165, at 164 (describing the risk to the bank from the 
COLT options as “akin to the risks taken in a normal collateralized Prime Brokerage 
relationship, where the risks generally are confined to catastrophic losses occurring over a short 
period of lime”); 4/4/2003 Barclays memorandum from SCM to SCM Approvals Committee, 
“SCM Approvals paper - Project COLT (Renaissance 11),” BARCLAYS-PSI'2 13947-953, at 
949. See also Subcommittee interview of Lansford Dyer, Barclays (4/3/20 14)(indicating that 
Mr. Dyer had calculated the risk of RenTec’s options suffering sudden catastrophic losses and 
breaching an option limit as insignificant, in that it was thought to be less than .0001). 

Id. In addition, the COLT options imposed “limits on liquidity, sector exposure, size and 
leverage in order to substantially reduce the risk that any gap risk loss is greater than the call 
option premiums.” 6/24/2009 memorandum from Barclays to PricewaterhouseCoopers, 
“Palomino Limited (‘Palomino’),” BARCLAYS-PSI- 139757- 166, at 764. See also 9/3/2004 
Barclays memorandum from Jonathan Zienios to SCM Approvals Committee, “Approvals paper 
-COLT V: Renaissance Restructuring,” BARCLAYS~PSI-004161-165. 
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financing, trading, and structuring fees charged by Barclays.^^® Those 
cash payments were made routinely to RenTec as it exercised various 
basket options over the years. 

For its role as Investment advisor to the trading accounts, RenTec, 
through Badger, received a nominal amount of compensation from 
Palomino. Barclays, through Palomino, paid Badger a fixed fee equal to 
about $600,000.^^' Barclays did not provide the promised fee 
separately; instead it subtracted the fee amount from the trading profits 
otherwise payable to RenTec, through Badger, upon exercise of the 
relevant option.^^^ By agreeing to allow the investment advisory fee to 
be subtracted from the option profits, RenTec essentially agreed to 
forego any additional compensation and instead limit its returns to the 
trading profits in each option account. 

Barclays also entered into tax indemnity agreements with RenTec 
as part of the COLT transactions.^^^ In the agreements, RenTec 
promised to reimburse Barclays for any tax exposure that Barclays 
might suffer as a result of entering into the COLT transaction, such as 
being required to pay penalties for failing to withhold taxes in its role as 
withholding agent for the option accounts. In other words, under the 
tax indemnification agreement, Barclays would not have to pay any tax 
penalties levied on it in connection with the COLT options. 

The overall effect of this arrangement was that RenTec received all 
of the gains resulting from its trading orders, while Barclays remained 
economically neutral to the designated accounts. Barclays instead made 
money from its financing, trading, and structuring fees.^” 


See, e.g., 6/1 3/2008 Barclays letter agreement with Badger Holdings L.P„ “Option RR,” 
BARCLAYS-PSI-000345-363, at 350-351. 

See 6/27/2014 RenTec counsel’s letter to Subcommittee, PSI-Renaissance-37-000001, at 003. 
This fee was consistently imposed after 2004. Id. 

See, e.g., 6/13/2008 Barclays letter agreement with Badger Holdings L.P., “Option RR,” 
BARCLAYS-PSI-000345-363, at 355. 

See, e.g., 10/1/2004 “Indemnity Agreement,” signed by Barclay’s Bank PLC, Palomino 
Limited, Badger Holdings L.P., Medallion International Limited, Medallion Capital Investments 
Ltd., Medallion Associates L.P., Medallion Fund L.P., Medallion USA L.P., and Medallion RMP 
Fund L.P., BARCLAYS-PSI-632877-904. 

Id at 880. 

Subcommittee interview of Lansford Dyer, Barclays (4/3/2014); 7/15/2014 letter from 
Barclays counsel to the Subcommittee, PSI-Barclays-22-000005-014, at 007. 



189 


51 

The following chart provides a simplified diagram demonstrating how 
the COLT basket options structure was intended to work. 


Figure 1: A simplified diagram outlining the COLT transaction 



• Early options were oui’cna$«dthrou|hB*s$. 

* non-US corporate entity, priof to ^^itc^in5t6 Bedjer 


(2) Deutsche Bank MAPS 

In contrast to Barclays which used a single option structure over 
time, over the years, Deutsche Bank developed two different types of 
basket option structures under the MAPS name. The first was used from 
1998 through the end of 2007. The second was used from 2008 to 2010, 
but the bank ceased offering it after the IRS issued its basket options 
GLAM in November 2010. In 2012, Deutsche Bank began offering the 
revised MAPS structure again, but limited the duration of the option to 
less than one year. 

(a) Original MAPs 

From 1998 to 2007, Deutsche Bank sold basket options on the 
performance of assets held in designated option accounts within 
Deutsche Bank propriety accounts, with the trading controlled by the 
hedge funds that purchased the options. Like COLT, Deutsche Bank 
hired as the investment advisor for the option accounts an entity related 
to the hedge fund that purchased the option. Like COLT, Deutsche 
Bank also gave the hedge fund entity discretionary authority without 
having to consult with the bank to execute trading transactions directly, 
using Deutsche Bank’s trading platform and proprietary account. 

Similar to the Investment Management Agreement between Barclays 
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and RenTec, Deutsche Bank and the hedge funds executed Investment 
Advisory Agreements which included certain limits and guidelines on 
what could be selected for the accounts?^® 

Like COLT, the MAPS options were generally established with 
three-year terms, meaning that the option holder could exercise the 
option at any time prior to the maturity date which was three years after 
the option was established,^^^ In many of the MAPS options reviewed 
by the Subcommittee, however, as with COLT, the option holder 
exercised the option shortly after 1 2 months. 

Also like COLT, to execute the trades, Deutsche Bank gave the 
hedge fund direct market access through its proprietary trading software, 
enabling the hedge fund to place trading orders and obtain immediate 
executions. Typically, those trade orders were placed and executed by 
computers controlled by the hedge fund and bank, with no human 
intervention on either side. The executed positions were then held in the 
designated account and reported immediately to Deutsche Bank. All 
positions were reconciled daily for both Deutsche Bank and the hedge 
fund.^^* Like Barclays, Deutsche Bank told the Subcommittee that the 
bank executed every trade order made by a hedge fund with a MAPS 
account that was within the guidelines established in the Investment 
Advisory Agreement.^^’ 

Like COLT, if a hedge fund purchased multiple MAPS options at 
the same time, prior to 2008, the assets referenced by each option were 
not separately managed or accounted for, but were part of a single 
pooled account of which each option represented a proportional share.^^® 

Similar to the Barclays options, Deutsche Bank committed to 
providing financing for each account that would produce a high degree 
of leverage many times larger than the premium paid by the hedge fund 
and charged a financing fee for that leverage to the option holder.^^' 


For example, under the Investment Advisory Agreement between Deutsche Bank and 
RenTec, RenTec agreed not to acquire more than 4% of the shares of any one issuer, not to 
acquire more than 5% or more of any class of voting security, and not to trade equities on the 
bank’s restricted list. See 12/15/2008 “Master Investment Advisory Agreement: Execution 
Copy,” signed by Deutsche Bank ajid RenTec, DB-PSl 00000001-047, at 022-025. Otherwise, 
the hedge fund had complete discretion to select assets for the portfolio. 

Chart produced by Deutsche Bank, 6/27/2014, DB-PSI 00052583-585. 

Subcommittee interview of Thomas Kerns, RenTec (5/6/2014). 

Subcommittee briefing by Deutsche Bank counsel (6/30/2014). 

Subcommittee interview of Thomas Kerns, RenTec (5/6/2014). For more information on this 
pooling arrangement, see below. 

Renl'ec obtained Deutsche Bank’s agreement to provide financing up to a maximum leverage 
level of 1 8: i ; other hedge funds may have reached other agreements, although all sought high 
leverage. See 12/1 6/2007 Deutsche Bank letter agreement with Mosel Equities L.P., 
‘OUTPERFORMANCE’ BARRIER OPTION TRANSACTION— Cash Settled, Linear 
Amortizing Premium— DB Reference No. 941-50053,” DB-PSI 00000320-337 at 328; 

8/24/2009 email from William Brocksmit to Satish Ramakrishna of Deutsche Bank, 
“Renaissance Technologies,” DB-PSI 00005713-715, at 714. 
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Because the investment advisor, which in every case was the hedge fund 
that purchased the option, executed the trades directly into the Deutsche 
Bank’s proprietary account, that account was also described by Deutsche 
Bank personnel as serving as a hedge for the option for Deutsche Bank. 

When the hedge fund exercised the option, it received a cash 
settlement equal to the gains made from its trading minus the cost of 
financing and trade execution fees charged by the bank. In addition, the 
hedge fund was typically paid a nominal amount of compensation by 
Deutsche Bank for acting as the investment advisor to the option 
accounts. For example, in the case of RenTec, from 2000 to 2007, 
Deutsche Bank paid the hedge fund a fixed fee as low as $100,000 per 
option.^®^ Like Barclays, however, Deutsche Bank did not pay the fee 
separately but instead subtracted it from the option trading profits that 
would otherwise have been paid to the hedge fund upon exercising the 
option.^^^ 

Like COLT, the MAPS options were designed to provide 
catastrophic risk loss protection to the hedge fund, but also to minimize 
possible losses to the bank. If the value of the assets in the options 
account were to drop below a specified level, generally reflecting a loss 
equal to a certain percentage of the premium paid by the option holder, it 
could cause one or more of the options in the pool to hit thresholds that 
would trigger certain actions within the account. Unlike Barclays, 
Deutsche Bank set the knockout level at a point where the option 
purchaser would have some premium remaining, resulting in both the 
investment advisor and the bank maintaining an interest in the 
liquidation of the account.^^'* At the initial level, called a “notice level,” 
the investment advisor maintained control of the account, but was 
required to initiate a reduction in the portfolio assets and in the account 
leverage in order to reduce risk.^*^ If the value continued to fall, 
Deutsche Bank could take over the account and liquidate the assets.^* If 
the liquidation resulted in leftover premium, that leftover amount would 


See 6/27/2014 letter from RenTec counsel to the Subcommittee, PSI-Renaissance*37-000001~ 
007, at 003. Those payments were far below market rates. In comparison, many hedge funds 
acting as investment advisor to funds during the same period charged a management fee equal to 
2% of the assets under management plus a performance fee equal to 20% of the gains. 

12/16/2007 Deutsche Bank letter agreement to Mosel Equities L.P., ‘OU'fPERFORMANCE’ 
BARRIER OPTION TRANSACTION — Cash Settled, Linear Amortizing Premium — DB 
Reference No. 941-50053," DB-PSl 00000320-337 at 328. 

1 1/16/2007 “Amended & Restated Investment Advisory Agreement: Execution Copy,” 
signed by Deutsche Bank and RenTec, RT-PSI-000009 14-93 1 . See also Subcommittee 
interviews of Peter Brown, RenTec (6/2/2014), Satish Ramakrishna, Deutsche Bank (5/16/2014); 
and Jonathan Mayers, RenTec (5/28/2014). 

1 1/15/2007 “Amended & Restated Investment Advisory Agreement: Execution Copy,” 
signed by Deutsche Bank and RenTec, RT-PSI-00000914-93 1 ; Subcommittee interview of 
Satish Ramakrishna, Deutsche Bank (5/16/2014). 

2« Id, 
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be returned to the option holder; otherwise, the bank would bear any 
losses exceeding the premium.^*’ 

The accounts of the two largest users of this version of the MAPS 
options, RenTec and George Weiss, which purchased and held the 
options from 2000 to 2007, never experienced any losses or knockout 
events. Instead, every option, every year, provided a cash payment to 
the hedge fund that exercised the option. 

(b) Revised MAPS 

Starting at the end of 2007, following what was known in the 
hedge fund industry as the “Quant Quake,” Deutsche Bank decided to 
revise the general terms of the MAPS option.^®** In August 2007, several 
hedge funds which used similar statistical arbitrage strategies based on 
computer models suffered significant losses in a relatively short amount 
of time due to the high correlation of their strategies, despite the fact that 
the market remained overall neutral during the event.^*’ Those hedge 
funds experienced big losses, even though the rest of the market was 
stable. The Quant Quake event demonstrated that hedge funds 
employing the same statistical arbitrage strategies ran a risk called 
“duplication,” in which models all reacting in the same manner could 
drive other models to mimic the same behavior leading to widespread, 
unexpected losses.^’® In an interview with the Subcommittee, Barclays 
Director of Credit Risk, Lansford Dyer, said: “The only real risk I worry 
about, for a fund similar to RenTec, is duplication risk, the risk funds 
running the same strategies start affecting each other.”^” 

Following the Quant Quake, Deutsche Bank personnel reviewed 
the basket options structure for risk, legal, and compliance issues, 
including tax, as well as how Deutsche Bank might earn a greater 
financial return on the MAPS options. At the same time, RenTec 
became concerned that provisions in its Investment Advisory Agreement 
with Deutsche Bank did not clearly define which party would be 
responsible for controlling the liquidation of assets in the managed 
account if Deutsche Bank were forced to unwind an option. 

The new MAPs structure was completed by late 2008. It included 
a number of significant changes. First, Deutsche Bank began to 
subdivide each option’s referenced assets and place each set of assets in 


f ' Id. 

Subcommittee interviews of Satish Ramakrishna, Deutsche Bank (5/16/2014) and Jonathan 
Mayers, RenTec (5/28/2014). 

Subcommittee interviews of Peter Brown, RenTec ( 6 / 3 / 2014 ) and Satish Ramakrishna, 
Deutsche Bank (5/16/2014). 

See, e.g., “Quant Quake Shakes Hedge-fimd Giants,” Market Watch . Alistair Barr, 
(8/13/2007), http;//www.marketwatch.com/story/quant-quake-shakes-hedge-fund-giants. 
Subcommittee interview of Lansford Dyer, Barclays ( 4 / 13 / 2014 ). 
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a separate sub-account, rather than grouping them in one large pooled 
account. This subdivision meant that, although the referenced assets 
continued to be traded through one proprietary account, they were 
tracked separately and assets could be identified as belonging to a 
particular option, where previously it had not been possible to determine 
which assets belonged to which option.^’^ 

Second, the new options had separate investment guidelines for 
each sub-account as well as continuing to maintain general guidelines 
for the overall structure. Third, the bank switched from American style 
options to European style options, meaning the options could no longer 
be exercised at any time prior to the maturity date, but only on a 
specified exercise date. 

Fourth, under the revised MAPS structure, instead of a fixed fee, 
the investment advisor was paid a performance fee equal to 2% of the 
trading gains, which was higher than the prior fee, but was still 
subtracted from the trading profits in the option account.^^^ Fifth, 
Deutsche Bank changed the formula used to calculate the premium paid 
by the hedge fund purchasing the option.^^”* 

Finally, in response to RenTec’s concerns, Deutsche Bank and 
RenTec negotiated new liquidation terms under which, if an option were 
terminated by the bank without cause and if RenTec determined the 
liquidation could harm its other holdings, then RenTec had the right to 
decide whether it wanted to control the liquidation of the account.^^^ 


Subcommittee interview of Thomas Kerns, RenTec (5/6/2014). 

6/27/2014 letter from RenTec counsel to the Subcommittee, PSI-Renaissance-37-000001~007, 
at 003. 

7/30/2008 e-mail from Eamon McCooey of Deutsche Bank to Tom Kerns of RenTec, ‘'RE: 
Optionality Value” RT-PSi-000461 19 

See, e.g., 12/15/2008 “Master Investment Advisory Agreement ” between Deutsche Bank AG 
London and RenTec, DB-PSI 00000001-047, at 010. 
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The following chart provides a simplified diagram demonstrating how 
the restructured MAPS basket options were intended to work. 

Figure 2; A simplified diagram outlining the MAPS transaction as 
conducted by RenTec. 
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In designing the restructured MAPS option, Deutsche Bank 
negotiated with RenTec about a number of the terms. Deutsche Bank 
also initiated negotiations with George Weiss about switching to the 
revised MAPS structure. Ultimately, however, Deutsche Bank did not 
enter into any new MAPS transactions with George Weiss.^’® According 
to the George Weiss Associates COO, Federick Doucette, George Weiss 
viewed the new structure as a sign that Deutsche Bank no longer had any 
real interest in continuing the MAPS structure.^’’ Mr. Doucette told the 
Subcommittee that he believed the new structure had several provisions 
that lacked “any business purpose” and that Deutsche Bank had 
explained most of the new provisions as being necessary “for tax 
purposes.”^^* In an email, George Weiss informed Deutsche Bank that 
several of the new requirements would forcibly change the way that 
George Weiss operated its business, noting for example that the lack of 
cross-collateralization could reduce George Weiss investments in MAPS 
by as much as 60% due to the need for additional liquidity to fund the 
remainder of the business.^’’ After George Weiss was unable to 


Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

Id. 

Id. 

2/26/2009 email from Frederick Doucette, GWA, to Frank Nelson, Deutsche Bank, “MAPS 
comments,” DB-PSI-00033762, at 763-764 (listing out George Weiss concerns with new MAPS 
Structure). 
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negotiate changes to the revised structure, it decided to end its 
participation in MAPS.^*“ No hedge fund other than RenTec purchased 
options using the new structure. 

At the same time Deutsche Bank was making substantial changes 
to MAPS, the evidence indicates that very few changes were made to the 
COLT structure employed by Barclays. As one RenTec employee 
explained to the Subcommittee, Barclays was very easy to work with 
and its structure accommodated RenTec’s needs. Moreover, as 
previously noted, RenTec provided Barclays with a tax indemnity 
agreement, in which RenTec promised to pay for any potential tax 
exposure that Barclays might suffer as a result of entering into the 
COLT transaction.^®' 

(c) Current MAPS 

The restructured MAPS option remained in place from 2009 
through 2010, and was used by RenTec to purchase additional 
options.^®^ In November 2010, after the IRS issued its Generic Legal 
Advice Memorandum (GLAM) on basket options, as indicated earlier, 
Deutsche Bank ceased writing new MAPS options for over a year. In 
2012, Deutsche Bank resumed offering the restructured MAPS basket 
options. Those MAPS options, however, had been revised yet again. In 
the new format, the only MAPS options offered to RenTec had terms 
which lasted less than one year and contractually required all gains to be 
reported as short-term capital gains.^*® MAPS options lasting more 
than one year were no longer available. 

In contrast to Deutsche Bank, Barclays continued to offer COLT 
options to RenTec, even after issuance of the IRS basket options GLAM 
in November 2010. It was not until two years later, in 2013, that 
Barclays revised its COLT structure so that it, too, offered only those 
basket options that were less than a year in length.^®'* 


Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

See 10/1/2004 “Indemnity Agreement,” signed by Barclays Bank PLC, Palomino Limited, 
Badger Holdings L.P., Medallion International Limited, Medallion Capita! Investments Ltd., 
Medallion Associates L.P., Medallion Fund L.P., Medallion USA L.P., and Medallion RMP 
Fund L.P., BARCLAYS-PSI-632877-904, at 880. 

Chart produced by Deutsche Bank, 6/27/2014, DB-PSl 00052583-585. 

See, e.g., 6/7/2012 Deutsche Bank letter agreement with Mosel Equities L.P., “BARRIER 
OPTION TRANSACTION— Casih Settled, DBSI Reference No. 941-50340,” DB-PSI 
00047768-796, at 786. 

See “History of COLT Options,” prepared by Barclays, BARCLAYS-PSI-748604. 
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D. Analysis of Basket Option Case Studies 

A review of the basket option transactions involving Deutsche 
Bank, Barclays, RenTec, and George Weiss Associates demonstrates 
that although those financial products were styled as options, the terms, 
conditions, and day-to-day operation of the MAPS and COLT structures, 
the locus of control in each case, and who realized the profits from those 
arrangements undercut the structures’ status as options and, more 
generally, as financial derivatives. Instead of options, the MAPS and 
COLT accounts functioned as highly leveraged prime brokerage 
accounts controlled by the so-called “option holders” who directed the 
trading and took the profits. Those basket option holders did not profit 
from a derivative activity, but directly from the trades they executed. 

Although the option accounts and assets were held in the name of 
the banks, as investment advisors to the trading accounts, RenTec and 
George Weiss had the exclusive right and discretion to determine what 
assets were purchased and sold from each account, subject to basic risk 
reduction guidelines specified in the investment advisory agreements. 
The hedge funds told the Subcommittee that they were passive option 
buyers making mere “suggestions” or “recommendations” to assist the 
banks with their hedging activities, but, in reality, the hedge funds fully 
controlled the trading accounts used to determine the option payoffs, 
executed the trades made per day, and reaped the profits from those 
trades. Additionally, by characterizing the funds lent by the banks as 
money that the banks were depositing into their own accounts, the hedge 
funds used the basket option accounts to obtain leverage at far greater 
levels than otherwise allowed under federal law for prime brokerage 
accounts. 

When RenTec took control of the option accounts at Deutsche 
Bank and Barclays, it employed a proprietary investment strategy that 
utilized a computer-based set of algorithms which was managed by over 
90 professionals and required continual adjustments. The trading 
strategy used hundreds of thousands of short-term trades per day and 
produced an average of 26 to 39 million trades per year. In addition, 
that high-volume trading strategy caused rapid and significant turnover 
in the assets in the option accounts. The resulting, ever-changing basket 
of securities, controlled by RenTec as the investment advisor, 
continually modified the portfolio of assets supposedly supporting the 
option contracts. The constant changes not only undermine the notion of 
an option whose value was linked to a specific set of assets, but also 
could be seen as having given rise to realization events for tax purposes, 
further exposing the option’s role as window-dressing to disguise direct 
securities trading by the company purporting to serve as a mere option 
holder. 
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In substance, the structures functioned as prime brokerage 
accounts with non-recourse financing that enabled the hedge funds to far 
exceed federal leverage limits on margin accounts, conduct non-stop, 
direct trades using the banks’ trade execution software, and reap the 
resulting profits from their own trading activity. In the case of RenTec, 
the basket option contracts were not even administered as distinct, 
independent legal contracts, but were instead woven into an integrated 
trading strategy across multiple banks, multiple legal entities, and 
multiple accounts. This integrated strategy conducted hundreds of 
thousands of trades each day, yet RenTec used the basket option 
structure to characterize the resulting profits from the option related 
trades as long-term gains, saving billions of dollars in taxes over more 
than a decade. 

Just as RenTec treated the management of the MAPS and COLT 
option accounts as components of a larger investment strategy, so too 
did the banks view and treat the individual option accounts as if they 
were part of a single large investment pool at each bank rather than 
trading specific securities within each option contract. For years, neither 
RenTec nor the banks tracked the basket option trading activity on an 
option-by-option basis, instead pooling the assets and profits. It was not 
until 2008, that Deutsche Bank began tracking asset performance on a 
per option basis, while Barclays has never tracked performance on a per 
option basis. 

In late 2008, when Deutsche Bank revised the MAPS structure and 
limited the transactions to European style options that could be executed 
only on a fixed date, RenTec made clear its intention to use the MAPS 
accounts to maintain its access to cash on a short-term basis. RenTec 
did so by scheduling the options it purchased to produce exercise dates 
periodically throughout the year. RenTec then exercised those options 
on the pre-determined dates to obtain cash payments at regular intervals, 
and used the cash to support its business operations. This activity offers 
further evidence of the extent of the hedge fund’s control over the option 
trading activities and profits to meet its financial needs, in contrast to a 
passive option holder waiting to see how a capital investment might pan 
out. 


Each of these factors, RenTec’s control over the trading strategy 
and related activities, high-volume trading and account turnover, 
integration of the accounts into a larger investment strategy, and use of 
the accounts to produce regular cash payments supporting its business 
operations, contradict a depiction of RenTec as a passive option holder 
awaiting derivative gains. The option structure functioned instead as a 
vehicle for RenTec to conduct direct trades with leverage at much higher 
levels than available in normal margin accounts, to aggregate and defer 
its gains, and to avoid billions of dollars in short-term capital gains 
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taxes. The structure functioned the same way for George Weiss 
Associates. 

(1) RenTec Utilization of the Basket Option Structure 

Because RenTec was the longest and largest user of basket options 
studied by the Subcommittee, and entered into options with both 
Deutsche Bank and Barclays, its use of the basket option structures will 
be analyzed first. 

(a) Disguising Trading Activity as an Option 

Although Deutsche Bank and Barclays established proprietary 
accounts for the basket options, purportedly to hold assets that would 
serve as a hedge to cover the option payoffs, those accounts actually 
functioned as if they were RenTec’s own prime brokerage trading 
accounts, with RenTec acting in the role of trader rather than option 
holder. The facts show RenTec had active and total control over the 
trading strategy and executions. Barclays, in an internal memorandum 
to its auditors, described RenTec as having so much control over the 
accounts that Barclays planned to remove from Barclays’ financial 
statements the shell entity, Palomino Ltd., in whose name the accounts 
and assets were held. Further evidence that the accounts did not 
function as true options, or likely even as derivatives, is that RenTec 
managed the MAPS and COLT basket option accounts as components of 
one large investment pool, journaling assets between option accounts, 
rolling assets from expired to new option accounts, and shifting parts of 
its investment portfolio between different financial institutions. The 
resulting rapid asset turnover in the various option accounts meant that 
the options purchased by RenTec had no fixed assets and did not 
function as true options. The accounts existed simply to carry out 
RenTec’s algorithmic trading strategy. In the end, for all practical 
purposes, the accounts functioned as over-leveraged prime brokerage 
accounts controlled by the hedge funds to produce trading profits rather 
than as accounts controlled by the banks to provide a hedge against an 
option contract. 


(i) Controlling Trading Activity 

Although the basket option accounts were opened in the name of 
Deutsche Bank and Barclays, RenTec, and only RenTec, controlled the 
investment decisions and trading activity undertaken in each account. 
Since 2000, RenTec was named as the investment advisor for all of the 
accounts referenced in the 79 basket options it purchased from the two 
banks, of which 60 have been exercised by RenTec after the one-year 
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mark.^**^ As the investment advisor, eveiy direction by RenTec to buy or 
sell an asset in a particular option account served dual roles: the 
resulting portfolio of assets served as the reference assets to determine 
the ultimate value of the option and hold the profits from executed trades 
and, simultaneously, each transaction provided the assets described by 
Deutsche Bank and Barclays as the hedges created for the option 
contracts. 

High Volume Trading. Trading records and other evidence 
indicate that RenTec used its discretion over the basket option accounts 
to conduct millions of high-volume trades for years. In response to a 
Subcommittee inquiry, RenTec estimated that the company conducted 
from 100,000 to 150,000 trades per day with each bank.^®*’ Those 
estimates of the daily trading activities at each bank yield a combined 
estimated average of 26-39 million trades per year through the option 
accounts.^*’ Still another document, prepared by Barclays, described the 
trading activity of the Medallion Fund, the entity Renaissance used to 
implement the basket option transactions, as “very high frequency 
trader.”^** 

While RenTec executives repeatedly told the Subcommittee that 
the company simply “suggested” or “recommended” trades to the banks 
for their hedge accounts, it is difficult to credit that description of 
RenTec’s actions given that it had the trading authority and electronic 
means to execute actual trades through the option accounts at its 
discretion and without consultation with the banks. Another factor is the 
sheer volume of trades that were actually executed on a minute-to- 
minute basis each day; it is difficult to understand how all of those trades 
were completed if RenTec were merely suggesting rather than executing 
the trades. It is also difficult to understand how the company offered 
“suggestions,” since virtually all of the trade orders were initiated 
electronically, using RenTec’s proprietary algorithms, and were 


See chart, “History of COLT Options,” prepared by Barclays, BARCLAYS-PSI-748604. See 
also chart produced by Deutsche Bank, 6/27/2014, DB-PSl 00052583-585. Six of those options 
remain outstanding. 

6/27/2014 letter from RenTec’s counsel to the Subcommittee, “Response to Renaissance 
Follow Up Questions,” PSl-Renaissance-37-000001-'007, at 004. 

Subcommittee estimate based on the daily trading estimates supplied by RenTec. 6/27/2014 
letter from RenTec’s counsel to the Subcommittee, “Response to Renaissance Follow Up 
Questions,” PSI-Renaissance-37-000001 -007, at 004. These large figures appear to be 
corroborated by an SEC examination report that calculated, for the one-year period from April 1 , 
2008 to March 31, 2009, that RenTec executed approximately 129 million orders. “Examination 
Report for: Renaissance Technologies LLC (801-53609),” prepared by the SEC, 
SEC_RT13^001971-993, at 972 [Sealed Exhibit]. 

1 1/18/2008 memorandum prepared by Barclays, “Renaissance Technologies Corp Prime 
Services Brief on existing BarCap relationship and legacy Lehman relationship,” BARCLAYS- 
PSI-018701-704,at701. 

Subcommittee interviews of Jonathan Mayem, RenTec (5/28/2014) and Mark Silber, RenTec 

(6/I0/20I4). 
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executed immediately using the banks’ trading software and direct 
market access, typically with no human intervention on either side. 

Bearing the Rewards and Risks. Within the MAPS and COLT 
structures, RenTec bore all of the significant risks and rewards due the 
owner of the securities positions held in the option accounts. Subject to 
trading and financing costs, all of the profits accrued from the trading in 
each option account were paid to RenTec when the option was 
exercised. No portion of the trading profits was paid to either bank, 
which received only financing and fee income. In addition, except for 
catastrophic market events, RenTec bore all of the risks associated with 
the ownership of those assets. For example, any trading losses served to 
lower the value of the affected option account and lower the final option 
payoff when RenTec exercised the option. The only risk faced by the 
banks was a catastrophic market event that depleted the value of the 
option accounts, an event that never occurred for any RenTec options. 
One RenTec analyst wrote that, even if a threshold level were breached 
requiring bank assumption of losses in an option account, losses would 
be minimal since the portfolio was “well-diversified, market-neutral, and 
with low liquidity imbalance,” and “could be liquidated slowly if 
required.”^^ 

Paying Ownership Costs. Further, RenTec bore the day-to-day 
costs associated with ownership of the assets in the option accounts, 
even though the assets were held in the name of the banks providing the 
accounts. Each option had a “trade confirmation,” which is a written 
acknowledgment provided by the bank indicating that a trade has been 
completed, and which included details such as the date, price, 
commission, fees, and settlement terms of the trade. A section in the 
confirmation entitled, “Basket Cosf’ at Barclays and “Basket Income 
and Expenses” at Deutsche Bank, identified the account expenses and 
subtracted the costs directly from the account. The costs charged to 
RenTec included trade transaction fees, including ticket charges and 
short sale borrowing fees, reflecting the costs incurred by the bank for 
completing each individual transaction executed in the account. 
Transaction fees are common expenses in a traditional client brokerage 
account, but are normally absent from proprietary trading accounts 
operated by the bank itself Similarly, the trade confirmations 


Email from Daniel Koranyi, RenTec, replicated in 1 1/19/2008 email from Colin Masson, 
RenTec, to Daniel Koranyi, “DB counteroffer,” RT-PSI-00368695-697. 

For the Barclays confirmations, see, e.g., 12/21/2005 Barclays letter agreement with Badger 
Holdings L.P., “Option HH,” BARCLAYS-PSl-002879-896, at 887-888. For the Deutsche Bank 
confirmations, see, e.g., 12/16/2007 Deutsche Bank letter agreement to Mosel Equities L.P., 
“‘OUTPERFORMANCE’ BARRIER OPTION TRANSACTION— Cash Settled, Linear 
Amortizing Premium — DB Reference No. 941-50053,” DB-PSl 00000320-337, at 327. 

These costs were enumerated in the Barclays confirmations and in the Deutsche Bank 
investment advisory agreements. See, e.g., 12/21/2005 Barclays letter agreement with Badger 
Holdings L.P., “Option HH,” BARCLAYS-PSI-002879-896, at 887-888; 3/14/2002 “Investment 
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charged RenTec financing fees, which are common in client brokerage 
accounts, but not in a bank’s own proprietary trading accounts. 

The financing charges and transaction fees ultimately reduced the 
cash-settled payout to RenTec when it exercised the option on that 
account to withdraw its profits. Paying those daily trading and financing 
costs offer further evidence that the accounts did not operate as the 
banks’ accounts to hedge the options, but as prime brokerage accounts 
for RenTec. 

Disguising Control. At Deutsche Bank, a representation made by 
the option holder in some option confirmations appears to disguise 
RenTec’s control over the option account. 

When RenTec purchased an option, it did not hold the option in its 
own name, using instead one of its related entities. For the Deutsche 
Bank basket options, RenTec used a Bermuda corporation, named 
Franconia Equities Ltd., as the official option holder until 2007, when it 
replaced the company with a Delaware partnership named Mosel 
Equities LP (Mosel).^’^ 

RenTec served as the general partner of the Mosel partnership, and 
RenTec officials signed legal documents on behalf of Mosel. According 
to a recent ruling of the First Circuit Court of Appeals, under Delaware 
partnership law, “a partner ‘is an agent of the partnership for the purpose 
of its business, purposes or activities,’ and an act of a partner ‘... binds 
the partnership.’”^^'* Under that ruling and Delaware law, since RenTec 
was the general partner of Mosel, it necessarily acted as an agent of 
Mosel. 

At the same time, in the basket option transactions, RenTec served 
as the investment advisor for the Deutsche Bank accounts. In that role, 
RenTec determined what assets would be placed in the Deutsche Bank 
account which served as the reference for the option payoff, with full 


Advisory Agreement” between Deutsche Bank, London Branch, and RenTec, DB-PSi 
00123209-221, at 210, 

See 5/21/2008 email from Thomas Kerns to Mark Silber of RenTec, “Legal Entity Org Chart 
PowerPoint,” RT-PSI-00363679-717, at 681 and 695; Subcommittee interview of .lonathan 
Mayers, RenTec (5/28/2014). 

Sun Capital Partners III. LP v. New England Teamsters & Trucking Indus. Pension Fund . 724 
F.3d 129, 146-47 (1st Cir. 2013) (citing Del, Code. Ann. tit. 6 § 15-30! (West 2000)). 
Additionally, the option confirmations included “any investment advisor fees accrued during 
such period, whether or not actually paid by Seller” as a component of the “Basket Expenses” 
that had to be paid from the account profits. 10/8/2009 Deutsche Bank letter agreement with 
Mosel Equities L.P., “BARRIER OPTION TRANSACTION— Cash Settled— DBSI Reference 
No. 941-50310,” DB-PSI 000001 81-209, at 191. 
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power to “supervise and direct the investment ... of all assets in the 
[Deutsche Bank] Account . . . without prior consultation.”^’^ 

The result was that Mosel, through its agent, RenTec, controlled 
the selection of assets for the account of the option seller, Deutsche 
Bank. However, in the option confirmations executed as part of the 
basket option transactions, Mosel represented that it would “not attempt 
to direct or influence the choice of investments in the Basket” of assets 
to be held in the Deutsche Bank option account.^’® But, as noted above, 
Mosel did “direct” the choice of investments through its agent RenTec. 
The representations made by Mosel in the confirmations for each 
transaction were fictions, using the formal structure of the transaction - 
Mosel’s role as the official option holder -to disguise RenTec’s control 
over the option holder as well as the option’s trading activity.^” 

Fronting for the Hedge Fund. Not every Deutsche Bank affiliate 
felt comfortable using MAPS options. According to one Deutsche 
Bank employee, the bank’s U.K. affiliate declined due to concerns that 
the MAPS structure involved the bank “fronting” for a hedge fund that 
was actually “actively trading” the assets in the option account.^’* 

In a May 2008 email exchange involving Adrienne Browning, a 
Deutsche Bank tax counsel who was located in the United States and 
was handling the MAPS issue, and Steven Purvis, a Deutsche Bank 
colleague located in the United Kingdom, Ms. Browning asked if he 
remembered the rationale for Deutsche Bank UK deciding not to move 
ahead with a MAPS option that sounded very similar to the MAPS 
options used by RenTec. Ms. Browning wrote: 

“Do you remember . . . What the analysis was for the following 
proposal: a MAPS (managed account) option, where the 
underlying assets were CFDs [Contract for Differences, a contract 
similar to a Total Return Swap] traded by DBL/UK. DBL would 
hire an investment advisor to trade the account, the assets of which 


12/15/2008 “Master Investment Advisory Agreement,” between Deutsche Bank London and 
RenTec, DB-PSl 00000001-047, at 001-002. 

1 0/8/2009 Deutsche Bank letter agreement with Mosel Equities L.P., “BARRIER OPTION 
TRANSACTION— Cash Settled— DBSI Reference No. 941-50310,” DB-PS! 00000181-209, at 
201 . 

™ Franconia Equities Ltd. made a similar representation in earlier MAPS options, stating that 
“the Buyer [of the option, Franconia] agrees that it shall not contact directly the Investment 
Advisor regarding the terms or subject matter of this Transaction." 3/14/2002 
“OUTPERFORMANCE’ BARRIER OPTION TRANSACTION - Cash Settled, Linear 
Amortizing Premium - DBSI Reference No. 1244131,” DB_PS1 00123196-208, at 206. Since 
Franconia was a shell corporation under RenTec’s control, its statement that it would not contact 
the Investment Advisor - RenTec - does not seem possible. Like the Mosel representation, it 
was a fiction disguising RenTec’s control over the option holder as well as the option’s trading 
activity. 

2/5/2008 email from Adrienne Browning, Deutsche Bank, to Steven Purvis, Deutsche Bank, 
“do you remember RT-PSl-00062957-959, at 959. 
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are CFDs, and write an option on the account to a hedge fund. It is 
my understanding that we didn’t do the trade due to UK 
regulatory/tax restrictions. Do you recall the rationale?”^^’ 

Mr. Purvis responded: 

“[W]hat you described faced some general objection where DB 
could be argued to have been effectively fronting for an 
unregulated fund, i.e., trading carried ostensibly in the name of DB 
as counterparty but the reality being that a third party fund was (a) 
actively trading and (b) DB on limited risk and (c) manager only 
partially subject to DB oversight. Not thought to be a good idea 
then and following the Soc. Gen. fiasco I imagine there would be 
even more twitching now.”^®® 

(ii) Informing Auditor of RenTec Control 

At Barclays, some of the clearest and most direct evidence that 
RenTec controlled the COLT option accounts and bore the related 
rewards and risks from the trading in those accounts was Barclays’ 
decision to remove the account assets from its balance sheet. Barclays 
carried out its decision by removing from its balance sheet the special 
purpose entity it had established, called Palomino Ltd., to hold the 
COLT basket option accounts on behalf of the bank. Removing 
Palomino, a shell corporation, from the balance sheet - an action called 
deconsolidation - in effect removed Palomino’s assets from the balance 
sheet as well. When consulting with its auditor over making the change, 
Barclays justified taking that action by explaining how RenTec 
controlled Palomino and Palomino’s accounts and received all of the 
significant rewards and risks associated with the account activity, as 
explained below. 

Barclays removed Palomino from its balance sheet for accounting 
purposes in 2009, as part of a larger series of changes to its overall 
corporate structure.^®' Its action meant that the accounts and assets held 
in Palomino’s name were no longer considered part of Barclays and no 
longer included in Barclays’ financial statements, reducing Barclays’ 
total assets by more than $4 billion.^“ This accounting approach 
mirrored the accounting treatment that the bank already provided for 
standard prime brokerage accounts holding client assets; it also mirrored 


®id. 

2/5/2008 email from Steven Purvis, Deutsche Bank, to Adrienne Browning, Deutsche Bank, 
“do you remember RT-PSi-00062957-959, at 958. 

5/201 1 email exchange among Marty Malloy, John Feraca, Lansford Dyer, and others of 
Barclays, “Palomino deconsolidates from Barclays Group,” BARCLAyS-PSl-036091-102. 

See 6/24/2009 Barclays memorandum from “SCM” to “PwC,” meaning 
PricewaterhouseCoopers, Barclay’s auditor, “Palomino Limited (‘Palomino’),” BARCLAYS- 
PSI-139757-766, at 764. 
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how Prime Services, the Barclays division that dealt directly with 
RenTec, already handled the accounting for the majority of its client 
accounts.^®^ 

Barclays had begun considering the removal of the Palomino 
assets from its balance sheet in 2008, noting in an early analysis: 
“Generally, Palomino and Barclays do not share in any gains in the 
value of the account, because any such gains are paid away to Badger 
under the Options.”^®'* Badger was the shell entity established by 
RenTec to act as the official option holder on behalf of the hedge fund. 

In June 2009, to obtain approval for the proposed deconsolidation 
from its auditor, PricewaterhouseCoopers (PWC), Barclays implemented 
several PWC recommendations to clarify that Palomino was controlled 
by and operated for the benefit of RenTec. First, Barclays amended the 
Palomino Articles of Association to “restrict the activities of Palomino 
to those it is currently engaged in under the COLT transaction,”^®^ 
including to continue to work with RenTec. Second, Barclays entered 
into a side letter with RenTec in which its subsidiary, BBPLC, the sole 
owner of Palomino, “covenant[ed] that it shall not make any 
amendments or modifications to the Memorandum and Articles of 
Association of Palomino without ... the prior written consent thereto of 
Renaissance.”®®® According to Barclays and PWC, after taking those 
actions, Palomino could be considered a special purpose entity “set up 
for the benefit of Renaissance.”®®’ In a contemporaneous email, PWC 
also observed that the risk to Barclays from the Palomino option 
accounts was “remote,” citing several “critical features of the 
agreement” related to the basket option accounts, including “trading 
parameters, the trigger points at which Barclays can control a wind- 
down, the ability to adjust the call premium such that if losses are 
incurred, more funds are injected, and the involvement of market risk in 
setting these parameters.”® * 

PWC confirmed in writing to Barclays that the restrictions placed 
on Palomino ensured that Palomino existed only for the benefit of 
RenTec, citing in particular the restriction on the activities of Palomino 
resulting from the June 2009 amendments to the Palomino Articles of 


Id. at 765. 

7/2/2008 email from Rafal Medak, Barclays, to Nidhi Bajaj, 
PricewaterhouseCoopers.'Talomino’s PB accounts,” BARCLAYS-PSI-632060-063, at 061 . 

6/19/2009 email from Simon Constant to Paolo Mammola of Barclays, “Project COLT - 
articles amendment,” BARCLAYS-PSI-577747. 

6/26/2009 letter from RenTec to Barclays, New York Branch, “Palomino Limited,” signed by 
Mark Silber on behalf of both RenTec and Badger Holdings, RT-PSl-00236651-655, at 652. 

5/29/2009 email exchange among Abhinav Shah, Rob Konowalchuk, Louise McSweeney, 
and others of Barclays, “Palamino to PwC 20/5/09,” BARCLAYS-PSl-328074-077. 

5/29/2009 email from Rob Konowalchuk, PWC, to Louise McSweeney, Barclays 1, 
“Palamino to PwC 20/5/09,” BARCLAYS-PSI-328074-077, at 074-075. 
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Association,^®^ Among other matters, those amendments specified that 
only RenTec could serve as the trading manager for a Palomino account 
and that Palomino could hold prime brokerage accounts only through 
members of the Barclays group.^'® In addition, Palomino’s owner, 
BBPLC, entered into the side letter with RenTec, promising not to 
further amend the Palomino Articles of Association without obtaining 
RenTec’s prior approval, further demonstrating RenTec’s control over 
Palomino. " 

On June 24, 2009, Barclays sent a memorandum to PWC 
proposing to remove Palomino from the bank’s balance sheet.^’^ In that 
memorandum, to support the proposed deconsolidation, Barclays made 
the following statements regarding RenTec’s control of Palomino, 
Palomino’s COLT accounts, and the assets in those accounts: 

• “Although BBPLC owns 100% of the ordinary shares of 
Palomino, RenTec has the power to govern the financial 
and operations decisions for its benefit due to decisions it 
makes over Palomino’s activities under the IMA 
[Investment Management Agreement] .... 

• Palomino was created solely to enable RenTec ... to 
benefit . . . from its long-short statistical arbitrage strategy 
in an efficient manner (we understand that RenTec also 
obtains an additional tax benefit under the transactions as 
its profits on the Badger Options will generally be subject 
to tax at the long term capital gains rate of 15% rather than 
the ordinary income tax rate of 35%). 

• The trading activities of Palomino in relation to the PB 
[Prime Brokerage] Accounts are managed solely by 
RenTec as the Trading Managers such that RenTec can 
obtain the majority of the benefits from Palomino’s 
activities. ... 

• [T]he PB [Prime Brokerage] Accounts are controlled by 
RenTec. 


See April-May 2009 email exchange among Abhinav Shah and Louise MeSweeney of 
Barclays, Rob Konowalchuk, PWC, and others, “Palamino to PwC 20/5/09,” BARCLAYS-PSl- 
328074-077, at 074. 

6/24/2009 Barclays memorandum from "SCM” to “PwC,” “Palomino Limited (‘Palomino'),” 
BARCLAYS-PSI-i39757-766, at 762; 6/30/2009 “Amended and Restated Memorandum and 
Articles of Association of Palomino Limited (Adopted Pursuant to Special Resolution Dated 26 
June 2009),” RT-PSI-00234974-998; 6/26/2009 letter from Mark Silber, RenTec, to Martin 
Malloy, Barclays, “Palomino Limited,” signed by Mark Silber on behalf of both RenTec and 
Badger Holdings, RT-PSI-00236651-655. 

^ 6/24/2009 Barclays memorandum from “SCM” to “PwC.” “Palomino Limited (‘Palomino’),” 
BARCLAYS-PSL139757-766, at 762; 6/26/2009 letter from Mark Silber, RenTec, to Martin 
Malloy, Barclays, “Palomino Limited,” signed by Mark Silber on behalf of both RenTec and 
Badger Holdings, RT-PSI-00236651~655. 

6/24/2009 Barclays 1 memorandum from “SCM” to “PwC,” “Palomino Limited 
(‘Palomino’),” BARCLAYS-PSI439757-766. 
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• RenTec is effectively entitled ... to 100% of the benefits 
from Palomino’s trading activates less any prime 
brokerage fees paid to BCl and BCSL in respect of the PB 
Accounts. 

• Conclusion: Following the proposed amendments to the 
Articles and the entry into the Side Letter, RenTec 
controls the major activities of Palomino and is exposed to 
substantially all significant risks and rewards arising from 
the activities carried out through the PB Accounts, being 
the only permitted activities of Palomino.”^ 

These statements, made by Barclays to its independent auditor to 
obtain approval for a significant accounting action, are strong evidence 
of the control RenTec exerted over Palomino and the option accounts.^' 

Although RenTec signed the side letter with Barclays and agreed 
to the amendments of the Palomino Articles of Association, a RenTec 
executive told the Subcommittee that RenTec did not fully understand 
the nature of what Barclays was doing and was not aware of the 
representations that Barclays had made to its auditor.^ When informed 
of RenTec’s assertions, Barclays counsel told the Subcommittee that 
RenTec was fully engaged in the bank’s effort to remove Palomino from 
its balance sheet and knew the side letter was part of that effort. In a 
letter to the Subcommittee, Barclays counsel wrote in part: 

• “[Djuring this deconsolidation process, Barclays was also 
engaged with Renaissance and its counsel, 

• In the second quarter of 2009, Barclays had a series of 
telephone calls and e-mail and letter exchanges, and also 
exchanged drafts of documents, with Renaissance and their 
counsel that dealt with amendments to the Articles of 
Association and the drafting of a side letter. 

• Mark Silber of Renaissance signed the Side Letter, and at least 
Jim Rowen and Renaissance outside Counsel Ed Cohen of 
Winston & Strawn were participants in these exchanges. 

• ... Barclays believes it made clear during these communications 
that its objective was to change the accounting treatment of 
Palomino, and Barclays believed that Renaissance understood 
that an accounting deconsolidation would be the logical result of 
these changes. 

Id. at 763-764. 

Barclays told the Subcommittee that it distinguished its accounting deconsolidation from 
regulatory deconsolidation, and that it continued to report to the Financial Services Authority 
(FSA), its U.K. financial regulator, that Palomino was consolidated for regulatory purposes 
under an FSA requirement to consolidate any entity in which it owned more than 20% of the 
shares, even if it did not control that entity. See 5/18/201 1 email from Marty Malloy to John 
Feraca of Barclays, “Palomino deconsolidates from Barclays Group,” BARCLAYS-PSl-036091. 

Subcommittee interview of Mark Silber, RenTec {6/10/2014). 
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• ... [Barclays understood] that RenTec confirmed to Barclays 
that it did not intend to consolidate Palomino under the 
applicable accounting standards. 

• In connection with these discussions, Renaissance requested 
that Barclays confirm that its prior representations regarding the 
transaction were still true and correct, which Barclays did. 
Moreover, Renaissance cooperated with Barclays in negotiating 
and executing the required documents.”^ 

Regarding the amendments to Palomino’s Articles of Association, 
Barclays counsel wrote that, “Renaissance and their counsel reviewed 
the proposed amendments and confirmed they had no issues.”^’’ In 
addition, Barclay’s counsel represented that, with respect to the side 
letter, “Barclays initially proposed that the provision relating to consent 
to further amendments to the Articles,” and “Renaissance and its counsel 
provided Barclays with an initial draft of a letter that requested certain 
representations by Barclays, and the provision regarding amendments 
later was included in that Side Letter.”^'* 

Barclays disclosed the deconsolidation of Palomino from its 
financial statements in its 2009 Annual Report and stated the 
following:^'^ 

“Entities where the Group’s interest exceeds 50% which are excluded 
from consolidation 

Although the Group’s interest in the equity voting rights in certain 
entities exceeds 50%, or it may have the power to appoint a 
majority of their Boards of Directors, they are excluded from 


5/27/2014 email from Barclays counsel to the Subcommittee, “My response to your e-mailed 
questions,” PSI-Barclays-20-000001-006 at 003. 

Id. at 004. 

’'*Id. 

2009 “Barclays PLC Annual Report 2009, Notes to the Accounts,” prepared by Barclay.s, at 
256, http://files.the- 

group.net/library/barclays/annualrcport2009/pdfs/barcar09Jinancialstatements.pdf. This 
disclosure was also made in other SEC filings in subsequent years. See Form 20-F for year 
ending 12/31/2009, prepared by Barclays for the SEC (3/19/2010), 

http://www.seo.gOv/Archives/edgar/data/312069/0001 193125!0061597/d20fhtm; Form 20-F 
(for year ending 12/31/2010), prepared by Barclays for the SEC (3/21/2011), 
http://www.sec.gOv/Archives/edgar/data/312069/0001 1931251 1072441/d20fhtm; Form 20-F 
(for year ending 12/31/2011), prepared by Barclays for the SEC (3/30/2012), 
http://www.sec, gov/ Archives/edgar/data/3 12069/0001 193 12512 142026/d278890d20fhtm; Form 
20-F (for year ending 12/31/2012, prepared by Barclays for the SEC (3/13/2013), 
http://www.sec.gov/Archives/edgar/data/3I2069/000119312513105055/d497934d20fhtm; The 
language in Barclay’s SEC filings from 2009 through 2012 was virtually identical to that 
described above. In its most recent filings, however, Barclays modified this language 
substantially. This change occurred while Barclay’s activities were being investigated by the 
Subcommittee. See Form 20-F (for year ending 12/31/2013), prepared by Barclays for SEC 
(3/14/2014), http://www.sec.gOv/Archives/edgar/data/3 1 2069/000 11931251 4099379/ 
d686589d20fhtm. 
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consolidation because the Group either cannot direct the financial 
and operating policies of these entities, or on the grounds that 
another entity has a superior economic interest in them. 

Consequently, these entities are not deemed to be controlled by 
Barclays.” 

Barclays’ SEC filing also included a table, excerpted below, with 
information in relation to such entities as required by the Companies 
Act 2006 Section 410(2)(b): 

Country of Registration Name Percentage of ordinary share 

or Incorporation capital held % 

Cayman Islands Palomino Limited 100 


Barclays, with its auditor’s support, removed Palomino from its 
balance sheet, because the accounts and assets held in Palomino’s name 
benefited RenTec, not the bank. In the documents sent to its auditor and 
disclosed in its annual reports and SEC filings, Barclays plainly stated 
that RenTec controlled the COLT accounts and bore “substantially all 

• • ' 320 

significant risks and rewards” arising from the account activities. 
Barclay’s statements offer yet more proof that RenTec, rather than the 
banks, controlled and bore the risks and rewards associated with the 
option trading accounts. 

(iii) Functioning as Prime Brokerage Trading 
Accounts 

For all practical purposes, the COLT and MAPS accounts 
functioned like prime brokerage accounts actively traded by RenTec, 
rather than as proprietary accounts used by the banks to hedge the 
options.^^' Both of the banks recognized this fact and in internal 
communications frequently characterized the option accounts as “prime 
brokerage” accounts. Opening the COLT and MAPS accounts in the 
name of the banks and styling them as carrying out option agreements, 
rather than prime brokerage accounts intended to transact trading, were 
actions taken to achieve objectives related to lower taxes, increased 
leverage, and loss protection. 


6/24/2009 Barclays memorandum from SCM to PwC, “Palomino Limited (‘Palomino’),” 
BARCLAYS-PSI-139757-766, at 763-764. 

As indicated earlier, a “prime brokerage account” is a trading account at a large financial 
institution which provides the account holder with a bundled set of services, including execution 
of trades, settlement, financing, and custody services, that the account holder uses to trade with 
multiple brokerage houses while maintaining cash and assets in the master account. See, e.g., 
“Financial Glossary: Prime Broker,” prepared by NASDAQ, http://www.nasdaq.com/investiiig/ 
glossary/p/prime-broker; Wikipedia definition of “prime brokerage,” http://en.wikipedia.org/ 
wiki/Prime_brokerage . 
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Barclays, in its initial approval documentation for the COLT 
basket option structure in 2002, described COLT as providing: 

“an after tax benefit to these investors [RenTec] through the 
conversion of their return from the fund from short term 
capital gains (taxed at 39.6%) to long term capital gains 
(taxed at 20%). This would be achieved by substituting the 
Fund’s direct execution of its trading strategy with the cash 
settled call option over a Barclays proprietary account whose 
performance substantially replicates the Fund’s trading 
strategy.”^^^ 

This statement shows that Barclays acknowledged the tax objective of 
COLT and considered the “Barelays proprietary account” - which was a 
prime brokerage account opened in the name of a shell corporation, 
Palomino - to be a substitute for RenTec’s own trading account.^^^ 

A 2003 Barclays memorandum approving a second COLT option 
with RenTec again described the option aceount as a prime brokerage 
account, while also making the point that the risks presented by the 
option account were “akin to the risks taken in a normal collateralised 
Prime Brokerage relationship”: 

“The Second Renaissance Transaction would utilize the existing 
prime brokerage trading aceounts held with both BCSL and BCI 
(collectively referred to as the ‘PB Account’). ... Palomino [the 
shell company used by Barclays in COLT] will not have any credit 
risk or market risk in the transaction, due to the fact that ... its PB 
Account is hedged by the Synthetic Call Option and Prime 
Brokerage effectively has taken the downside risk. The risk borne 
by Prime Brokerage is akin to the risks taken in a normal 
collateralised Prime Brokerage relationship, where the risks 
generally are confined to catastrophic losses occurring over a short 
period of time.”^^'* 

Barclays view of the option account as a prime brokerage account 
is further evidenced in a Barclays evaluation of the COLT structure in 
2010 : 


“The options reference the value of these PB [Prime 
Brokerage] accounts, which is equivalent to them referencing 


8/22/2002 Barclays memorandum from Jonathan Zenios et al. to lain Abrahams et al., “SCM 
Approvals paper - Project COLT,” BARCLAYS-PST212590-598, at 590. 

See also 9/13/2002 letter from Financial Services Authority to Barclays, “Project COLT," 
BARCLAYS-PSL005258-259 (“Credit and operational controls around this [COLT] transaction 
are equivalent to those that are in place for a standard prime brokerage transaction.”). 

4/4/2003 Barclays memorandum from SCM to SCM Approvals Committee, “SCM 
Approvals paper - Project COLT (Renaissance li),” BARCLAYS-PSI-2 1 3947-953, at 949. 



210 


72 

the assets directly, and therefore there is no leakage between 
the value of the assets . . . and the value of the options. Thus, 
the net effect is that Barclays is extending senior financing to 
RenTec.”^^’ 

At Deutsche Bank, a 2009 email described the MAPS structure in 
similar terms, as a “PB” or Prime Brokerage facility used to carry out 
the trading strategy directed by RenTec; 

“The Renaissance MAPS trade is a synthetic, non-recourse PB- 
inspired facility. We [Deutsche Bank] carry the equity longs and 
shorts, as directed by Renaissance, on our BS [balance sheet] and 
pass the performance of [the] portfolio to Renaissance via 
swap.”^'^ 

In fact, the so-called “option” accounts provided RenTec with 
more benefits than normal prime brokerage accounts. Prime brokerage 
accounts are subject to federal margin rules that limit the financing that 
can be provided by a broker-dealer to a client through the account for the 
purchase of securities, allowing no more than a 2:1 leverage ratio. The 
MAPs and COLT option accounts established in the name of the banks, 
which designated RenTec as the investment advisor rather than the 
owner of the assets, sidestepped those margin limits; any funds added to 
the account by the banks could be treated as the banks supplying money 
for their own trades. By engaging in that fiction, Deutsche Bank offered 
RenTec a leverage ratio of up to 18:1, while Barclays offered a leverage 
ratio ofupto20:l.^^’ 

In a true option account, the option holder would not be actively 
trading the securities that determine the value of the options. The option 
holder would not be seeking or using financing to make more trades. 
Instead, the option holder would be passively awaiting the financial 
return on a trading account under the control of the option seller. The 
accounts set up in connection with the so-called basket option structures, 
however, were designed and intended from their inception to be under 


5/19/2010 email from Edward Sherwood to Brett Beldncr of Barclays, “COLT XIX -Draft 
SCM Approvals Notification,” BARCLAYS-PSI-010082. “Senior financing” refers to very 
secure financing, senior debt that has a position of priority relative to other lenders in the event 
of bankruptcy. See, e.g., 12 C.F.R. § 327 app. C. (“Senior debt includes any portion of total debt 
that has a priority claim on any of the borrower’s assets. A priority claim is a claim that entitles 
the holder to priority of payment over other debt holders in bankruptcy.”) 

8/25/2009 email from William Broeksmit to Anshu Jain of Deutsche Bank, “RenTech 
MAPS,” DB-PSI 00006983-084, at 083. 

™ 12/6/2006 “Amended and Restated Investment Management Agreement,” signed by Barclays 
and RenTec, RT-PSI-00134963-5013, at 983-984. Barclays provided an upper leverage limit of 
20:1, 8/15/2007 memorandum from I lamish McPherson to Iain Abrahams of Barclays, "Project 
Colt X (Renaissance Technologies)," BARCLAYS-PSI-003792; while DB provided an upper 
leverage limit of 1 8: 1 . 8/24/2009 email from William Broeksmit to Satish Ramakrishna of DB, 
“Renaissance Technologies,” DB-PSI 00005713-715, at 714. 
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the control of the option holder and to produce trading profits benefiting 
the option holder alone. 

Here, RenTec served as both the controller and the beneficiary of 
the trading activity in the basket option accounts, and but for 
mischaracterizing this as option activity, RenTec would not have been 
permitted under law to receive the added leverage it sought. While those 
accounts were purportedly established to provide a reference account for 
the basket option as well as a hedge for the banks, and all trading assets 
were held in the name of the banks, in reality, the accounts functioned in 
substance as prime brokerage trading accounts used by RenTec to carry 
out its trading strategy, while claiming lower taxes and higher leverage 
than it could otherwise justify. 

(b) Changing the Asset Pool 

As previously noted, RenTec developed, employed, and 
continually adjusted a complex algorithm to implement its trading 
strategy. It initiated hundreds of thousands of short-term trades per day, 
resulting in rapid and significant turnover in the assets in the option 
accounts, creating an ever changing basket of securities in the referenced 
accounts. This activity, controlled by RenTec as the investment advisor, 
continually modified the portfolio of assets supposedly supporting the 
option contracts. The constant changes undermined the notion of an 
option whose value was linked to a specific set of assets, and could also 
be seen as having given rise to realization events for tax purposes. 

(i) Constantly Changing Algorithm 

During the period examined by the Subcommittee, RenTec 
indicated that it employed over 90 professionals with doctorates in 
mathematics, physics, and computer science, and directed them to 
constantly monitor, update, and improve its key trading algorithm, 
which encompassed many different strategies that RenTec used to 
trade.^^* RenTec explained to the Subcommittee that those employees 
constantly worked on and modified the algorithm, carefully modeling 
new factors and introducing them into the algorithm over time to alter 
how it decided what trading recommendations to make.^^’ 

In addition, according to Peter Brown, RenTec’s Co-CEO, 
RenTec’s investment strategy was not confined to application of its 
algorithm; at times, RenTec employees also personally intervened to 
suggest trading strategies. In a 2008 telephone call between Deutsche 
Bank and RenTec, Dr. Brown was asked the question: “[H]ow would 


™ 2/26/2013 RenTec briefing of the Subcommittee. 
Id. 
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we react when some extraordinaty thing happened that can’t be so easily 
measured in market statistics?”^“ Dr. Brown answered: 

“Well, the answer there is that we have a risk control department 
and we also have senior management, all of whom are quite tuned 
into what is going on in a qualitative sense in the market. ... We 
then take that into account and it adjust the levels at which we run. 
So, for example . . . now is a perfect example. [0]ur models are 
functioning very well in this environment. Nonetheless, we are ... 
running at reduced levels and the reason we are running at reduced 
levels is precisely the reasons that you bring up. It’s . . . not clear - 
we’re still in unchartered territory here. We don’t know exactly - 
is government intervention going on. ... [T]he models don’t see 
the government intervention but we do and we are nervous that 
something could happen. ... So we have actually intervened and 
we do that from time to time when things like this happen.’’^^' 

In interviews with the Subcommittee, RenTec representatives 
explained that the algorithm executing its investment strategy was also 
managed by a separate “allocation function,” that worked off of data 
manually entered by RenTec employees and could be updated at any 
time by RenTec employees.”^ A RenTec email exchange provided an 
example of how this function worked, indicating that, during the Greek 
crisis in 201 1, RenTec used the allocation function to alter the priorities 
of its accounts between Deutsche Bank and Barclays, directing trades 
away from Barclays and towards Deutsche Bank to reduce counterparty 
risk, which then altered the size of the respective option structures at the 
two bank by nearly $4 billion.^^^ RenTec told the Subcommittee that the 
allocations between option accounts and its other prime brokerage 
accounts, which use the same algorithm strategy, are also updated 
regularly and manually by RenTec employees. 

Together, these facts indicate that RenTec’s trading strategy relied 
on a complex, computer-based algorithm that was undergoing constant 
modifications and upgrades and whose results were further modified at 
times by trading suggestions and by manual allocation functions. The 
end result was that RenTec’s trading strategy changed on a regular and 
ongoing basis. 


Audio recording of 1 1/6/2008 telephone call among James Rowen, RenTec, and Sati,sh 
Ramakrishnan, and Deepak Agrawal of Deutsche Bank, DB-PSl 00122457. 

"'Id. 

"" Subcommittee interview of Peter Brown, RenTec (6/3/2014). 

8/23/201 1 email from Peter Brown to Daniel Koranyi of RenTec, “US portfolio shift - 
overrides?” RT-PSI-00364418; Subcommittee interview of Peter Brown, RenTec (6/3/2014). 
"" Subcommittee interview of Peter Brown, RenTec (6/3/2014). 
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(ii) Constantly Changing Asset Mix 

RenTec’s constantly changing trading strategy and high-volume 
trading approach produced continuous turnover in the assets attributed to 
the option accounts. Prior to 2012, the majority of RenTec’s basket 
options were exercised more than one year after they were created. A 
2010 SEC examination report found that the average length of the 42 
options RenTec had exercised to that point was 385 days.^^^ In addition, 
the SEC examination report found that, during the one-year period from 
April 1, 2008 to March 31, 2009, RenTec placed approximately 129 
million trade orders, involving nearly 1 0,000 different financial 
instruments across 18 countries.”® As previously noted, RenTec 
advised the Subcommittee that it “recommended” between 100,000 and 
1 50,00 trades per day, each, through Deutsche Bank and Barclays’ 
trading platforms.”’ Those estimates of the daily trading activities at 
each bank yield a combined estimated average of 26-39 million trades 
per year through the option accounts. 

In addition to initiating a high volume of trades, the data indicates 
that RenTec generally held the assets it acquired for relatively short 
periods of time. As part of its 2010 examination, the SEC prepared a 
chart analyzing the length of time that RenTec held its positions.^” An 
excerpt from that chart, reprinted below, showed that, during the two- 
year period examined, RenTec’s Medallion funds held positions for less 
than three months 87% of the time. They held positions for over six 
months less than 1 % of the time. As a result of this constant turnover, 
RenTec regularly altered the entire composition of the assets included in 
the option accounts several times a year. When asked about this 
turnover rate, RenTec told the Subcommittee that it viewed the rate of 

339 

change as critical to the success of RenTec’s investment strategy. 


May 2010 Examination Report for RenTec, prepared by SEC New York Regional Office, 
SEC^RT13_001965-993 [Sealed Exhibit]. 

Id. at 972 [Sealed tlxhibitj. 

™ 6 / 21/2014 letter from RenTec counsel to the Subcommittee, PSI-Renai.ssance-37-000001- 
000007, at 004. In an internal memorandum, Barclays described the trading activity of the 
Medallion Fund, the entity Renaissance used to implement the basket option transactions, as 
“very high frequency trading.” 1 1/18/2008 memorandum prepared by Barclays, “Renaissance 
Technologies Corp Prime Services Brief on existing BarCap relationship and legacy Lehman 
relationship,” BARCLAYS-PSI-018701-704, at 701, 

Undated chart, “Holding Period Comparison RIEF vs. Medallion, From .lanuary 1, 2007 thru 
March 31, 2009,” prepared by RenTec , SEC_RT13 010650-651, at 651 [Sealed Exhibit]. 
Subcommittee interview of Peter Brown, RenTec (6/3/2014). 
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Holding Period Medallion 

From January 1, 2007 thru March 31, 2009 

Lots Relieved In* 

MED** 

Cumulative 

3 months 

12.25% 

86.97% 

4 months 

5.95% 

92.91% 

5 months 

2.92% 

95.84% 

6 months 

1.57% 

97.41% 

7 months 

0.85% 

98.26% 

8 months 

0.61% 

98.87% 

9 months 

0.43% 

99.30% 

10 months 

0.27% 

99.58% 

11 months 

0.16% 

99.74% 

12 months 

0.10% 

99.84% 

over 1 year 

0.16% 

100.00% 


* Turnover time frame. 

**Medailion holding time for its securities. 

Source; Undated chart, “Holding Period Comparison RIEF vs. Medallion” January 
1, 2007 through March 3 1 , 2009,” prepared by RenTec, SEC_RT13__010650-651 
[Sealed Exhibit], 

Not an option. Options and other derivatives usually require the 
participants to make careful calculations about how specified financial 
assets will perform, but in the case of the basket options, the hedge funds 
and banks agreed to allow constant change in the option assets. The 
agreement to allow such extensive asset changes is evidence that the 
option accounts were intended to function as trading accounts rather 
than an option or other derivative. 

A fundamental feature of a derivative is the presence of an 
underlying or referenced set of assets that can be identified, analyzed, 
and used to determine the derivative’s price, performance, and ultimate 
resolution with respect to the participating parties.^'"’ To evaluate and 
price a derivative, including an option, the participants typically analyze 
the referenced assets; if those assets are not fixed or easily identified, 
and are instead permitted to undergo constant and fundamental change, 
the required analysis cannot be performed. Products like the basket 
options that cannot, as a practical matter, produce an identifiable set of 
referenced assets do not function as true options or even as derivatives. 

The basket option contracts between RenTec, Deutsche Bank, and 
Barclays did not set up an arrangement that would produce an 
identifiable set of referenced assets. The contracts stated that the 
determinant of what the banks would owe RenTec upon exercise of the 
option would be the performance of a designated option account. The 


12/2/201 1 “Present Law and issues Related to the Taxation of Financial Instruments and 
Products,” prepared by the Joint Committee on Taxation, JCX-56-1 1, at 7, 
https://www.jct. gov/publications. html?fimc=startdown&id=4372. 
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account, which was to be managed and controlled by RenTec, was 
permitted to include a broad array of assets, whose selection was at the 
discretion of RenTec, subject only to some basic guidelines to reduce 
trading risk.^"*' 

RenTec then used the basket option accounts to implement a 
proprietary investment strategy that employed as many as 300,000 
securities trades at two banks per day, constantly changing the mix of 
assets in the option accounts. RenTec personnel were continually 
monitoring and adjusting the factors used by the complex computer 
model that RenTec developed and employed to execute its strategy. The 
volume of trades that RenTec conducted in the account was so large and 
the length of time that the assets were held was generally so short that 
the entire composition of tens of thousands of assets in the option 
accounts changed several times a year. In essence, the banks allowed 
RenTec to write an option on RenTec’s own daily trading activity, 
whatever RenTec might decide that trading activity would be. The 
contracts did not further identify the referenced assets. 

Material, fundamental changes to the option. RenTec’s 
extensive, continual changes to the basket of assets in the referenced 
accounts had a second consequence. Even if the basket option structure 
were determined to be a derivative, the basket of assets was altered in 
such a fundamental and material way by the trading activity that the 
changes may be deemed to be an exchange of one property for another, 
resulting in an exchange of the existing option for a new one, triggering 
a “realization event” for RenTec under Section 1001 of the tax code.^'*^ 


Multiple documents describe RenTec’s absolute control over the trading accounts. In a letter 
to the IRS, a copy of which was provided by RenTec to the Subcommittee, RenTec stated that 
the option was on a "notional stock portfolio that changed in accordance with recommendations 
of the Algorithm.” 4/13/2012 “Protest of 60 Day Letters by Renaissance Technologies LLC el 
al.,” RT-PSI-00000001-402, at 016 [Sealed Exhibit]. In option confirmations with the banks, the 
basket of assets was defined as “positions that (i) actually result from transactions specified by 
the Investment Advisor ... or (ii) are Designated Positions (as such term is defined in the Master 
Investment Advisory Agreement.)” 10/8/2009 Deutsche Bank letter agreement with Mosel 
Equities L.P., “BARRIER OPTION TRANSACTION— Cash Settled— DBS! Reference No. 
941-50310,” DB-PSI 00000181-209, at 190. Pursuant to the 1992 ISDA Master Agreement as 
supplemented in December 15, 2008, a designated position was any position “reject[ed],” 
“unwound,” or “liquidated” by the Client “widiout the direction of the Advisor.” 12/15/2008 
“Master Investment Advisory Agreement: Execution Copy,” signed by Deutsche Bank and 
RenTec, DB-PSI 00000001-047, at 002-003. The investment advisory agreement also stated: 
“[T]he Advisor shall . . . have full power, authority and right to . . . supervise and direct the 
investment and reinvestment of all assets in the Accounts, and engage in such transactions on 
behalf of the Client’s Account, in the Advisor’s discretion and without prior consultation with 
the Client, subject only to the terms of this Agreement Id. al 001-002. 

Analysis of the IRS GLAM suggests that the combination of direct control over the option 
account by the option buyer or its agent combined with changes in the referenced securities 
presents a good argument for a § 1001 “exchange every time there is a change to the referenced 
securities.” “Options Over a Managed Account: The IRS Weighs in,” What’s News in Tax . 
KPMG, Daniel Mayo and Sam Chen, (12/17/2010), at 12, 
http://www.us.kpmg.com/microsite/taxnewsflash/2010/Dec/Options.pdf. 
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Section 1001 determines the point at which gains should be recognized 
for tax purposes. 

An IRS regulation states that a taxpayer must recognize gain “from 
the exchange of property for other property differing materially either in 
kind or in extent.”^"*’ It has also determined that a realization event 
triggering the report of gain from an exchange of property may occur 
when there is a material change in an option contract: 

“A change in contractual terms effected through an option 
provided in the original contract is treated as an exchange under 
section 1001 if there is a sufficiently fundamental or material 
change that the substance of the original contract is altered through 
the exercise of the option. Under such circumstances, the old 
contract is treated as if it were actually exchange for a new one.”^'’'' 

Given how rapidly the assets in the option accounts turned over, 
any such gains would be short-term and not long-term, thus undercutting 
the option’s objective of producing long-term capital gains subject to a 
lower tax rate. 


(c) Ignoring Option Formalities 

RenTec entered into 29 options with Deutsche Bank and 31 with 
Barclays for a total of 60 basket options that RenTec exercised after the 
one-year mark. George Weiss entered into 10 basket options with 
Deutsche Bank. One striking feature of how they operated is that neither 
the hedge funds nor the banks traded the option assets on an 
individualized, per option basis; instead, they pooled the assets from 
multiple options before trading them, transferred assets among different 
option accounts, and used a single trading strategy for all of them. By 
ignoring the option formalities and treating the assets as part of a single, 
large investment pool, the hedge funds and banks showed the option 
format was a pretext for enabling the hedge funds to conduct a complex 
trading strategy while claiming the strategy produced lower taxes and 
higher leverage than would otherwise be available through a normal 
prime brokerage account. 

(i) Option Accounts as 

One Big Investment Pool 

The banks and RenTec told the Subcommittee that, from 1999 to 
2008, they did not keep track of assets on a per-option basis. Instead, 
the assets from multiple options were pooled together in a single 
proprietary trading account opened in the name of the bank. Once assets 


Treas. Reg. § 1.1 001 -1(a). 

Rev. Rul. 90-109, 1990-2 C.B. 191. 
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were added to the pool, they lost their identity as being associated with a 
particular option. Thereafter, to determine its profits, each individual 
option was viewed as having claim to a specified percentage of the 
overall portfolio of assets. 

While Barclays has continued using that approach from 2002 to the 
present, in 2008, after Deutsche Bank restructured the MAPS option, it 
required each MAPS option to be tracked separately and the assets 
purchased through each option to be assigned to a separate subaccount 
within the larger proprietary trading account used for basket options. 
Even then, however, once separate subaccounts were established for 
each option, Deutsche Bank allowed RenTec to transfer assets between 
the subaccounts using book entries to transfer the assets without trading 
on the market, a practice called journaling. Deutsche Bank’s practice of 
allowing the free transfer of assets between option subaccounts offers 
further evidence that the parties did not view the option contracts as 
creating separate financial instruments referencing separate, distinct sets 
of assets, but instead viewed them as interrelated parts of a single trading 
strategy under RenTec’s control. 

Percentage Allocations. Because the assets purchased through 
multiple options were pooled, at Deutsche Bank until the end of the year 
2008, and at Barclays through the present day, RenTec and George 
Weiss determined the value of an individual option using a rough-cut 
percentage allocation, meaning using a process to allocate a percentage 
of the pooled assets to a particular option.^'*^ In other words, neither the 
hedge funds nor the banks made any attempt to assign specific securities 
to specific options and track those specific securities on an ongoing 
basis. Instead, given the pooling of assets, RenTec told the 
Subcommittee that it was impossible to say at any given time that the 
gains from any given holding in the pooled securities applied or did not 
apply to a particular option.^'**’ One RenTec employee agreed that, 
during the time that the options were accounted for in this manner, it 
would have been impossible to walk it back and determine which assets 
from the pooled securities had belonged to which option.^'*’ Similarly, 
Barclays personnel told the Subcommittee that they accounted for 


See, e.g., 12/16/2007 Deutsche Bank letter agreement with Mosel Equities L.P., 
“‘OUTPERFORMANCF/ BARRIER OPTION TRANSACTION— Cash Settled, Linear 
Amortizing Premium— DB Reference No. 941-50053,” DB-PSl 00000320-337; 12/21/2005 
Barclays letter agreement with Badpr Holdings L.P., ‘'Option HH,” BARCLAYS-PSI-002879- 
896. See also Subcommittee interview of Frederick Doucette, George Weiss (5/23/2014); 
12/17/2007 Deutsche Bank letter agreement to RenTec, “First Amendment to the Amended & 
Restated Investment Advisory Agreement,” RT-PSI-00000932-933. 

Subcommittee interview of Thomas Kerns, RenTec (5/6/2014) (stating it would it be very 
difficult or even impossible to determine what stocks were assigned to a particular option during 
or after an unwind). 

Subcommittee interview of Thomas Kerns, RenTec (5/6/2014). 
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RenTec trading and compliance with the bank’s investment guidelines 
on a single, structure- wide 80818 .^“*® 

The evidence indicates that the method actually used for 
calculating the value of an option under the old Deutsche Bank structure 
and the Barclays structure required looking at each option in existence at 
the time that a new one was added and assigning a percentage of the 
total assets invested in the structure at that time to each existing 
option.^'*’ In other words, each time that a new option was added or an 
existing option was exercised, every' other option was re-valued and 
assigned a new percentage of the total pooled assets. 

This rough-cut percentage allocation method meant that every 
option affected the overall value of every other option that coexisted 
with it at any point in time. The value of each option was not 
individually tracked, but calculated as a percentage of the value of the 
overall pooled assets at each bank. This practice provides additional 
evidence that the assets in the individual options were pooled and treated 
as an integrated whole, rather than being associated with specific 
options. It is also far from clear that an “option” with an ever changing 
basket of securities with no identifiable assets of its own merits 
treatment as a true option, or even as a derivative. 

(ii) Journaling Between Deutsche Bank 
Option Subaccounts 

From 1998 to 2008, in the old MAPS system, Deutsche Bank 
pooled all of the assets purchased through multiple basket options and 
hired RenTec as the investment advisor for the account containing all of 
those assets. RenTec told the Subcommittee that the same account 
simultaneously served as the bank’s hedge for all of the outstanding 
options. In 2008, as part of Deutsche Bank’s restructuring of the 
MAPS option, Deutsche Bank created a new system that purported to 
divide up the holdings for each separate option and assign the assets for 
each option to a separate subaccount. At the same time, the new system 
continued using a single proprietary trading account that contained all of 
the option assets. Despite continued use of that pooled account, RenTec 
told the Subcommittee that the new subaccounts ensured specific assets 
individually corresponded to and hedged each option separately. Both 


Subcommitte interview of Lansford Dyer, Barclays (4/3/2014). 

See, e.g., 12/16/2007 Deutsche Bank letter agreement with Mosel Equities L.P., 
“‘OUTPERFORMANCE’ BARRIER OPTION TRANSACTION— Cash Settled, Linear 
Amortizing Premium— DB Reference No. 941-50053,” DB-PSI 00000320-337; 12/21/2005 
Barclays letter agreement wdth Badger Holdings L.P., “Option HH,” BARCLAYS-PSl-002879- 
896. See also Subcommittee interview of Thomas Kerns, RenTec (5/6/2014). 

7/31/13 letter from RenTec to the Subcommittee describing journaling betw'een basket option 
sub-accounts, RT-PSl-00384749-761. 

Id. 
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Deutsche Bank and RenTec explained that the new system also 
“resolved ambiguity” relating to how an individual option could be 
liquidated in the event of the option breaching its barrier, because with 
subaccounts, it would be clear what assets to liquidate.^^^ 

At the same time, as part of the new system, Deutsche Bank 
allowed RenTec to “journal” assets between different subaccounts.^” A 
“journal” in this context is the ability to transfer a stock position from 
one subaccount to another, using book entries for the two accounts to 
accomplish the transfer, without the need to sell the position to the 
market and then immediately buy it back.^^'* According to both Thomas 
Kems and Eamon McCooey, who managed operations for Deutsche 
Bank’s updated MAPS system at different times, this kind of transfer 
would have been problematic if it had been conducted through the 
market, since selling and repurchasing identical securities could have 
been misinterpreted as “wash sales” or some other type of manipulative 
trading.^^^ 

RenTec completely controlled the journaling process through its 
authority to determine what assets could be included in a particular 
option account. According to RenTec, it used journaling for “Portfolio 
rebalancing due to Option Exercise,” meaning to “reallocate the 
positions in the sub-account underlying the exercised option to the 
remaining options based on their relative cash settlement amounts. 

Peter Brown, co-CEO of RenTec, explained to the Subcommittee that 
the journaling process was important, because it assisted RenTec with 
loss protection.^^’ He explained that it also made sense to be able to 
journal from a business perspective because, under the new MAPS 
structure, Deutsche was charging RenTec an “upfront 20% of the 


Subcommittee interviews of Satish Ramakrishna, Deutsche Bank (5/16/2014) and .lonathan 
Mayers, RenTec (5/28/2014). 

For a list of all journaling between subaccounts, see 7/31/13 letter from RenTec to the 
Subcommittee describing journaling between subaccounts, RT-PSI-00384749-761 . 

Id. See also Subcommittee interv’iew of Eamon McCoocy, Deutsche Bank (5/2/2014). 

Subcommittee interviews of Eamon McCooey, Deutsche Bank (5/2/2014), Thomas Kerns, 
RenTec (5/6/2014), and Peter Brophy, Deutsche Bank and RenTec (5/13/2014 and 5/19/2014). 
However, RenTec counsel told the Subcommittee that it was irrelevant whether its 
“recommendation” to remove a position from a subaccount resulted in a journal or a sale to the 
market. “There does not need to be, and there is not, any provision in the Deutsche Bank option 
confirmations relating to Renaissance's ability to recommend that securities positions be 
journaled from one sub-account to another. This is because, as previously discussed, each option 
references the notional portfolio resulting from Renaissance’s recommendations for an individual 
Deutsche Bank sub-account, and it is irrelevant, from the standpoint of the option, whether 
Renaissance recommends that a position be removed from the sub-account by means of a journal 
to another sub-account or by means of a sale into the market.” 8/30/2013 email from RenTec’s 
counsel to the Subcommittee, “per our discussion,” PSI-RenaissanceTech-20-000001-002, at 
002. This position appears to be inconsistent, however, with RenTec’s explanation for why it 
preferred journaling over asset sales when moving ^sets from one MAPS account to another. 

5/15/2008 “Deutsche Bank Maps New Process/Procedures,” prepared by RenTec, RT-PSI- 
00002319-322 at 321. 

Subcommittee interview of Peter Brown, RenTec (6/4/2014). 
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premium as prepaid financing,” incentivizing RenXec to start with high 
leverage because they were already paying for it.’ 

RenTec used the journal process frequently to transfer positions 
between Deutsche Bank subaccounts when a new option was opened or 
an older option was exercised.^^’ At the Subcommittee’s request, 

RenTec provided a listing of journal entries it had made in preparation 
for the exercise of an option or the initiation of a new option. The list 
shows that, after 2008, journaling was used to transfer assets at all but 
one European style option at Deutsche Bank.^*’*’ The list also indicates 
that the journals were used to transfer between 1 4% and 1 00% of the 
assets in a particular option subaccount.^®' Of the ten journals RenTec 
identified for the Subcommittee as undertaken in anticipation of an 
option exercise, two transferred 100% of the assets in the option that was 
about to be exercised, and two more transferred 99% of the assets in the 
option about to be exercised.^®^ The average value of each of those ten 
journal entries represented over $800 million in positions, and RenTec 
used those journals to transfer those positions to other option 
subaccounts it controlled, before exercising the options that referenced 
those positions.^®^ The data indicates that RenTec also used journals at 
other points in the life of an option contract; many were done just prior 
to exercise, but a few journals transferred assets more than three months 
prior to the exercise of the option from which they were journaled.^®'' In 
2011, RenTec conducted a pair of journals after an option had already 
been exercised but prior to its final valuation.^®® 

A 2008 RenTec email also noted that the process could be used to 
“reshuffle” assets among options at the end of a trading day. As James 
Rowen, RenTec’s COO stated in an email to another RenTec executive: 
“[Tjhere is no prohibition against end-of-day transfers in our new MAPS 
documentation. We may reshuffle the constituents of the underlying 
options at the end of the day, at the current closing price.”^®® Mr. Rowen 
also advised in the email that Mark Silber, RenTec’s legal and 
compliance head, was involved in the planning to keep the reshuffling 


“*id. 

™ See V/Sl/LS letter from RenTec to the Subcommittee listing journaling transfers between 
subaccounts, RT-PS1-003S4749-76! . 

““ See 8/30/2013 chart, “.loumal Entry Dates,” prepared by RenTec for the Subcommittee, RT- 
PSl-00384762. 

7/31/2013 letter from RenTec to the Subcommittee describing journaling between sub- 
accounts, RT-PSl-00384749. 

Id. 

Statistics prepared by Subcommittee from data taken from 8/30/2013 chart, “Journal Entry 
Dates,” prepared by RenTec for the Subcommittee, RT-PSl-003 84762. 

“Id. 

Id. 

9/10/2008 email from James Rowen to Peter Brown of RenTec, “Re-shulTle- Follow-up,” RT- 
PSl-00068362. See also “Deutsche Bank Maps: New Process/Proccdures As of May 1 5, 2008,” 
prepared by RenTec, RT-PSI-000023 19-322, at 321. 



221 


83 

“manageable” and “below the radar of When asked about his 

email, Dr. Brown told the Subcommittee that RenTec did not actually 
make any journal entries simply to reshuffle assets among existing 
options at the end of a trading day, even though it was allowed under the 
terms of the management agreement.^** 

RenTec ’s frequent usage of journaling exposed several features of 
the new MAPS structure that may not have been immediately clear. 

First, it demonstrated that, although the new MAPS structure purported 
to set up separate option subaccounts to separate the assets assigned to 
each option, journaling allowed RenTec to continue to transfer assets 
among the options. Second, exercising an option did not require RenTec 
to give up assets that it wanted to retain; instead, RenTec could use 
journaling to transfer the assets it wanted to keep from the option being 
exercised to a different option subaccount, thereby maintaining the 
underlying assets. Third, each option subaccount was not operated on an 
independent basis, but was used by RenTec to pursue trading strategies 
that reached across all of its options. Fourth, journaling allowed RenTec 
to transfer assets out of a particular option subaccount and then exercise 
that option to cash out only a percentage of what had been its overall 
portfolio, just as it had been able to do through the old MAPS structure. 

RenTec’s active journaling showed that the new MAPS structure 
did not stop the hedge fund from switching assets among options. To 
the contrary, it provided additional evidence of RenTec acting as if it 
were the owner of the option assets, as opposed to a passive option 
holder. RenTec’s journaling again raised the issue of whether the basket 
options operated as true options, when their reference assets could be 
and were so easily altered. 

(d) Withdrawing Cash at Regular Intervals 

After Deutsche Bank restructured the MAPS options in 2008, and 
began using European style options that required option exercise on a 
specific date, RenTec set up the options it purchased so that it could 
regularly withdraw cash throughout the year from the option accounts 
and use that cash to support its business operations. 

RenTec told the Subcommittee that it wanted to cash out its 
earnings from its basket option holdings on a regular basis in order to 
protect its gains from a significant market downturn. RenTec also 


9/10/2008 email from James Rowen to Peter Brown of RenTec, “Re-shuffle- Follow-up,” RT- 
PSI-00068362. 

Subcommittee interview of Peter Brown, RenTec (6/4/2014). See also 12/15/2008 “Master 
Investment Advisory Agreement; Execution Copy,” signed by Deutsche Bank London and 
RenTec, DB-PSI 00000001-047, at 001-002 (explaining that the advisor had discretion to 
conduct trades for all subaccounts without consulting the client). 

Subcommittee interview of Peter Brown, RenTec (6/3/2014). 
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indicated that it wanted to regularly access the option earnings to cover 
employee salaries and bonuses, and to make distributions to 
shareholders in order to keep the Medallion funds at a specified size 
Peter Brown, RenTec’s Co-CEO, told the Subcommittee that RenTec 
explicitly designed its 2008 option purchases to facilitate cash flow from 
the basket option structures on at least a semiannual basis to run its 
business operations, including paying salaries,^’’ 

The technique that RenTec used was to stagger the initiation of the 
options it purchased so that they reached the one-year mark at intervals 
that enabled RenTec to withdraw funds on a regular basis, either 
quarterly or semi-annually, past the one-year time frame.^’^ When an 
option matured, RenTec typically cashed out the earnings it needed and 
rolled the remaining assets from the expired option’s subaccount into the 
subaccount of an existing or newly initiated option. RenTec referred to 
this practice as the “Steady State.””^ RenTec apparently communicated 
its desire to maintain that steady state to Deutsche Bank, since a 2008 
email from Satish Ramakrishna, head of risk for the Global Prime 
Finance division at Deutsche Bank, indicated that he understood that 
RenTec “wish[ed] to stagger options once every 3 months.”^’'^ 

The fact that RenTec was able to orchestrate the timing of the 
options to guarantee itself regular access to the gains from short-term 
trades underscores how completely it controlled the transactions. In 
addition, RenTec’s ability to make routine cash withdrawals from the 
basket option accounts to support its business operations is additional 
evidence that RenTec acted in the role of an owner of the underlying 
account assets, rather than as an option holder awaiting final resolution 
of an option under the control of another party. 


Subcommittee interviews of Peter Brown, RenTec (6/3/2014), James Rowen, RenTec 
(5/20/2014), and Mark Silber, RenTec (6/10/2014). But RenTec’s counsel told the 
Subcommittee that the cash withdrawals were not used for employee salaries or bonuses, but 
only for returns to investors. Subcommittee briefing by RenTec counsel (6/16/2014). 

Subcommittee interview of Peter Brown, RenTec (6/3/2014). 

In addition to allowing cash withdrawals to support its business operations, RenTec described 
other benefits from using options with staggered start dates. A 2008 email suggested they could 
be helpful in preventing a large loss during a crisis by ensuring that no two options had the same 
starting values or maturing dates, preventing cascading effects. See 6/16/2008 email from Satish 
Ramakrishna of Deutsche Bank to James Rowen of RenTec, “Language,” RT-PSI-00054256; 
Subcommittee interview of James Rowen, RenTec (5/20/2014). In addition, by rolling assets 
from exercised options into new options, RenTec could ensure that it took only the funds it 
needed and avoid large changes in the overall leverage or other parameters of its investment pool 
at Deutsche Bank and Barclays. See, e.g., 12/8/201 1 email exchange among Noor Islam, Jordan 
Friedman, Devasish Majumdar and others of Barclays, “COLT Option XXIV - GFRM,” 
BARCLAYS-PS1-01365S (explaining that as long as RenTec put on a new option in the right 
order, it could exercise three others without violating leverage guidelines). 

™ See, e.g., 9/10/2008 email from Peter Brown to James Row'en, “Re-shuffle- Follow-up,” RT- 
PSl-00068362. 

™ 6/16/2008 email from Satish Ramakrishna of Deutsche Bank to James Rowen of RenTec, 
“Language,” RT-PSI-00054256. 
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(2) George Weiss Utilization of Basket Option 
Structure 

The use of the basket option structure by George Weiss Associates 
- the second largest user of the basket option structures - further calls 
into question the legitimacy of this structure as a derivative, and whether 
resulting gains qualified for long-term capital gains treatment. 

From 2003 to 2007, George Weiss bought ten MAPS basket 
options from Deutsche Bank, involving assets that at their inception had 
a notional value totaling about $2.8 billion.”^ Those basket options 
functioned in the same manner as the MAPS options purchased by 
RenTec. The option assets were held in the name of Deutsche Bank and 
kept in a proprietary trading account opened in the name of the bank. 
Like RenTec, George Weiss was named as the investment advisor for 
the option accounts, and it was George Weiss that determined the 
trading strategy and initiated the trading orders, which were then 
executed using Deutsche Bank’s trading software. Like RenTec, the 
assets purchased through George Weiss’ individual options were pooled, 
and the hedge fund traded them as part of an integrated trading strategy. 
Unlike RenTec, George Weiss did not trade as frequently nor did it rely 
on a trading algorithm. 

(a) Crossing Trades Between Accounts 

On several occasions, George Weiss used basket option assets in 
ways that appeared to disregard which entity nominally owned the 
assets. 

For example, in July 2008, prior to closing out several MAPS 
options, George Weiss moved some of the assets from the MAPS 
account it managed to a prime brokerage account opened in the name of 
OGI Associates LLC, a related entity.^^® The OGI prime brokerage 
account was also located at Deutsche Bank. In an email instructing the 
transfer - or journal - to occur, George Weiss personnel requested 
movement of the assets “to [the] OGI account from the MAPS 
account.”^’’ Later, in the same year, crossing positions were suggested 
again by George Weiss personnel in order to correct a perceived 


See Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577- 
582, at 579. 

7/10/2008 email from Apollo Wong to David Betten, “George Weiss MAPS Inve.stmont 
Guidelines - PLEASE READ,” GWALLC-PSl-0002504, See also “Connecticut Companies” 
profile of OGI Associates LLC, http://wvvw.connecticutcompaniesindex.com/ogi-associates-llc- 
5ahy/ (indicating the company’s business address was care of George Weiss Associates Inc. and 
its “principal” was “George A. Weiss Manager”). 

7/9/2008 email from Apollo Wong to Susan Sevigny of GW A, “FW: George Weiss MAPS 
Investment Guidelines- PLEASE READ,” GWALLC-PSI-0002492-494, at 493. See also 
Subcommittee interview of Frederick Doucette, GWA (5/23/2014) (confirming assets were 
moved from MAPS to OGI). 
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imbalance between long and short exposure in the MAPS account.”® 

On both occasions, George Weiss transferred assets that had been held 
in the name of the bank to a brokerage account where those same assets 
would be held in the name of a related entity. When asked about the 
trades, George Weiss COO Federick Doucette told the Subcommittee 
that “a handful” of these trades did occur, but that George Weiss viewed 
them as “a mistake” and that they involved “very small amounts.””’ 

In addition to moving assets from MAPS accounts to the brokerage 
account of a related entity, OGI, George Weiss negotiated a “Master 
Netting Agreement” with Deutsche Bank, which allowed it to avoid 
financing charges when it had assets in MAPS accounts that left it 
economically neutral when combined with assets in the OGI prime 
brokerage account.®®® This 2003 agreement allowed George Weiss to 
offset assets from the two accounts, even though the assets in the OGI 
account were held in the name of a George Weiss entity and the assets in 
the MAPS account were held in the name of Deutsche Bank. That 
Deutsche Bank allowed this arrangement for some of the MAPS 
transactions conducted with George Weiss shows that the bank, as well 
as George Weiss, viewed the assets in the basket option accounts as 
belonging to the hedge fund rather than the bank. 

When Deutsche Bank restructured the MAPS options in 2008, 
Deutsche Bank decided that it would no longer allow George Weiss to 
“cross sell positions” held in its MAPS accounts to its OGI prime 

^ 381 

brokerage account. 

(b) Using MAPS Assets as Collateral for 
Other Accounts 

Despite the fact that the assets in the MAPS accounts - and the 
accounts themselves — were held in the name of Deutsche Bank, for 
several years, Deutsche Bank allowed George Weiss to use the options 
as collateral in other financial transactions. For example, Deutsche 
Bank permitted George Weiss to use “100% of the options market value 
to cross collateralize its OGI account,” a prime brokerage account also 
located at Deutsche Bank.®®® When asked, George Weiss told the 


10/10/2008 email from Apollo Wong to Federick Doucette, “db maps account imbalance,” 
GWALLC-PSl-0002328, 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

6/16/2003 “Master Netting Agreement,” GWA, LLC, OGI Associates, and Deutsche Bank, 
GWALLC-PSI-0003427. 

See, e.g., 10/26/2009 email from Jeffrey Dillabough, GWA, to Frank Nelson, Deutsche Bank, 
“DB/Weiss MAPS option,” DB-PSI 00036700 (noting the restructured MAPS option would no 
longer allow George Weiss to “cross sell” assets from a MAPS account to a prime brokerage 
account as part of George Weiss’ “routine rebalancing activities"); Subcommittee interview of 
Frederick Doucette, GWA (5/23/2014). 

See id. (noting that George Weiss had been allowed to use 100% of the option market value 
to “cross collateralize” its prime brokerage account at OGI). 
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Subcommittee that the bank had agreed to the collateral arrangement, 
because of the long duration of its basket options and the relatively large 
amount of equity that had accrued in its MAPS option accounts. 

George Weiss indicated that the bank had also permitted it to pledge the 
MAPS option accounts as collateral for a line of credit offered by 
Deutsche Bank, which the hedge fund then used to run its day-to-day 
business.^*'' In both cases, the bank essentially allowed the hedge fund 
to treat the option account assets as if the hedge fund owned them. 

In response to questions, George Weiss COO Frederick Doucette 
told the Subcommittee that neither George Weiss nor Deutsche Bank 
had fully considered what would happen if a margin call on the OGI 
account had required Deutsche Bank to draw upon the option equity as 
collateral.^*^ Mr. Doucette noted that founder, George Weiss, had 
enough funds personally to cover the borrowed funds.^*** 

When Deutsche Bank restructured the MAPS option in 2008, it 
indicated to George Weiss that it wanted to limit or remove the ability to 
use the options as collateral in other transactions.^**^ During negotiations 
over a proposed term sheet for the restructured MAPS option, a George 
Weiss employee noted in an email: “As the draft is written, the failure 
to fund the collateral does not trigger our ability to terminate the IMA 
[Investment Management Agreement] and the option. In our view it 
should In another email to Deutsche Bank, George Weiss noted 

that the lack of cross-collateralization could reduce George Weiss’ 

MAPS investments by as much as 60%, because the hedge fund would 
have to find additional liquidity structures elsewhere to finance its 
business operations.^*^ When Deutsche Bank declined to allow the 
restructured MAPS option accounts to be used as collateral in other 
financial transactions, it contributed to the decision of George Weiss to 
discontinue its involvement with MAPS.'^®'* 

Mr. Doucette told the Subcommittee that Deutsche Bank indicated 
that it was restructuring MAPS, in part, because of tax concerns.^'’' He 
further noted that, because of the increased costs associated with the new 


Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

®Id. 

Id. 

Id. 

See, e.g., 10/26/2009 email from Jeffrey Dillabough, GWA, to Frank Nelson, Deutsche Bank, 
“DB/Weiss MAPS option,” DB-PSl-00036700 (indicating that under the new structure, cross- 
collateralization would be limited to 25% of the option value). 

8/16/2010 email from Jeffrey Dillabough, GWA, to Peter Brophy and Frank Nelson, 

Deutsche Bank, “RE: New MAPs Term Sheet,” GWALLC-PSI-0009484. 

2/26/2009 email from Federick Doucette, GWA, to Frank Nelson, Deutsche Bank, “MAPS 
comments,” DB-PSI-00033762, at 763-764 (listing George Weiss concerns with proposed new 
MAPS structure). 

2/25/2009 email from Federick Doucette, GWA, to Frank Nelson, Deutsche Bank, “MAPs 
comments,” DB-PSl-00033762-765, at 763. 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 
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structure, George Weiss declined to use it and, instead, decided to use its 
own prime brokerage accounts to execute the same trading strategies. 

(3) Claiming a Business Purpose 

Deutsche Bank, Barclays, George Weiss, and RenTec all claimed 
that the motivation for using basket options was that it offered increased 
leverage to the option buyer as well as downside loss protection which 
was capped at the initial premium. They all claimed that tax avoidance 
was not a key motivator for the transactions.^® Other evidence shows, 
however, that tax avoidance was a key aspect motivating the basket 
option structure. In addition, as indicated earlier, SEC examination 
reports determined that basket options appear to have enabled a handful 
of hedge funds, in less than five years, to avoid paying taxes totaling an 
estimated $915 million, while other data suggests that total tax 
avoidance could exceed $6 billion. 

(a) Facilitating Tax Avoidance 

Barclays, which dealt only with RenTec, was very direct about the 
tax-based motivation for their COLT transactions. In its original 2002 
product approval memorandum for project COLT, Barclays’ Structured 
Capital Markets (SCM) group wrote that COLT would provide “an after 
tax benefit to these investors through the conversion of their return from 
the fund from short term capital gains (taxed at 39.6%) to long term 
capital gains (taxed at 20%).”^® In a 2004 product approval 
memorandum, SCM wrote the following about the “economic driver” 
for the COLT basket options being purchased by RenTec: 

“Fund Benefit 

US individual investors of the Fund would obtain a post-tax benefit 
if the Call Option is exercised after 12 months, because all the gain 
on the Call option would be treated as a long-term gain for US tax 


“Id. 

Subcommittee interviews of Peter Brown, RenTec (6/3/2014), Mark Silber, RenTec 
(6/10/2014); and James Rowen, RenTec (5/20/2014); 6/30/2014 briefing by Deutsche Bank 
counsel to the Subcommittee; Subcommittee interview of Frederick Doucette, GWA 
(5/23/2014). 

5/28/2002 “Confidential: Project COLT,” Barclays new product proposal, product sponsors: 
Jonathan Zenios, Jerry Smith, Marty Malloy, and Mark D’Andrea, BARCLAYS-PSI-212544- 
557, at 547; 8/22/2002 Barclays memorandum from Jonathan Zenios and Jerry Smith to Iain 
Abrahams and others, “SCM Approvals paper Project COLT,” BARCLAYS-PSl-212590-598, 
at 593. See also 4/4/2003 Barclays memorandum from SCM to SCM Approvals Committee, 
“SCM Approvals paper - Project COLT (Renaissance II),” BARCLAYS-PSI-2 13947-953, at 
950-951. 
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purposes and would therefore be taxed at 15%, as opposed to 
35 %.”^’^ 

Barclays also conveyed this message to its regulator. In 2002, 
after it had underwritten its first basket option with RenTec, Barclays 
wrote to its U.K. regulator, the Financial Services Authority (FSA), 
explaining the COLT transaction and its tax benefits. Barclays wrote: 
“This transaction is designed to provide hedge funds with a tax effective 
means of undertaking the business and for Barclays it would generate 
both a structuring fee and additional volume for its prime brokerage 
business.”^’* These documents show that, from its inception, Barclays 
understood tax to be a major component of the basket options structure 
and designed the product with that in mind. 

Like Barclays, Deutsche Bank senior executives understood that 
tax avoidance was a key motivator for MAPS basket options. The 
following excerpt from a 2008 telephone conversation between Satish 
Ramakrishna, then Deutche Bank’s Global Head of Risk, and William 
Broeksmit, then Co-Global Head of Finance, discussing RenTec’s use of 
MAPS options illustrates the significance of the tax benefit; 

Satish Ramakrishna: “[S]o that’s the way option is supposed to 
work. [N]ow what I’ve uh - now this is meant - this is structured 
as an option because - ” 

William Broeksmit: “Yeah for tax reasons[.]” 

Satish Ramakrishna: “For tax reasons but the.... [T]he option 
makes it clear that the premium is the only . . . commitment that the 
option holder has[.]” 

William Broeksmit: “Yeah umm hum[.]” 

Satish Ramakrishna: “And so it’s like a non-recourse strike[.]” 
William Broeksmit; “Yes[.]”^’^ 

MAPS Restructuring. Information provided to the Subcommittee 
indicates that tax considerations also played a significant role in the 
restructuring of the MAPS option in 2008. 


9/3/2004 Barclays memorandum from Jonathan Zenios to SCM Approvals Committee, 
“Approvals paper - Colt V: Renaissance Restructuring ” BARCLAYS-PSR0041 59-172, at 163. 

6/4/2002 letter from Barclays to Financial Services Authority, “Project Colt,” BARCLAYS- 
PSI-00524i. 

Audio recording of 1 1/7/2008 telephone call between William Broeksmit and Satish 
Ramakrishna of Deutsche Bank, DB-PSI 00122458. 
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Mark Haas, a former Deutsche Bank employee who was in charge 
of the MAPS restructuring negotiations in the first half of 2008, told the 
Subcommittee that a tax attorney had informed him at the time that the 
MAPS restructuring had been undertaken as part of a broader review of 
structured transactions at the bank.^'** He told the Subcommittee that 
Deutsche Bank was concerned about whether the MAPS structure, as it 
was then configured, qualified as a derivative, and undertook the 2008 
restructuring in an effort to obtain a favorable legal opinion that the 
basket options could, in fact, be characterized as derivatives Mr. 
Haas explained that he had learned that the changes were made, because 
the bank’s legal and compliance department had viewed the structure as 
“not enough like an option.”'*®'* He indicated that tax considerations 
were a “major driver” in making the changes to the structure at that 
time.'*®' 

Other Deutsche Bank representatives confirmed Mr. Haas’s 
description of the 2008 changes. Deutsche Bank’s counsel told the 
Subcommittee that the pre-2008 MAPS structure had been similar to the 
types of basket options described in the November 2010 IRS GLAM, 
and that tax considerations had been a factor in the changes made to the 
overall structure in 2008.“®^ Deutsche Bank’s counsel explained further 
that, in 2008, the bank placed McKee Nelson, Deutsche Bank’s counsel 
for tax and transaction matters, in charge of determining the necessary 
ehanges to the MAPS structure in order for the bank to obtain a 
favorable tax opinion on MAPS’ compliance with the tax code and for it 
to be respected as an option.'*®® 

Mr. Haas’ description of the 2008 restructuring effort is also 
supported by Deutsche Bank documents. In 2008, the Global Prime 
Finance Division initiated a division-wide effort called “Change the 
Bank Programs” to revise systems and products throughout the division. 
A September 2008 presentation describing the ongoing and planned 


Subcommittee interview of Mark Haas, Deutsche Bank (5/30/2014). Mr. Hass served as the 
global head of Deutsche Bank’s Prime Brokerage division from 2005 to 2007, and as head of its 
Global Business Development Relations for Prime Finance from 2007 to 2009. id. According to 
Deutsche Bank personnel, the Global Prime Finance Division was engaged in a division-wide 
effort (called “Change the Bank Programs”) to revise and restructure systems and products 
throughout the division. A September 2008 presentation that described ongoing and planned 
projects provided this explanation of the program: “Due to recent market conditions, we have 
focused some efforts on research and tactical developments to circumvent regulatory and 
reputational risks.” 9/2008 “GPF Business Development - CTB Program Portfolio,” prepared by 
Deutsche Bank Globai Prime Finance Division, DB-PSI-001 16157-185, at 158. 

Subcommittee intendew of Mark Haas, Deutsche Bank (5/30/2014). 

too 

401 y 

6/30/2014 briefing by Deutsche Bank counsel to the Subcommittee. 

Id. See also undated email from Joshua Goldstein and McKee Nelson of Deutsche Bank, to 
Michael O’Brien, Winston and Strawn, “DB/Rentec - Responses to Issues Discussed on 10/16,” 
DB-PSI 00079017; 8/13/2008 email from James Rowen, RenTec, to Jonathan Hitchon and 
Richard Carson of Deutsche Bank, DB-PSl-00028006. 
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projects provided the following description of the program’s focus: 

“Due to recent market conditions, we have focused some efforts on 
research and tactical developments to circumvent regulatory and 
reputational risks.” 

One of the projects was the MAPS re-structuring. The project 
objectives were described as follows: 

“The object of this initiative is to provide a New Multiple MAPS 
structure that will more closely resemble a traditional options 
structure - premium risk. This new structure will require a major 
overhaul of our existing MAPS product . . . 

The expected benefits of the project were also identified: 

“Will enable us to more actively market this structure to new 
clients as well as protect existing revenue streams of the existing 
MAPS clients.”''^ 

Deutsche Bank developed the new MAPS structure by the end of 
2008. As already detailed above, the changes included subdividing each 
option’s referenced assets into separate subaccounts; creating separate 
investment guidelines for each subaccount as well as guidelines for the 
overall structure; switching to European style options from American 
style options; paying the investment advisor - the hedge fund - a 
performance fee rather than a fixed fee; and changing the formula used 
to calculate the premium paid by the hedge fund, to make it appear more 
like conventional pricing mechanisms used in options.''^ 


September 2008 “GPI' Business Development CTB Program Portfolio,” prepared by 
Deutsche Bank Global Prime Finance, DB-PSl-001 16157-185, at 158. 

Id. at 177. 

406 y 

Previously, there were two components of the premium. The first was a fixed fee, which 
served as the collateral for the initial acquisition of assets for the account. All purchases for the 
account drew first on that fee. The second component was the “amortization amount,” which 
was a finance charge anticipated to be paid by the hedge fund over the life of the option. Any 
part of the finance charge (amortization amount) that w'as unused when the option was exercised 
or expired was returned to the option holder. See 5/15/2008 “Deutsche Bank MAPS New 
Process/Procedures As of May 1 5, 2008,” prepared by RcnTec, RT-PSl-000023 19-322; 
undated “MAPS Restructuring Highlights," prepared by Deutsche Bank, RT-PSl-00068592-599. 

Under the restructured MAPS, the premium included two simitar components. The first 
was a “fixed amount,” which served the same purpose as the fixed fee in the old structure. The 
second component which reflected a financing charge and was called the “amortization araounf ’ 
in the original MAPS structure, was called the “optionality value” in the new MAPS. It was an 
up-front, non-refundable fee, based on the cost of financing the transaction over the li fe of the 
option. Ostensibly, the “optionality value” was based on a formula deriving from the anticipated 
debt balance over the life of the option, called the “Anticipated Leverage Amount.” The 
anticipated leverage amount was adjusted, however, to ensure that the fee (the “optionality 
value”) would be between 20% and 25% of the initial premium amount. In an email to 
colleagues, Satish Ramakrishna, the Deutsche Bank Global Head of Risk for Global Prime 
Finance, wrote: “The anticipated leverage am[oun]t is not randomly chosen. It is chosen so that 
the funding cost (which we will call the ‘optionality value’) on the long side ... is between 20%- 
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George Weiss told the Subcommittee that Deutsche Bank 
personnel also told its representatives that tax considerations drove a 
number of the 2008 changes to the MAPS structure. George Weiss 
CEO Frederick Doucette stated that, when the hedge fund entered into 
negotiations with Deutsche Bank over the MAPS restructuring, 

Deutsche Bank had explained that most of the new provisions in the 
option were necessary “for tax purposes.”'"” At another point during the 
negotiations, George Weiss raised concerns that a 2009 codification of 
the economic substance doctrine by Congress could pose a problem for 
the structure, noting in an email that the codification “could have serious 
implications with respect to the DB option transaction.”'"® 

During the negotiations on the MAPS restructuring, RenTec also 
appeared to insist on certain features for tax reasons. For example, on a 
telephone call with Deutsche Bank personnel who were discussing the 
possibility of lowering the available leverage offered by the MAPS 
options, RenTec’ s counsel Jonathan Mayers explained that a high initial 
leverage was a requirement for the structure by RenTec counsel. 
Presumably, RenTec viewed the provision of high leverage levels as a 
defensible business justification for MAPS and wanted to be able to 
point to that feature aside from the option’s tax benefits. 

Together, the statements made by Barclays, Deutche Bank, George 
Weiss, and RenTec personnel provide strong evidence that tax 
considerations were a key driver in the original development and later 
restructuring of the basket options. 

Delayed Disclosure of the Basket Options to DOJ. In 2010, as 
described above, after being caught participating in a number of abusive 
tax shelters, Deustche Bank entered into a Non-Prosecution Agreement 
(NPA) with the Department of Justice (DOJ) promising to stop 
“participat[ing] in and implement[ing] fraudulent tax shelters.”""^ In 
addition, as part of the NPA, Deutsche Bank agreed to bring to the 
attention of DOJ: “products or transactions that may run afoul of U.S. 


25% of the initial premium ....” 6/17/2008 email from Satish Ramakrishna to Axel Niemann of 
Deutsche Bank, “What wc need coded on PEAS apart from guideline,s,” DB-PSI 00010767-769 
at 768. In other words, the formula had been designed to ensure the bank received a financing 
fee equal to 20%-25% of the premium, instead of calculating a premium that reflected the value 
of the so-called “option.” 

Subcommittee interview of Frederick Doucette, GWA (5/23/2014). 

‘'® Id. 

10/6/2009 email from Steve Kleinman to Federick Doucette of GWA, “DB Option - possible 
new development,” DB-PSl 00036241 , at 242. 

Audio recording of 1 2/1/2008 telephone call among Satish Ramakrishna, Deutsche Bank, and 
Jonathan Mayers, and Thomas Kerns of RenTec, DB-PS! 00122467. 

12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AG - Non-Prosecution Agreement,” at 1, 
http://lib.law.virgima.edu/Garrett/prosecution_agreements/sites/default/files/ 
pdf/deutschebank.pdf 
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federal income tax laws, rules, and regulations.”'*'^ Despite negotiations 
on the NPA that lasted several years and the affirmative disclosure 
requirement in the final agreement, Deutsche Bank apparently did not, 
during the negotiations, notify federal prosecutors about the basket 
the bank had been selling to hedge fund clients for 

During the negotiations and while the NPA was in force, Deutsche 
Bank issued dozens of new basket options.'"*’ Deutsche Bank told the 
Subcommittee that, because it had obtained a legal opinion from outside 
counsel that the basket option structure, as revised in 2008, “should” 
withstand IRS scrutiny and the restructured options were different from 
those described in the 2010 IRS GLAM, the bank had not found it 
necessary to report the transactions to DOJ.'*"’ Deutsche Bank also 
indicated that, after the 2010 GLAM was issued, the bank had placed a 
moratorium on underwriting any new options, because of reputational 
concerns for the bank.'"’ Deutsche Bank advised the Subcommittee that 
it was being conservative by staying away from anything that could be 
viewed as a listed transaction.'" 

In 2012, the Federal Reserve Bank of New York (FRBNY) 
examiners learned of the basket options being sold by Deutsche Bank to 
RenTec.'"’ The FRBNY examiners raised concerns about the tax 
implications of the basket option transactions and, at the Federal 
Reserve’s insistence, Deutsche Bank reported the transactions in 
connection with the NPA to the U.S. Attorney’s Office for the Southern 
District of New York in January 2013, two years after signing the 
NPA '120 jjjg Subcommittee is unaware of what actions, if any, were 
taken by federal prosecutors in response to the bank’s disclosure. 

(b) Circumventing Leverage Requirements 

The hedge funds told the Subcommittee that, rather than tax, a 
major motivating factor behind their participation in the basket options 
was the opportunity to obtain high levels of leverage, beyond the federal 
leverage limit of 2:1 normally applicable to brokerage accounts, an 
assertion supported by the banks. Deutsche Bank used its MAP 


options product 
years.'" 


■"Nd. at2. 

6/2/2014 and 6/30/2104 briefings by Deutsche Bank counsel to the Subcommittee. 

Table, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577-582. 
6/2/2014 Deutsche Bank briefing to the Subcommittee. 

'"’id. 

1/24/2013 Deutsche Bank briefing to the Subcommittee. 

8/2/2012 meetings notes, “MAPS Meetings Highlights,” prepared by the Federal Reserve 
Bank of New York, FRBNY to PSI (MAPs) 000238 [Sealed Exhibit]. 

Information provided by the Federal Reserve Bank of New York (6/17 and 18/2014). See 
also 1/24/2013 Deutsche Bank briefing to the Subcommittee. 
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accounts to provide a leverage level of up to 18:1,'*^' while Barclays 
used its COLT accounts to provide a leverage level of up to 20: 1 

As explained earlier, federal securities laws and financial 
regulations impose restrictions on the use of credit to purchase 
securities/^^ Those restrictions were developed after highly leveraged 
securities transactions led to the stock crash of 1929, which imposed 
losses, not only on stock speculators, but also on the banks and broker- 
dealers that had lent them funds to buy securities, and led to the years of 
the Great Depression, the country’s worst economic period. To 
prevent future stock market shocks of a similar nature. Section 7 of the 
Securities Exchange Act of 1934 required federal financial regulators to 
issue “margin rules” to limit the amount of credit that a broker-dealer or 
other party may lend to a customer to buy securities, using those 
securities as collateral for the loan. One analyst summarized the policy 
reasons for imposing the margin rules as follows: 

“(1) to ‘prevent[ ] the excessive use of credit for the purchase or 
carrying of securities’; (2) ‘to protect the margin purchaser by 
making it impossible for him to buy securities on too thin a 
margin’; and (3) to ‘prevent undue market fluctuations and help 
stabilize the economy generally ....’ In short, margin rules were 
created to protect individual investors, the market, and the 
economy as a whole. 

A number of representatives indicated that Deutsche Bank, 
Barclays, RenTec, and George Weiss viewed achieving leverage beyond 
the limits of Regulation T as a major business objective for entering into 
the basket options."*^^ In a 2012 letter to the IRS, for example, RenTec 
described its past use of leverage and how the basket options provided 
more leverage than it had achieved in any other setting: 

“Leverage ... is restricted by the U.S. Federal Reserve’s 
Regulations T, U, and X, commonly referred to as the ‘margin 
rules.’ The margin rules limit the extent to which brokerage 
customers can borrow against the stock positions that they own. . . . 

See, e.g., 12/15/2008 “Master Investment Advisor^' Agreement: Execution Copy,” signed by 
Deutsche Bank and RenTec, DB-PSI 00000001-047, at 021. 

See, e.g., 12/6/2006 “Amended and Restated Investment Management Agreement,” signed by 
Barclays and RenTec, RT-PSI-001 34963-5013, at 4983. 

See, e.g.. Section 7 of the Securities Exchange Act of 1934 (codified at 15 IJ.S.C. § 78a); 
Regulations T, U, and X, commonly referred to as the “margin rules,” 12 CFR 220.1 (Regulation 
T); 12 CFR 221.1 (Regulation U); 12 CFR 224.1 (Regulation X). 

See, e.g., 9/2000 “Margin Requirements, Margin Loans, and Margin Rates: Practice and 
Principles,” New England Economic Review. Peter Fortune, at 25. 

“Leveraged ETFs; The Trojan Horse has Passed the Margin-Rule Gates,” 34 Seattle U.L. 

Rev. 299, 310, William M. Humphries (Fall 2010) (omitting citations). 

Subcommittee interviews of Frederick Doucette, GWA (5/23/2014), Peter Brown, RenTec 
(6/3/2014), Salish Ramakrishna, Deutsche Bank (5/16/2014) and Martin Malloy, Barclays 
(5/1/2014). 
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A brokerage account in which an investor can trade stocks utilizing 
money borrowed from the broker is referred to as a ‘margin 
account.’ A margin account can be opened in connection with a 
prime brokerage arrangement. Under the relevant Federal Reserve 
Regulations, if a Renaissance fund were to seek to obtain leverage 
by trading long and short positions in such a prime brokerage 
margin account held at a U.S. broker-dealer, it would be able to 
achieve leverage of no more than 2: 1 . That is, in order to hold 
$100 of long positions and $100 of short positions, the 
Renaissance fund would have to have invested $100 in the 
account. 

To achieve greater leverage, Renaissance made use of a ‘joint back 
office’ or ‘JBO’ arrangement. This involved qualifying one of 
Renaissance’s investment funds as a registered broker-dealer in its 
own right, trading for its own account. As a result, the fund was 
exempt from the margin rules and was instead subject to the SEC 
‘net capital’ rules .... This amounted to a leverage ratio limit of 
approximately 7.6:1''^’ ( i.e. . with $100 of equity the fund could 
hold approximately $335 of long positions and $335 of short 
positions.) Renaissance’s fund that had a JBO arrangement during 
2005 and 2006 had an average leverage ratio of 4.6:1 during those 
years, with a peak leverage ratio of 6.4: 1 . 

In the late 1 990s, Renaissance began discussions with DB 
[Deutsche Bank] regarding the possibility of purchasing options 
from DB that would give Renaissance funds highly leveraged 
exposure .... DB was initially prepared to make leverage of up to 
16:1 available to Renaissance pursuant to each option - a level that 
it later increased to 18:1. That is, if the premium paid by the 
Renaissance fund for the option was $100, the notional portfolio 
referenced by the option could consist of as much as $900 of long 
positions and $900 of short positions. This represented a dramatic 
increase over the leverage that Renaissance had been able to 
achieve through the JBO arrangement and substantially enhanced 
the opportunity to profit from the Algorithm. . . . 

During 2005 and 2006, the average leverage in the DB Options 
was 1 1 .7: 1 and the maximum leverage utilized in those Options 
was 15.9:1. During the same period, the average leverage in the 
Barclays Options was 12.9:1, with the maximum leverage being 
16.8:1.”''^® 


RenTec informed the Subcommittee that in its original submission to the IRS, it transposed 
the numbers describing the permissible leverage of a JBO arrangement and incorrectly listed it as 
6.7: 1 , but is providing corrected information to die IRS. 

4/13/2012, "Protest of 60 Day Letters by Renaissance Technologies LLC et ai.," RT-PSl- 
00000001-402, at 012-015 [Sealed Exhibit]. 
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This letter indicates that, if RenTec had utilized a normal prime 
brokerage trading account at Deutsche Bank or Barclays, it would have 
been subject to the margin limits in Regulation T. But by using the 
basket option structure, which RenTec used to trade securities in 
virtually the same manner as normal prime brokerage trading accounts, 
the hedge fund claimed it could operate free of the federal margin rules 
imposing leverage limits. Because the basket option accounts were 
opened in the name of the banks and the account assets were also held in 
the name of the banks, the banks treated funds deposited into those 
accounts as supplying money to themselves rather than lending money 
to the hedge funds, which meant the federal leverage limits did not 
apply. The banks took the position that they were not lending money to 
the hedge funds, even though the hedge funds paid financing fees for use 
of the bank funds;'*^^ the hedge funds’ premiums provided collateral to 
secure the financing;''^® and the banks described the options as a way to 
provide financing to their hedge-fund clients."'^' RenTec used the 
billions of dollars deposited into its option accounts by the banks to 
conduct millions of trades per year, and reported to the IRS that 
Deutsche Bank made “available to Renaissance” leverage as high as 
17:1, secured only by the assets purchased with the borrowed money. 

At its peak, with bank financing, RenTec’s basket option securities 
portfolio reached an outstanding notional value of more than $50 
billion.''^^ 

The banks and hedge funds claimed the option accounts could 
operate entirely outside of the federal margin rules, even though those 
accounts operated in the same way as prime brokerage accounts subject 
to margin rules. Circumventing margin rules by relabeling a prime 


See, e.g., financing fees listed in 12/21/2005 Barclays Bank PLC letter agreement to Badger 
Holdings L.P., “Option HH,” BARCLAYS-PSI-002879-896, at 887-888; 12/16/2007 Deutsche 
Bank letter agreement to Mosel Equities L.P., “‘OUTPERFORMANCE’ BARRIER OPTION 
TRANSACTION — Cash Settled, Linear Amortizing Premium— DB Reference No. 941-50053,” 
DB-PSI 00000320-337, at 327. 

See, e.g., 4/4/2003 Barclays memorandum from SCM to SCM Approvals Committee, “SCM 
Approvals paper - Project COLT (Renaissance II),” BARCLAYS-PSI-2 13947-953, at 949 
(explaining, in a memorandum seeking approval of a second basket option transaction for 
RenTec, that the hedge fund “would pay a premium ... of [$136mfilHonI] comprising; [$130m] 
representing the collateral for the Trading Strategy; and an amount representing SCM’s fee from 
the transaction ($6m in the diagram)”). 

See, e.g., 5/19/2010 email from Edward Sherwood to Bmtt Beldner of Barclays, “COLT XIX 
- Draft SCM Approvals Notification,” BARCLAYS-PSI-0 10082 (describing the “net effect” of 
the COLT option “is that Barclays is extending senior financing to RenTec”); 2/17/2012 email 
from Satish Ramakrishna to Eamon McCooey and oftiers of Deutsche Bank, “Two Sigma 
Follow-up,” DB-PSI 00045265 (“Non-recourse financing is one option (MAPS is just a name for 
that)”). 

See 6/25/2008 email exchange between Eamon McCooey and Michael Ginclli of Deutsche 
Bank, “Tentative: MAPS Working Group - Wednesday Sessions @ 3PM - June Meetings,” DB- 
PSI 00025040-041. See also 6/25/2008 email from Michael Gineiii to Eamon McCooey of 
Deutsche Bank, “Re: Tentative: MAPS Working Group- Wednesday Sessions @3 PM- 
JuneMeetings,” DB-PSI 0025040-041; 6/24/2009 memorandum, “Palomino Limited 
(“Palomino”),” prepared by Barclays, BARCLAYS-PSI-139757-766, at 764. 
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brokerage account as an “option” account is not, however, a legitimate 
business purpose. Moreover, bypassing the leverage limits did not 
displace tax avoidance as a key motivating factor for the basket option 
activity, as detailed above. Using the basket option structure as a way to 
circumvent federal leverage limits is another example of how the 
attempt to classify this transaction as a derivative was used to skirt laws 
and regulations in addition to tax. 

(4) Restructuring the Basket Option Products 

The final part of the basket options story involves the response of 
the banks and hedge funds to IRS efforts to stop the basket options from 
being misused to avoid federal taxes. 

Deutsche Bank has offered basket options to a shrinking number of 
clients since around 1998; Barclays has offered them to a single large 
client, RenTec, since 2002. From 1998 to 2013, Deutsche Bank issued a 
total of 156 MAPS options to 13 hedge funds, including 36 to RenTec 
and 10 to George Weiss.'*^^ Barclays issued a total of 43 COLT options, 
all to RenTec. The hedge funds used those basket options to conduct 
more than $100 billion in securities transactions, presumably claiming 
that virtually all of the trading profits from options that lasted more than 
one year could be treated as long-term capital gains subject to the lower 
tax rate. 

In November 2010, the IRS issued the Generic Legal Advice 
Memorandum (GLAM) advising that basket options cannot be used to 
turn short-term trading profits into long-term capital gains. Both 
Deutsche Bank and Barclays acknowledged to the Subcommittee that 
the banks were aware of the GLAM when it was issued, and that the IRS 
had determined that the basket option structure did not function as an 
option and should not be respected as such for tax purposes. Despite 
knowing of the GLAM, Barclays personnel continued issuing the same 
types of basket options to RenTec for another two years. Deutsche Bank 
responded to the GLAM by suspending its issuance of new basket 
options, while continuing to administer multiple basket options already 
in existence. In 2012 for Deutsche Bank and 2013 for Barclays, the 
banks issued revised basket option products, with terms lasting less than 
one year, so that the structures could no longer be used to characterize 
short-term trading profits as long-term capital gains. 

For years, Deutsche Bank and Barclays spent a great deal of time, 
energy, and money to secure legal advice and opinions reaffirming the 
basket options as derivatives, in order to maintain the benefits that such 
a characterization provided. While the banks have not changed their 
position that the basket options are derivatives - a position which 

Fable, “MAPS Transaction,” produced by Deutsche Bank, 6/27/2014, DB-PSI 00052577-582. 
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benefits the banks as well as their hedge fund clients - they have 
abandoned their longstanding efforts to facilitate their clients’ claims 
that the option earnings should be classified as long-term capital gains. 

(a) Barclays’ Restructuring 

Despite learning of the IRS GLAM in November 2010, Barclays 
continued issuing basket options to RenTec for another two years. 
Barclays internal communications justified its actions by noting that 
RenTec had provided the bank with a tax indemnity agreement and the 
bank had already participated in so many COLT transactions that its 
reputational risk would not be affected by participating in additional 
transactions. 

Learning of the GLAM. The IRS GLAM was issued on 
November 12, 2010. That same day, Graham Wade, an SCM employee, 
sent an email to his colleagues, including Jonathan Zenios and Nizam 
Siddiq, notifying them of the GLAM and describing it as a “detailed 
write up” of the COLT basket options product. He reported that he 
planned to discuss the GLAM with RenTec and other bank personnel, 
and suggested that the GLAM did not affect the bank: 

“This [the GLAM] is a detailed write up of Colt concluding it 
doesn't work. We can discuss on MDs [managing directors’] call 
but I intend to reach out to RenTec and Ed Cohen this morning to 
make sure they are aware. We will also confirm it does not impact 
Barclays. The only issue for Barclays I could see is some deemed 
wht [withholding] agent issue as the memo concludes that RenTec 
are the legal owner of the stocks. 

To me this would signal that IRS is inevitably going to litigate 
Colt.”''” 

At that point, Barclays recognized that the IRS had 
concluded that its basket option structure “doesn’t work.” Yet, 
that realization did not dissuade Barclays from continuing with 
the transaction. Over the next two years, Barclays entered into 
another nine basket option transactions with RenTec.''” 

Approving Additional COLT Options. One of those COLT 
transactions was presented to the Barclays SCM Approvals Committee 
in October 2012, which decided to approve it. Meeting attendees 
included Gerard LaRocca, Barclays’ Chief Administrative Officer 
(CAO) and the most senior bank executive in the United States, as well 


1 1/12/2010 email from Graham Wade to Nizam Sidiq and Jonathan Zenios of Barclays, 
“Privileged Colt,” BARCLAYS-PSI-748506. 

See undated spreadsheet, “History of COLT Options,” BARCLAYS-PSI-748604. 
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as executives Graham Wade, Nizam Siddiq, and Marty Malloy, among 
others. 

According to a memorandum summarizing the meeting, some of 
the key points made during the discussion that led to approval of the new 
COLT option were as follows: 

• “The tax risk is assumed by the Client. 

• The New Option Transaction does not meaningfully increase 
Barclays’ reputation risk in relation to the Option Transactions, 
because writing a new option (or exercising an existing one) 
should be viewed as the maintenance of a longstanding 
structure.”''^^ 

The memorandum also stated: “[SJenior management may desire to be 
informed of Option Transactions in the context of the current internal 
and external reviews at Barclays (Project Mango and the Salz 
Review).”'*^^ As explained earlier, because the bank was then under 
criticism for engaging in questionable conduct in a variety of settings, 
including participating in abusive tax shelters, Barclays leadership had 
initiated the Salz Review to get an independent review of Barclays’ 
business practices and determine “what went wrong. 

On October 3, 2012, the SCM Group sent a memo to Barclays’ 

Tax Risk Committee, informing it of the Group’s decision to approve 
the new COLT transaction and explaining the controversy surrounding 
basket options."*^^ The memorandum noted: “Barclays is entitled to a 
contractual tax indemnity from the client.”''''® 

On October 4, 2012, Gerard LaRocca, Barclays CAO, also sent an 
email alerting the Chair of Barclays’ CIB Reputational Risk Committee 
to the COLT situation: “The SCM US Approvals Committee recently 
approved an option transaction in which US tax reputation risk is an 
issue.”'*'" 


The new option was actually issued on October 9, 2012.'''*^ 


10/3/2012 memorandum from Graham Wade to SCM, “COLT XXVII,” BARCLAYS-PSI- 
016946-947. 

Id. at 947. 

See 4/2013 “Salz Review: An Independent Review of Barclays’ Business Practices,” prepared 
by Anthony Salz et al, at opening letter from Anthony Salz, 
http://online.wsj.eom/public/resources/documents/SalzReview04032013.pdf. 

10/3/2012 memorandum from SCM US Approvals Committee to Tax Risk Committee, 
“COLT,” BARCLAYS-PSI-0 16951. 

«»Id. 

' 1 0/4/20 1 2 email from Gerard LaRocca to Larry Wiesene of Barclays, “COLT SCM 
Transaction/Important,” BARCLAYS-PSI-748590. 

10/12/2012 memorandum from SCM to Tax Risk Committee, “COLT,” BARCLAYS-PSI- 
018114-116. 
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On October 12, 2012, SCM sent a second memo to the Barclays 
Tax Risk Committee about the COLT transaction, even though the 
option had already been issued.'*''^ In it, SCM advocated approving the 
new COLT transaction, because while Barclays faced “reputation risk,” 
the risk of litigation fell to the client.'*'*'' SCM concluded that “we 
believe it remains an appropriate transaction for Barclays to be a party 
to.”^^^ 

The memorandum acknowledged that, “[i]n 2010, the IRS issued a 
memo . . . arguing that options like the ones in the Option Transactions 
should not be treated as options for tax purposes.”'*'*® In a section 
entitled, “Why the Option Transaction Remains Appropriate 
Notwithstanding the IRS Challenge,” the SCM memorandum made the 
following points; 

“There is a reputation risk for Barclays, especially if the matter 
proceeds to court and the IRS’s challenge and Barclays’ role 
become publicly disclosed. However, continuing with the Option 
Transactions should not meaningfully increase Barclays’ 
reputation risk, insofar as any court litigation would relate to the 
entire structure. Barclays’ role will be that of a witness (alongside 
Deutsche Bank) and, provided Barclays fully cooperates with the 
process, there is no reason to expect damaging accusations from 
the IRS or the court. In particular, Barclays could not be 
considered to have sold a risky investment structure to an 
unsophisticated investor that did not understand the risk.”'*'*’ 

Essentially, the memorandum contended that since Barclays was 
already at risk, due to previous basket option transactions, it would not 
“meaningfully increase” its reputational risk by participating in 
additional transactions, so there was no reason to stop offering the 
COLT options at that point in time. It also attempted to characterize 
Barclays’ role as a “witness,” even though the bank had designed, sold, 
and administered multiple COLT options for a decade. The 
memorandum also noted that Barclays had collected £322.7 million in 
revenue since the inception of the tax product, which, in 2012, was 
equivalent to about $415 million.'*'** 


Id. 

Id. at 116. 
Id. at 114. 
''*Id.atll5. 

Id. at 1 16. 
“id. at 114. 
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The next month, in November 2012, the SCM Approvals 
Committee met to discuss RenTec’s request to purchase yet another 
COLT option.'*'*^ A memorandum summarizing the meeting again 
referred to the IRS investigation into the COLT product: “In AM 2010- 
005, the IRS concluded the call option does not function as an option 
and should not be treated as one for US tax purposes.” Nevertheless, the 
memorandum again advocated approving the new option. It noted that 
many Barclays committees had already expressed approval of the 
product: 

“SCM has notified and received approval from the following in 

relation to proceeding with the proposed transaction: Tax, Finance, 

Credit Risk, Market Risk, Regulatory, Legal, Compliance, and 

Operations.”''^'' 

The Barclays Tax Committee concurred. On November 23, two 
COLT options were issued to RenTec.'*^' That same day, an email from 
one of the SCM employees noted that if the COLT structure were later 
found not to be in compliance with the U.S. tax code, the bank could 
terminate any open option in 60 days and also had a tax indemnification 
from RenTec which would protect the bank from the payment of any tax 
penalties.''^^ 

These documents indicate that multiple departments within 
Barclays were notified of and approved use of the COLT product, 
despite the IRS memorandum advising that those types of options were 
being used to violate U.S. tax law. Barclays continued issuing the 
suspect options even though the bank was then under public criticism for 
its involvement with abusive tax shelters. 

Revising the COLT Options. During 2012, Barclays issued five 
COLT options to RenTec, all of which had terms longer than one year. 

In contrast, during 2013, Barclays did not issue any until the end of the 
year when it offered RenTec a revised option designed to prevent it from 
being used to claim that it produced long-term capital gains. During 
2013, the Salz Review had intensified and produced a report.'*^^ In 
addition, in early 2013, Barclays initiated a bank-wide effort, described 
above, called Project Transform, to ensure the bank no longer offered or 


11/2012 memorandum from Maxim Kulikov and Rama Subramaniam to SCM US Approvals 
Committee, "Project COLT XXVIIl (Renaissance Technologies) - Approvals Notification,” 
BARCLAYS-PSI-0 1 709 1 -093, at 091 . 

Id. at 093. 

1 1/23/2012 email from Noor Islam to Eugene Kim of Barclays, “Colt - Market Risk/Credit 
Risk," BARCLAYS-PSI-29325 1-254, at 251. 

1 1/23/2012 email from James Saxton to Marty Malloy of Barclays, “Palomino options,” 
BARCLAYS-PSI-322103. 

4/2013 “Salz Review: An Independent Review of Barclays’ Business Practices,” prepared by 
Anthony Salz et al., http://online.wsj.eom/public/resources/documents/SalzReview04032013.pdf. 
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participated in abusive tax shelter products/^'* As part of that effort, 
during 2013, the COLT option revised so that the term of the option 
was less than twelve months,'*^^ 

In December 2013, a newly established Barclays Transaction 
Review Committee met to discuss the revised COLT structure. In that 
meeting, the committee reviewed the proposed COLT transaction, along 
with a document entitled, “Background and Commercial Drivers. 

That document described the new features of the COLT transaction as 
follows: 

“On 25 March 2013, following the conclusion of Barclays’ 
strategic review (TRANSFORM), the Tax Risk Committee agreed 
that Renaissance be permitted to enter the New COLT Transaction 
with the maturity of the options no greater than 1 1 months. US 
individual investors of Renaissance would no longer claim the 
Rate Differential Benefit.”''"* 

In late 2013, Barclays offered the new, short-duration COLT 
option to RenTec.''"’ RenTec purchased one of the new COLT 
options in early 2014.'*“ 

(b) Deutsche Bank’s Restructuring 

Deutsche Bank took a different approach than Barclays in reacting 
to the IRS GLAM. Instead of essentially ignoring or disputing the 
GLAM’s findings and continuing to issue basket options, Deutsche 
Bank stopped issuing new MAPS options for more than a year. 

Prior to the release of the GLAM, Deutsche Bank had been under 
investigation by the U.S. Department of Justice for its involvement with 
abusive tax shelters and, over several years ending in 2010, was 
negotiating with federal prosecutors over a Non-Prosecution Agreement 
(NPA).''"' After release of the GLAM in November 2010, Deutsche 


See 2/12/2013 “Barclays Strategic Review,” Barclays Press Release, http://www.newsroom. 
barclays.com/Press-reIeases/Barclays-Stralegic-Review-9db.aspx . 

See undated spreadsheet, “History of COLT Options,” BARCLAYS-PSi-748604. 

See December 2013 “The New COLT Transaction: Transaction Review Committee,” 
PowerPoint prepared by Barclays, Barclays-PSl-748587-589. 

Id. at 588. 

458 

See undated spreadsheet, “History of COLT Optioi^,” BARCLAYS-PSI-748604. 

Id. See also 7/22/2014 “Post-GLAM Basket Option Contracts,” Memorandum to File 
prepared by the Subcommittee (summarizing Deutsche Bank, Barclays, and RenTec involvement 
with basket options after the Novembcr2010 issuance of the IRS advisory memorandum on 
basket options). 

6/30/2014 briefing by Deutsche Bank counsel to the Subcommittee. 
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Bank chose to suspend writing any new options for the rest of that year 
and all of 201 1, while it re-evaluated the MAPS structure/*^ 

Within the bank, some executives expressed reluctance to accept 
the IRS’ analysis and stop offering the product. One Deutsche Bank 
official wrote in an email; “GLAM is not of precedential value [and] 
merely represents the current view of the IRS chief counsel office of a 
particular set of facts,”'*® Deutsche Bank representatives explained to 
the Subcommittee that some in the bank viewed the MAPS option, 
which had been significantly restructured in 2008, as sufficiently 
different from the option described in the GLAM to allow it to continue, 
but others were “sensitive” to any issues related to tax, given the NPA, 
which was why the bank chose to suspend offering the options.'*^'* 

In 2012, Deutsche Bank resumed issuing MAPS options, but with 
a new requirement that the option term be less than 1 2 months and the 
option agreement include a provision requiring the option buyer to treat 
the option proceeds as short-term capital gains.'**^ 

The NPA. As discussed above, Deutsche Bank had been under 
investigation by DOJ for its involvement with abusive tax shelters and 
had been in the process of negotiating the Non-Prosecution Agreement 
(NPA) for several years. The NPA was finally issued on December 21, 
2010, a month after the GLAM was released. Among other measures, 
the NPA imposed an affirmative disclosure obligation on the bank, 
requiring Deutsche Bank to bring to the attention of DOJ: “products or 
transactions that may run afoul of U.S. federal income tax laws, rules, 
and regulations.”'"’*’ Failure to comply with that requirement, among 
other terms of the NPA, could have subjected the bank to criminal 
prosecution.'"’’ In addition, Deutsche Bank was required to engage an 
independent expert to review the bank’s compliance systems and ensure 
its compliance with the NPA, including steering clear of abusive tax 
transactions.'"’* 


Id. 

10/26/201 1 email from Mark Meachen to Anthony Tuth.s of Deutsche Bank, “Rentec [I],”DB- 
PSI 00019248-250, at 249. 

6/2/2014 briefing by Deutsche Bank counsel to the Subcommittee. 

See, e.g., undated letter from Deutsche Bank to Mosel Equities LP, “Barrier Option 
Transaction - Cash Settled-DBSl Reference No. 941 - 50340 ,” DB-PSI 00047768. 

■*“ 12/21/2010 letter from Preet Bharara, United States Attorney for the Southern District of New 
York, to Deutsche Bank’s counsel, “Deutsche Bank AG - Non-Prosecution Agreement,” at 2, 
http://lib.law.virginia.edu/Garrett/prosecution_agreements/sites/default/files/pdf/ 
deutschebank.pdf. 

Id. at 4. 

** Id. at 5. 
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About six weeks later, on February 3, 201 1, the bank met with the 
independent expert, Bart Schwartz, who had been hired by the bank to 
oversee the bank’s compliance with the NPA.'"’® The Subcommittee has 
received conflicting accounts about whether Deutsche Bank informed 
the independent examiner, as required by the NPA, about its 
involvement with the MAPS options. According to Mr. Schwartz, 
neither he nor anyone on his team recalled Deutsche Bank ever 
informing them about the MAPS transactions, in 201 1 or later. Mr. 
Schwartz told the Subcommittee that MAPS was the “kind of transaction 
that he expected to know about” and he was surprised that the Bank had 
not informed him of it.'*’' In contrast, Deutsche Bank representatives 
told the Subcommittee that the bank had, in fact, discussed the MAPS 
transaction with Mr. Schwartz and team members working directly for 
him, after a member of Mr. Schwartz’s team raised the issue. 

According to Deutsche Bank, Mr. Schwartz’s team was aware of the 
GLAM, was informed of the MAPS structure in one of the initial 
meetings with Deutsche Bank, and did not request any further 
information, despite the concerns expressed by the IRS.’’^^ 

In the spring of 2012, the Federal Reserve Bank of New York 
began examining the MAPS transactions and instructed Deutsche Bank 
to alert the U.S. Attorney’s Office for the Southern District of New 
York, which was overseeing the NPA, about the options. According to 
Deutsche Bank’s counsel, in August 2012, Deutsche Bank contacted the 
U.S. Attorney’s Office and then had followup conversations and 
meetings with the office in September and December 2012 and February 
2013.'*’“’ The Subcommittee is unaware of what actions, if any, were 
taken by the U.S. Attorney’s Office on the matter. 

Reaction to the GLAM. Due to the NPA and reputational 
concerns, after the issuance of the GLAM in 2010, Deutsche Bank 
determined not to issue any further MAPS options without evaluating 
the transaction.'*^^ However, when the GLAM came out, Deutsche Bank 
had coincidentally nearly finished issuing another option to RenTec and 
chose to finish that process, completing the option just two days after the 


Subcommittee briefing by Bart Schwartz, independent expert for Deutsche Bank (10/8/2013). 
"“Id. 

Subcommittee briefing by Bart Schwartz, independent expert for Deutsche Bank (7/16/2014). 

6/2/2014 and 6/30/2014 briefings by Deutsche Bank counsel to the Subcommittee. 

Id. Officials of the Federal Reserve Bank of New York reviewing the MAPS structure 
questioned Deutsche Bank about whether the bank had disclosed MAPS to Bart Schwartz’s 
team. Deutsche Bank advised the examiners that it had informed Mr. Schwartz’s team that 
Deutsche Bank had on its books a transaction like the one reported in the GLAM, but noted that 
the conversation was “very short." 8/2/2012 meetings notes, “MAPS Meetings Highlights,’’ 
prepared by the Federal Reserve Bank of New York, FRBNY to PSI (MAPs) 000238 [Sealed 
Exhibit]. 

6/30/2014 briefing by Deutsche Bank counsel to the Subcommittee. 

Id. 
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GLAM was released.'*^'’ In addition to the new option, at that time, 
Deutsche Bank had several other outstanding MAPS options with 
RenXec.'''^’ 

In connection with evaluating the GLAM, Deutsche Bank 
personnel noted that there was a “30d [day] right of termination for DB 
[Deutsche Bank] embedded in all these contracts” that did not require 
cause for termination.'*^® That provision would have allowed Deutsche 
Bank to terminate the contracts, using a method that would have 
required it to terminate one account at a time with a gap of twenty 
exchange business days between each account.'*’’ Deutsche Bank 
declined to terminate the options, however, for several reasons. 
According to the bank, it declined to terminate the options, because the 
post-2008 MAPS structure differed from the options described in the 
GLAM; it had acquired a legal opinion stating the new MAPS complied 
with the tax law; liquidation of multiple options could have suppressed 
the option asset values; it was concerned about its client relationship; 
and it wanted to protect its reputation as a reliable counterparty.'*®’ 
However, the bank stopped issuing additional MAPS options pending a 
re-evaluation of the product. 

Attempts to Develop New Structures. In 2010 and 2011, 
Deutsche Bank conducted a review of the MAPS options product. It 
also worked to develop a new product that would not raise the same tax 
problems. In October 2011, Deutsche Bank reviewed a product 
developed under what was called Project Dawn, involving the writing of 
call options to Mosel, a Delaware partnership in which RenTec served as 
the general partner.'*®' Under the proposal, each Project Dawn call 
option would be an outperformance option which, at expiration, would 
result in payment to the option holder of the difference in the 
performance of RenTec ’s strategy and the performance of the S&P 
500.'*®’ Each option would be a European style option with a 1 3-month 
term.'*®’ These outperformance options were intended to isolate the 
portion of RenTec’s trading strategy that performed above the S&P 500 

6/2/2014 briefing by Deutsche Bank counsel to the Subcommittee. 

See chart produced by Deutsche Bank, 6^7/2014, DB-PSI 00052583-585. See also 
7/22/2014 “Post-GLAM Basket Option Contracts,” Memorandum to File prepared by the 
Subcommittee (summarizing Deutsche Bank, Barclays, and RenTec involvement with basket 
options after the November 2010 issuance of the IRS advisory memorandum on basket options). 

1/6/2010 email from Axel Niemann to Giovanni Favretti of Deutsche Bank, “MAPS,” DB- 
PSi-00006875. 

See 1 2/1 5/2008 “Master Investment Advisory Agreement: Execution Copy,” signed by 
Deutsche Bank and RenTec, DB-PSI 00000001-047, at 006. 

6/27/2014 letter from Deutsche Bank counsel to the Subcommittee, PSl-DeutschcBank-23- 
000001 [Sealed Exhibit], 

10/27/201 1 Approval Paper, “Project Davm,” prepared by Deutsche Bank, DB-PSI 
000201 10-1 17, at 1 10. Mosel had served as the optionholder for the MAPS basket options since 
2007. 

Id. 

Id. 
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and provide a payoff “attributable to [that] portion only of the 
Strategy.”'**'* 

In November 2011, Deutsche Bank drafted preliminary terms and 
conditions of another proposed transaction.'**^ This transaction involved 
a call option “outright on [RenTec’s] fund rather than the relative 
performance version.”'*** 

An email exchange concerning those proposals at the time 
indicates that senior Deutsche Bank officials recognized that it was 
difficult to characterize the MAPS transaction as a true derivative. In a 
discussion between Satish Ramakrishna, then Deutsche Bank’s risk 
management head, and Anthony Tuths, a former member of the Tax 
Structuring and Planning Division at Deutsche Bank, Mr. Ramakrishna 
raised the concern that under the new proposal, RenTec would not 
receive back any portion of its premium.'**^ Mr. Tuths responded; 
“That’s the result of having a real option,” in contrast to the previous 
transactions between the parties. '*** In an interview with the 
Subcommittee, Mr. Ramakrishna said that RenTec had indicated that it 
was not interested in Deutsche Bank’s proposed transactions because 
they did not closely track the performance of the trading recommended 
by RenTec’s algorithm.***^ Ultimately, RenTec rejected both proposed 
transactions.'*’*’ 

Resumption of MAPS in 2012. After RenTec rejected the 
proposed new structures in 201 1, Deutsche Bank considered resuming 
MAPS. Ultimately, two years after issuance of the GLAM, Deutsche 
Bank decided to offer MAPS to RenTec on modified terms with a 
shorter duration that would not risk the misreporting of trading profits as 
long-term capital gains.'*” As part of the new terms, all post-201 2 
MAPS options had terms that lasted less than one year (generally around 
1 1 months), and all included a new rider in the option confirmation 
contract stating: “Buyer represents that for tax purposes, it will report 
the Transaction as a derivative financial instrument generating short- 


“Ud. atll2. 

1 1/29/201 1 Indicative Terms and Conditions, “[TBD] c/o Renaissance Technologies,” 
prepared by Deutsche Bank, DB-PSI 00009727-730, at 728. 

9/19/201 1 email from Greg Bunn to Satish Ramakrishna of Deutsche Bank, “Fund Option,” 
DB-PSl 00018723. 

1 1/13/201 1 email from Satish Ramakrishna to Anthony Tuths of Deutsche Bank, “Rentec,” 
DB-PSI 001 12522. 

Subcommittee interview of Satish Ramakrishna, Deutsche Bank (5/16/2014) and James 
Rowen, RenTec (5/20/2014). In his interview, Mr. Rowen, Chief Operating Officer of RenTec, 
echoed Mr. Ramakrishna’s description of why RenTec rejected both proposals. 

Subcommittee interview of Satish Ramakrishna, Deutsche Bank (5/16/2014) and James 
Rowen, RenTec (5/20/2014). 

6/30/2014 briefing by Deutsche Bank counsel to the Subcommittee. 
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term capital gains at exercise or maturity.”'*’^ The new option 
confirmation contract also stated in part: “Seller represents that for tax 
purposes, it and any Affiliate thereof will report the Transaction as a 
derivative financial instrument.”'*’^ In the end, Deutsche Bank, like 
Barclays, took years to stop offering a product that it knew was being 
used to dodge the payment of U.S. taxes. 


12/16/201 1 email from Anthony Tuths to Satish Ramakrishna and Vincent Capone of 
Deutsche Bank, “Rentec confirm and IMAs [I],” DB-PSI-00020740-748, at 746. See also 
undated letter from Deutsche Bank to Mosel Equities LP, “Barrier Option Transaction - Cash 
Settled-DBSl Reference No. 941-50340,” DB-PSI 00047768, 

Id. at 745. 
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IV. SYSTEMIC CONCERNS 

In its Generic Legal Advice Memorandum of November 2010, the 
IRS rejected the attempt to use basket option structures to try to convert 
short-term trading profits into long-term capital gains with lower tax 
rates. It also initiated a review of the largest basket options user to 
evaluate its tax liability. While those actions have begun to address 
some of the specific conduct examined in this investigation, they are 
incomplete and unresolved. The basket option case studies also raise 
four larger, systemic concerns. 

Invalidating Derivative Tax Schemes. First, the basket option 
case studies are emblematic of a larger effort by some tax practitioners 
and sophisticated financial firms to claim that derivatives can be used to 
lower tax liability even when those derivatives mimic economic activity 
giving rise to taxable income. Treasury, the IRS, and Congress need to 
make it clear that derivatives alone cannot magically eliminate or lower 
tax liability. As part of that effort, tax regulations providing special 
benefits to derivatives, such as the U.S. source rule for swaps, should be 
revised or eliminated, and the message driven home that financial 
engineering using derivatives is insufficient to avoid income taxation. 

Analyzing Circumvention of Leverage Limits. Second, basket 
options are just one example of derivatives and other arrangements 
being used to circumvent federal limits on the use of borrowed funds to 
purchase securities. In the case of RenTec, basket options were used to 
provide it with leverage levels as high as 20:1, which the hedge fund 
said it had been unable to achieve in other settings under federal rules. 

In recent years, a few studies have examined how financial 
institutions, using derivatives, structured financial products, and other 
arrangements, have weakened or circumvented federal leverage limits. 
One recent study by the Office of Financial Research in the Treasury 
Department noted that “data [is] currently insufficient to understand the 


See, e.g., 9/2013 “Asset Management and Financial Stability,” prepared by the Office of 
Financial Research of the U.S. Department of the Treasury, at 1 , 17-18 
http://www.treasury.gov/initiatives/ofr/research/Documents/ OFR_AMFS_FINAL.pdf 
(examining in part asset management industry use of leverage); Concept Release on Use of 
Derivatives by Investment Companies, prepared by the SEC, 76 Fed. Reg, 55238 (Sept. 7, 
201 1) (examining in part investment company use of derivatives to create leverage); 7/6/2010 
“ Report of the Task Force on Investment Company Use of Derivatives and Leverage,” 
prepared by the American Bar Association Business Law Section, Committee on Federal 
Regulation of Securities, Task Force on Investment Company Use of Derivatives and 
Leverage, https://apps.americanbar.org/buslaw/blt/content/ibl/20 10/08/0002, pdf; 2012 “SEC 
Concept Release Tackles Investment Company Use of Derivatives,” The Review of 
Securities & Commodities Regulation, vol. 45, Jay G. Baris and Andrew J. Donohue, 
http://media.mofo.eom/files/Uploads/Images/120308-Securities-Commodilies-Regulation.pdf. 
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exposures and the extent of leverage” being used in the U.S. financial 

40^ 

system. 

The Financial Stability Oversight Council, working with the Office 
of Financial Research and other federal agencies, should establish new 
reporting and data collection mechanisms to gather the data needed for 
an indepth analysis of the extent of leverage in the U.S. financial system, 
the many ways in which financial firms are bypassing federal margin 
rules and leverage limits, and the extent to which highly leveraged 
financial instruments and arrangements may be contributing to 
overextensions of credit by lenders, asset bubbles, and systemic risks. 
Federal margin rules, which are a direct response to the stock market 
crash of 1929, represent a vital financial safeguard whose circumvention 
is too important to be disregarded by federal regulators charged with 
detecting and evaluating systemic risk. 

More generally, the financial sector and the corporate community 
are using derivatives to try to achieve a variety of favorable outcomes in 
accounting, tax, financial, and other regulatory contexts, even when the 
derivative instruments mimic economic activities that by themselves 
yield different results. Two examples have been highlighted in this 
report. Congress and the appropriate agencies should closely examine 
the growing use of derivatives to circumvent accounting, tax, or 
regulatory rules, and what steps should be taken to prevent disparate 
outcomes, particularly when they may pose a threat to the transparency, 
safety, soundness of our financial system or the economy as a whole. 

Auditing Large Partnerships. Third, despite ongoing IRS audits 
of RenTec’s basket options activities, the IRS’ overall audit coverage of 
large partnerships similar to RenTec is poor. Large partnerships - which 
include hedge funds, private equity funds, and publicly traded 
partnerships ~ are some of the most profitable entities in the United 
States. According to a 2013 preliminary report issued by the U.S. 
Government Accountability Office (GAO), “[i]n tax year 2011, nearly 
3.3 million partnerships accounted for $20.6 trillion in assets and $580.9 
billion in total net income.”"’’*’ 

That GAO report also found that the IRS was failing to audit 99% 
of the tax returns filed by large partnerships with assets exceeding $100 
million."”’ The GAO report showed that while the number of those large 
partnerships had increased significantly in recent years, IRS audits had 


9/2013 “Asset Management and Financial Stability,” prepared by the Office of Financial 
Research of the U.S. Department of the Treasury, at 18, http://www.treasury.gov/initiatives/ 
ofr/research/Documenls/OFR_AMFS_FINAL.pdf. 

3/19/2014 “Large Partnerships: Characteristics of Population and IRS Audits,” prepared by 
the Government Accountability Office, GAO-14-379R, at 1, http://www.gao.gov/assets/ 
670/66 1772.pdf 
Id. at 4, 6, 
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not kept pace. According to the GAO after examining a ten-year time 
frame, between tax years 2002 and 201 1, the number of businesses 
organized as “large partnerships (with 100 or more direct partners and 
$100 million or more in assets) increased more than 200 percent, 
accounting for $2.3 trillion in total assets and $69. 1 billion in total net 
income by tax year 201 1 .” The IRS’ audit efforts worsened yet again 
in 2012. According to the preliminary report, IRS field audits reviewed 
the books and records of only 0.8% of large partnership returns.'*^’ 

In response to a Subcommittee inquiry about low audit coverage of 
large partnerships, the IRS Large Business and International Division 
and Office of Chief Counsel explained that one of the reasons for the 
low audit performance was because of the procedural hurdles erected by 
the Tax Equity and Fiscal Responsibility Act (TEFRA).^°® The IRS 
pointed out that a TEFRA notification provision requires the IRS to 
notify all partners holding more than a 1% interest in a partnership prior 
to initiating an audit.*®' The IRS explained that some large partnerships, 
such as publicly traded partnerships, may have more than 100,000 
partners at a time, some of whom hold a partnership interest for only a 
few trading days in a given year, making identifying and notifying all 
partners difficult, if not impossible. In addition, at the end of an audit, 
TEFRA requires the IRS to notify each partner of any tax assessment for 
the deficiencies attributable to the partnership, failure of which may 
cause the assessment to become invalid.*®^ That notification burden is 
equally difficult, time consuming, and expensive to implement. A 
possible solution is amending TEFRA to allow the IRS, in the case of 
large partnerships, to notify the partnership itself when initiating or 
concluding an audit, and to rely on that partnership to notify the 
individual partners it deems appropriate. 

Ending Bank Participation in Abusive Tax Structures. Finally, 
this investigation is not the first by the Subcommittee to examine bank 
participation in transactions involving substantial tax avoidance.*®* Past 
investigations have exposed highly suspect transactions involving major 
financial institutions, major law firms, sophisticated counterparties, and 
hundreds of millions or billions of dollars. Because banks employ 
personnel and systems capable of designing, implementing, and 


lu. at 

Tax Equity and Fiscal Responsibility Act of 1982, Pub. L. No. 97-248. 

26 U.S.C. §6223. 

26 U.S.C. § 6225. 

™’See, e.g., U.S. Senate Permanent Subcommittee on Investigations reports and hearings, 
“Fishtail, Bacchus, Sundance, and Slapshot: Four Enron Transactions Funded and Facilitated by 
U.S. Financial Institutions,” S. Prt. 107-82 (1/2/2003); “U.S. Tax Shelter Industry: The Role of 
Accountants, Lawyers, and Financial Professionals,” S. Hrg. 108-473 (11/18 and 20/2003); “Tax 
Haven Abuses: The Enablers, The Tools and Secrecy,” S. Hrg 109-797 (8/1/2006); “Tax Haven 
Banks and U.S. Tax Compliance,” S.Hrg. 1 10-614; “Dividend Tax Abuse; How Offshore 
Entities Dodge Taxes on U.S. Stock Dividends,” S.Hrg. 110-778 (9/1 1/2008). 
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administering complex transactions involving structured financial 
products and other derivatives, too many have too often become 
facilitators of financially engineered tax avoidance and even tax evasion 
schemes. In some cases, federal prosecutors and regulators have 
imposed civil or criminal penalties against banks for aiding or abetting 
tax misconduct. But more is needed. To end bank involvement with 
abusive tax structures, federal financial regulators, as well as Treasury' 
and the IRS, need to intensify their warnings against, scrutiny of, and 
legal actions to penalize bank participation in tax-motivated transactions. 

# # # 
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RENTEC CONTROL OF PALOMINO 


• “Palomino was created solely to enable RenTec (sponsor) to benefit (through the 
Badger Options and Barclays’ Options) from its long-short statistical arbitrage 
strategy in an efficient manner.” 

• “The trading activities of Palomino in relation to the [Prime Brokerage] Accounts are 
managed solely by RenTec as the Trading Manager such that RenTec can obtain the 
majority of the benefits from Palomino’s activities.” 

• “As described in Section VII in relation to the [Investment Management Agreement], 
the [Prime Brokerage] Accounts are controlled by RenTec.” 

• “RenTec is effectively entitled (through the Badger Options and the Barclays’ 
Options) to 100% of the benefits from Palomino’s trading activities less any prime 
brokerage fees paid to BCI and BCSL in respect of the PB Accounts.” 

• “RenTec is exposed to 100% of the risks from Palomino’s trading activities up to a 
maximum of the call option premiums. . . .Barclays Credit and Market Risk 
departments are comfortable the gap risk is managed within acceptable limits.” 

• “ Conclusion : RenTec controls the major activities of Palomino and is exposed to 
substantially all significant risks and rewards arising from the activities carried out 
through the [Prime Brokerage] Accounts, being the only permitted activities of 
Palomino.” 


Source: Excerpts from 6/24/2009 Barclays Memorandum to PwC, “Palomino Limited,” the purpose of 
which was to set out the proposed accounting treatment relating to Palomino, BARCLAYS-PSI-139757- 
766, at 763-764. 
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SIGNATORIES TO 

FRANCONIA-RENTEC INVESTMENT ADVISORY 
AGREEMENT 


assignable, transferable or delegable withool tte written consent of the other party hereto. Any 
attempted assignment, transfer or delegation hereof without such consrat shall be void 

9. Waiver; Modification. No ^ffovision of this Agreement may be waived or modified 
other than by a writing signed by the party 'to be charged with si«;h waiver or modification. This 
Agreement constitutes the entire agreement between the Oient and Advisor. Any supplement to 
this Agreement shall be in writing, signed by the parties hereto. 

10. Governing Law. This A^eement shall be governed by and construed in 
accordance with the laws of the Slate of New York without ^ving effect to conflicts of laws. 


IN WITNESS WHEREOF, the parties have entered into this Agreement as of the day ^d 
year first above written. 



Vice President and Director 



Vice President 


I Permanent Subcommittee on Investigations I 

RT-PSI-00396355 
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SIGNATORIES TO 

BASS-RENTEC INVESTMENT ADVISORY AGREEMENT 


assigr.iible, transferable or tlelegabJc without the written txtiKcnt of the other party hereto. Any 
attciTsptcxi assignment, transfer or delegation hereof without such consent shall be void. 

9. Waiver; Modification. No provision of this A^cement may be waived or modi lied 
other than by a wriling signed by the party to be charged with such w^aiver or modification. Hiis 
-Agreement constitutes the entire agreement bctw«Jn the Client and Advisor. Any suppiement to 
tins Ap-eement shall be in writing, signed by the parties hereto. 

10. Governing La^Y. ’ntis Agreement shall be governed by and eonslrocd in 
accordance with the laws of the State of Delaware without giving effect to conllicts of laws. 


IN WrrNESS WHEREOF, the parties have entered into this AgrccmcrU as of the day and 
year first above written. 


BASS EOUrriES;.TD. 


By: 


Mtirk Silber 

Vice President ant! Diicctur 


RENAISSANCEJF.CH>IOLOGIES CORP. 


By: 


m 


\4IL.L 

Mark Silher 


Yice President 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSl-00396321 
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Doc 2010-24234 (11 pgs) 


Office of Chief Counsel 
Internal Revenue Service 

Memorandum 

Number AM2010-005 

Release Date: 11/12/10 
CC:F!P 

POSTF-1 53378-07 

U!LC: 1234.03-00 

date: October 15, 2010 

to: Area Counsel (Financial Services) 
(Large Business & international) 

from: Associate Chief Counsel 

(Financial Insytutions & Products) 


subject: Hedge Fund Basket Option Contracts 

This memorandum addresses certain contracts styled as options in form but acting like 
direct ownership of the underlvino prooertv In substance. This memorandum should not 
be used or cited as precedent. 

ISSUES 

Where the taxpayer, a partnership, entered into a contract styled as an option to 
purchase a basket of securities that the taxpayer's general partner also actively 
managed and controlled while the contract remained open, and with respect to whic^ 
the taxpayer had opportunity for full gain and Income and substantially all of risk of loss: 
(1 ) whether the contract should be treated as an option for tax purposes; and (2) 
whether the taxpayer should be treated as the tax owner of the securities.' 

CONCLUSIONS 

(1 ) The contract does not funcdon like an option, and should not be treated as such. 

(2) A contract that provides a taxpayer with dominion and control over a basket of 
securities, die opportunity for full gain and income, and substantially all of the risk of 
loss, provides to the taxpayer beneficial ownership of the securities for tax purposes. 


’ To simplify the discussion, this memorandum refers to both long and short positions in securities as 
"securities.” 
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Thus, the taxpayer must curr^tly recognize fte bading gains, losses, income, or 
expense resulting from trading and holding the securities in the basket. 


FACTS 

Taxpayer and affiliated entities . The taxpayer is a Delaware limited partnership 
that operates as a hedge fund (the taxpayer is hereinafter referred to as “HF”). During 
the relevant tax years, HF and other affiliated limited partnerships (“Ottier Hedge 
Funds”) had common partners that were Delaware limited partnerships ("Feeder 
Funds"), one of which was GP. GP was the general partner of HF and the Other Hedge 
Funds. GP also served as ftie Investment Manager for the Other Hedge Funds. 

Among these entities, only GP had employees, and the individuals who owned interests 
in GP also owned interests in the Feeder Funds. 

Basket Contract . HF entered into a contract ("Basket Contract") with Foreign 
Bank (“FB”), \^1^ich is a U.K. public limited company. The Basket Contract was styled 
as a call option on a basket of securities (“Reference Basket") held in a specified prime 
brokerage account administered by FB. The value of the securities in the Reference 
Basket was SlOx when the parties entered into tfie Basket Contract, and the Reference 
Basket was funded vwth $1 x in ''premium" paid by HF and $9x paid by FB. FB 
determined HP's $1x premium through its finance department, rather than through 
option valuation formulas typically used when pricing standard options. HF had the right 
to terminate the Basket Contract at any time during a two-year term and receive a 
specified “Cash Settlement Amount," i^ich was based on the performance of the 
Reference Basket. 

The Basket Contract provided for a strike price equal to the initial value of the 
Reference Basket ($10x). The Cash Setfiement Amount that HF was entitled to receive 
upon teimination of the contract equaled the greater of (1) zero or (2) the 
reimbursement of the $1x premium, plus “Basket Gain" or less "Basket Loss." Basket 
Gain or Loss comprised; 

(1) trading gains, unrealized gains, interest, dividends, or other current income; 
minus : (2)(a) trading losses, unrealized losses, interest, dividend, or other current 
expenses; (b) commissions and other trading costs incurred in acquiring or 
disposing of the securities and positions; and (c) financing charges on the $9x 
provided by FB. 

Accordingly. Basket Gain or Loss fully reflected all of the net economic return or loss on 
the performance of the Reference Basket, including the finandng charges on $9x. 


* This memorandum will not consider whether FB or any investors in HF have income that Is effectively 
connected with a trade or business within the United States pursuant to I.R.C. §§ 864(bHc), 871(b), and 
882(a). 
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Moreover, the Cash Settlement Amount allowed HF to receive back its $1x premium 
investment, reduced by any Basket Loss. Spedficaliy, die Cash Settlement Amount • 
would be reduced, do!iar-for-dollar, for any Basket Losses up to $1x (i.e., 10% of the 
initial amount in the basket). 

The Basket Contract contained a "Knod<-Out" provision ^at automatically 
terminated the contract at any time Uiat Basket Losses reached 1 0%, whidi was tie 
same amount as HF’s initial premium inv^Unent.® Thus, if Basket Losses breached the 
Knock-Out barrier, the contract would terminate and HF would receive a Cash 
Settlement Amount of zero. FB also had frie right to require HF to enter into risk 
reducing trades even before losses in the Reference Basket reached the 10% bamer. 
Consequenfly, HF bore the risk of loss, ddlar-for-dollar, for Basket Losses up to the 
amount of its investment. The Knock-Out proNrtsion protected FB against additional 
Basket Losses by allowing FB to terminate the Basket Contract and obtain control over 
the assets in the Reference Basket. 

Investment Management Agreement . Related to its Basket Contract with HF, FB 
entered into an Investment Management Agreement (‘IMA”) with GP. In accordance 
with the IMA, GP conducted short-term trading (induding acquisition of the initial make- 
up of tfre Reference Basket) of both short and long positions in exchange traded and 
over-the-counter securities as permitted by Investment Guidelines incorporated by 
reference into the IMA. GP conducted such short-term trading fay instmcting FB to 
execute GP’s trading decisions. The Investment Guidelines limited the aggregate 
trading positions In the Reference Basket based on die value of any one security, 
business sector, or types of issuers; FB could terminate the Basket Contract If GP 
violated die Invesdnent Guidetines, regardless of whether the value of the Reference 
Basket was near the Knock-Out barrier. 

Although not contractually obligated to follow GP’s specific trading instructions as 
long as the net value of the Reference Basket nevertheless reflected GP’s Instructions, 
FB in fact executed all of GP's trading Instructions, which could entail numerous trades 
per day. In addition to making every trading decision, GP also had power to make 
corporate action decisions over the securities, addressing tender offers, mergers, and 
other decisions that offer a choice of consideration of cash or shares. 

Nodiing in the agreements between HF and FB contractually prohibited FB from 
commingling, lending or otherwise using the securities in the Reference Basket without 
notice to HF. These are customary rights a pledgee has over the assets of its 
brokerage customers. 


^ A contract that is subject to a ioiock-out contingency Is part of a broader category of contracts referted 
to as "barrier options.’ See Emanuel Oetman and Iraj Kant, The Ins and Outs of Barrier Options: Part 2. 
Derivatives Quarteriy, Spring 1997, at 73. 77, As this memaandum explains, infra, the Basket Contract’s 
particular Knock-Out prowsion caused the contract to function in a manner unlike options generally. 
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GP Management Fee Arrangement Und^’the IMA, FB paid GP a fixed annual 
fee of less than 0.1 % of $1 Ox, \A^ich vras described as a compensation and incentive 
fee for trading management of the Reference Basket This is significantly less than GP 
received from HP's partnere and beneficial owners of HP (Feeder Funds) for providing 
the same service. The Feeder Funds’ partnership agreements provided GP with 2% of 
the net asset value of Uie Reference Basket and 20% of specified levels of Basket Gain. 
These fees from the Feeder Funds were consistent wth frie standard industry fees for 
trading and management services. 

LAW AND ANALYSIS 

HF in form owned a call option to purchase the Reference Basket, which 
contained securities held by FB. It has long been a principle of federal tax law, however, 
that the substance of a transaction and not its form wifi determine the federal income tax 
consequences of the transaction. Commissioner v. Court Holding Company. 324 U.S. 
331 (1945); Gregory v. Heiverina . 293 U.S. 465. 470 (1935). If the Basket Contract was 
not, in substance, an option contract, then HF must treat the transaction for tax 
purposes in accordance with its actual substance. This memorandum first addresses 
whether the Basket Contract qualifies as an option for tax purposes, and then 
addresses iMiether HF, in substance, is the tax owner of the Reference Basket.** 

1. The Basket Contract Is Not an Option 

Although labeled as an option, the Basket Contract lacks the essential economic 
and legal characteristics of an option. 

Case law defines an option as having two characteristics: (1 ) a continuing offer to 
do an act. or to forebear from doing an act, whidi does not ripen into a contract until it is 
accepted; and (2) an agreement to leave the offer open for a specified period of time. 
Saviano v. Commissioner . 80 T.C. 955, 970 (1983), affd. 765 F,2d 643 (7*^ Cir. 1985). 
The purpose of an option that references property is to provide a party the opportunity 
to buy or sell specified property in the fufrire at a defined price without the potential 
liability inherent in being obligated to buy or sell. See United States Freight Co. v. 

United States , 422 F.2d 887, 894-95 (CtCI. 1970). Thus, an option only makes sense 
economically if the option holder's cost of falling to exercise is lower than the holder’s 


Hedge Funds typically own directly the assets they manage by u»ng prime brokerage accounts offered 
by investment banks and securities firms. In this case, HF sought two tax advantages in characterizing 
the Basket Contract as an option to purchase the Reference Basket rather than as direct ownership of 
basket assets through a prime brokerage account: (1 ) Basket Gains, including short term gains, interest, 
and dividends earned within the Reference Basket, would not be taxable to HF until HF exercised &ie 
option, since unexercised options on property are typically Seated as 'open transactions" pursuant to 
Rev. Rul. 58-234, 1958-1 C.B. 279; and (2) Basket Gains, induding short term gains, interest, and 
dividends, would taxable at the low rate applicable to long-term capital gains if HF received Uie Cash 
Settlement Miount after holding the Basket Contract for more than one year, pureuant to I.R.C. §§ 1221 ; 
1234(a)(1). (c)(2). 
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potential liability had he or she Instead entered Into and breached a contract to buy or 
sell the underiying property. See Halle v. Commissioner. 83 F.3d 649. 655-56 {4^ Cir. 

1 996)(cQmparing potential buyer’s liquidated damages wte seller’s expected damages 
in event of buyer’s defeult to determine whettier contract is option versus sale),® A 
contract that imposes a high cost upwt an offeree for failing to accept an offer will not be 
deemed an option if the cost effectively compels the offeree to exercise. See 
Progressive Corp. v. United States. 970 F.2d 188, 193 {6**’ Cir. 1992) (explaining that 
certain “options” may be disguised sates because “the exercise of such options may be 
virtually guaranteed”); Commissioner v. Baertschi. 412 F.2d 494, 498 (6”^ Cir. 1 969) 
(noting buyer's high cost of breacrfi equal to 29% of property value is indication of safe 
ratiier ^an option).® 

Upon appl>4ng these principles to the agreements between HF and FB, it is clear 
that tiie Basket Contract, despite its option terminology, iad<s the requisite 
characteristics of an option. In particular, two elements of the agreements between HF 
and FB are contrary to the typical tenctioning of an option; (a) the interplay between the 
Basket Contract’s premium. Cash Settlement Amount, and Knock-Out pro\rtslon, which 
imposed upon HF costs similar to an obligated buyer and preclude any possibility of 
lapse; and (b) HF’s ability to alter the Reference Basket, through GP, while the Basket 
Contract remained open, which is inconsistent with the notion that an option on property 
must reference specific property at a defined price. 

a. Costs Imposed upon HF and the Possibility of Lapse 

The Basket Contract did not function like an option insofar as its terms imposed 
costs upon HF that compelled HF to exercise rather than allow it to lapse. As noted by 
the courts in United States Freight and Halle, a call option should function so that the 
holder has a real choice to allow the option to lapse; if the contact imposes a cost for 
failure to exercise that places the holder in a similar economic position to a party 
obligated to buy, then the holder lacks the choice not to buy and the contract is not an 
option. In the instant case, the Cash Settlement Amount ensured that HF would lose its 
premium investment doliar-for-dollar for Basket Losses until the Reference Basket fell in 
value by the full amount of HP’s premium Investment (i.e., 10%), and the Knock-Out 
provision would terminate the contract with HF losing its entire investment. Accordingly, 
the terms of the Basket Contract ensured one of two outcomes: (1 ) if the Reference 
Basket increased in value, or decreased by less than 10%, HF would exercise in order 


^ in terms of pricing and risk, call opSons generally allocate risk of loss between option writers and holders 
such that the option writers/sellers bear the risk of price decreases in the underlying asset while the 
option hoiders^uyers enjoy the benefits of price increases while also bearing the risk that they may lose 
their premium. See Halle. 83 F.3d at 657. 

® The aaurt in Progressive adopted language from Rev. Rul. 80-230, 1980-2 C.B. 96, which held that a 
purported stock c^ion is actually a sale if it is deep “in-the-money at the time it is issued, i.e., tite holder 
can purchase Uie stock at below current market price such that the holder is almost certain to exerdse. 
Likewise, the Service in Rev. Rul. 82-1 50, 1 982-2 C.B. 110, held that a sale of a deep-in-the-money 
option was, in substance, not an option ^ a completed sale of the referenced stock. 
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to recoup at least a portion of its invesfrnent; or (2) the Reference Basket would fall in 
value by 10% and the Knock-Out provision wbUld force HF to terminate the option and 
receive nothing. Thus, the Cash Settlement ^ount placed HF in the same economic 
position as a party obligated to buy the Reference Basket, while the Knock-Out 
provision ensured that the Basket Contract would never lapse unexercised. In this 
manner, the Basket Contract did not functon like an option. 

Moreover, tiiere is no indication tiiat HF and FB employed recognized option 
pricing methodologies to determine the premium. Rather, tiie premium that HF paid was 
merely a fixed percentage of the Reference Basket (i.e., 1 0%), which is also equal to 
the loss required to trigger the Knod<-Out barrier. Thus, the premium under the Basket 
Contract is more akin to collateral for a nonrecourse margin loan than to an option 
premium. The similarity between HF’s premium and margin loan collateral is consistent 
with the other terms of the Basket Contract, which, again, imposed potentiai costs upon 
HF that were more like those imposed upon an owner or a party obligated to buy tiian 
upon a party with the mere option to buy. 

b. The Effect of HF's Ability fThrough GP) to Alter the Reference Basket 

The Basket Contact did not function like and option insofar as it referenced a 
basket of assets that HF {through GP and the IMA) can and did alter by actively trading 
the underlying securities. Though the IMA in form was a management agreement 
between GP and FB, which permitted GP to trade assets within the Reference Basket, 
GP in substance acted on HF’s behalf. GP was the only entity among HF’s affiliates 
that had employees, and GP served as the investment manager for Other Hedge Funds 
that had common partners with HF. Since \he Basket Contract provided HF with full 
opportunity for gain and risk of toss up to the first 1 0% of losses, GP’s management of 
the Reference Basket served to benefit HF more than FB. This is evident in the manner 
in which FB and HF compensated GP; the fee that FB paid to GP was a fixed annual 
fee of less than 0,1% of $10x, whereas the fee that HFs partners and beneficial owners 
(the Feeder Funds) paid to HF for comparable services was much larger, equal to 2% of 
the net asset value of the Reference Basket and 20% of specified levels of Basket Gain. 
The fees that the Feeder Funds paid to GP were consistent with the standard Industry 
fees for trading and management services. Thus, the facts and circumstances indicate 
tiiat GP was trading within the Reference Basket on behalf of HF, rather than FB. 

HF’s control over the Reference Basket caused the Basket Contract to operate 
unlike an option. As explained by the court in Saviano. an option provides one party with 
the choice of accepting an offer, while the other party is obligated to keep the offer open 
for a specified period of time. Options on property allow the holder to accept an offer 
buy or sell specified property at defined price. In this case, the Basket Contract puiports 
to identity the Reference Basket as specific property subject to an option, yet the IMA 
contradicts that characterization by allowing HF (through GP) to alter the Reference 
Basket while the Basket Contract remained open. HF’s ability to trade component 
securities within the Reference Basket calls into question whether the Reference Basket 
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constitutes specific property apart from Its COTfqronents; thus, rather than having the 
right to buy the Reference Basket, HF could be vlevired as having a series of separate 
contracftjai rights for each security vwthin the Reference Basket such that each trade HF 
executes while the Basket Conb^ct is open vt(ouid generate a taxable event attributabie 
to that trade under sec. 1 001 FB permitted HF to have this control because the terms 

of the Basket Contact ensured that FB was protected from HP’s investment decisions; 
as noted above, the Basket Contract imposed potential costs upon HF that were more 
consistent witti a party that had an obligation to buy than upon a party with a mere 
option to buy. Not surprisingly, frie Basket Contract was neither priced like an option nor 
did it apportion costs like a typical option because HP’s power to control and alter the 
Reference Basket was contrary to the very notion of what an option is.® 

Having applied the principles set forth in the relevant authorities to the terms of 
the Basket Contract, we conclude that the Basket Contract Is not an option for Federal 
income tax purposes. 

2. HF Had Tax Owiership of the Reference Basket 

We now turn to the question of whether HF, in substance, owns the Reference 
Basket.® 

To determine whether a taxpayer holds the beneficial ownership of assets for tax 
purposes, courts have ODnsidered numerous factors indicative of the burdens and 
benefits of ownership.^® No one factor is detenminative; courts accord varying weight to 


’ See generally James M. Peastee, Modifications of Nondebt Financial Instalments as Deemed 
Exchanges. Tax Notes, April 29, 2002, at 766-67 (discussing whether options referencing baskets of 
generate dewned exchanges under sec. 1001 v^en basket is changed in accordance with terms of the 
confrart). Given tiie conclusion in Part 2 of this memorandum’s 'Law and Analysis" section that HF 
actually owned the component securities within the basket for tax purposes, this memorandum need not 
address whether the Reference Basket should be disaggregated into a series of contractual rights. 

* The Treasury Regulations governing notional prindpat contracts also recognize this principle by 
prohibiting parties to a contract from controlling indexes Oiat are used as referenced assets. Treas. Reg. 
I 1.446-3(c)(2}(lii). (c)(4Kli). 

^ We have already concluded that the Basket Contract was not an <^ton because HP is compelled to 
exerdse; thus, the remaining question is v^ether HF owned the assets in the Reference Basket during 
the period In issue, or whether HF was merely obligated to purchase the assets in the future, l.e., through 
a forward contract Forward contracts are typically treated as open transactions, and parties obligated to 
buy under forward contiactt are not taxed as though they are current owners of the asset, geg Lucas v. 
N. Texas Lumber Co.. 281 U.S. 11,13(1 930) (agreement to sell land in 1 91 6 was not a closed sale for 
tax purposes until price paid and title transferred in 1917). In certain drcumstances, however, taxpayers 
holding forward contracts may be treated as constructively owning the underlying asset. Set LR-C. § 

1 260(d)(1 )(B) (treating taxpayers as constructively owning finandal assets subject to certain forward 
contracts). 

In Grodt & McKav Realty. Inc, v. Commissitmer. 77 T.C. 1221 (1981), the Tax Court applied an eight 
fador test to determine whether taxpayer owned cattle, induding: (1 ) Whether legal title passes: (2) how 
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each factor, depending on the type of property and transaction at issue. See Pac. Coast 
Music Jobbers v. Commissioner . 55 T.C. 866, 874 (1 971 ) (employing multi-factor test to 
determine ownership of stock and according less weight to attributes diat are formalis^c 
and “not useful"), affd . 457 F.2d 1165 (5* Cir. 1972). For example, in determining the 
ownership of stock for tax purposes, ttie follovwng factors are most relevant: (1 ) the 
ability to sell the shares; (2) tiie power to vote, especially as a means of controlling the 
board of directors and managing the undwiying Iwsiness; (3) the right to receive 
dividends; and (4) the opportunity for gain and the risk of loss in the value of the shares. 
See, e.Q .. Raaohianti v. Commissioner . 71 T.C. 346, 350 (1978) (sharing in profit and 
loss, and participating in shareholder meetings); Pac. Coast Music. 55 T.C. at 876-77 
(dividends and voting proxies); Hall v. Commissioner. 15 T.C. 195, 200 (1950), a1fd. 194 
F.2d 538 (9th Cir. 1952) (noting that right of sale Is “one of the most important attributes 
of ownership’’). 

Tax Court has recently issued two opinions In which it addressed whether 
taxpayers were owners of fungible seojrities — the type of securities in the Reference 
Basket. \n each case, the court employed an analysis that was consistent with the 
principles described above. In Anschutz v. Commissioner . 135 T.C. No. 5 (July 22, 
2010), the taxpayer received a nonrefundaWe upfront cash payment in exchange for 
transferring stock subject to a purported forward sale of the same stock (with variable 
number of shares to be delivered) and a purported share lending agreement of the 
same stock. The Tax Court held that the taxpayer had transfemed its beneficial 
ownership of the stock because the taxpayer. (1 ) fransferred most of the opportunity for 
gain; (2) eliminated its risk of loss; and (3) the party to whom the taxpayer loaned the 
stock had the right to dispose of the shares. Anschutz , slip op. at 46-47. 

In Calloway v. Commissioner . 135 T.C. No. 3 (July 8, 2010), the taxpayer 
likewise received a nonrefundable upfront cash payment in exchange for transferring 
stock, in this case subject to a purported loan. The Tax Court held that the taxpayer 
had transfemed its benefida! ownership because the taxpayer: (1) could not sell the 
shares during the three year term of the purported loan; (2) eliminated its risk of loss; 
and (3) the purported stock borrower was authorized to sell the stock immediately after 
receiving It from the taxpayer. Calloway , slip op. at 13-18. 

The Court of Appeals for the Eighth Circuit focused on the same three factors 
employed by the Tax Court and Anschutz and Cailowav in holding that a taxpayer had 
beneficial ownership of mutual fund shares that supported a variable annuity contract 
held by the taxpayer. In Christoffersen v. United States . 749 F.2d 513 (8^'’ Cir. 1984), 
the taxpayers purchased a variable annuity contract that provided the taxpayers the full 


ttie parties treat the transaction; (3) whether sn equity interest in property is acquired; (4) whether the 
contract creates a present obligation on the sdier to transfer ownership and a present oWigation on ttie 
purdiaser to make payments; (5) whether the right of possession is vested In frie purchaser; (6) which 
party pa^ property taxes; (7) which party bears the risk of loss or damage to the property; and (8) which 
par^ receives the profits from the operation and sale of the property. 77 T.C. at 1 237-38. 
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investment return and risk of loss of mutual fund shares held in an account of tfie 
issuing insurance company. The taxpayers had the right to direct that ttieir premium 
payments be invested in any one of six pubiidy traded mutual ftjnds, and the taxpayer 
could reallocate their investment among ^e funds at any time. The taxpayers also had 
the right upon seven days notice to withdraw ftjnds, sumender the contract, or apply the 
acojmuiated value under Uie contract to provide annuity payments. The court noted that 
the taxpayer bore full investment risk and had immediate access to the funds, and that 
the policy's limitations upon the taxpayer’s ccxtfrol of the mutual fund shares were no 
different than the limits imposed by Uaditional brokerage accounts. ]d. at 516.^^ 

Upon application of the factors set forth by the authorities discussed above to the 
terms of the agreements between HF and FB, it is clear that HF should be treated as 
the tax owner of the Reference Basket because HF had: (a) opportunity for full trading 
gain and current income; (b) substantially all of the risk of loss related to the Reference 
Basket, and (c) complete dominion and control over the Reference Basket. 

a. HF’s Opportunity for Gain and Income 

HF had full opportunity for gain and income from the Reference Basket 
performance. The Cash Settlement Amount included the refund of HF’s premium 
investment and Basket Gain or Loss, which was defined to include ali trading gains and 
losses, net current Income or expenses, trading costs, and a financing charge for the 
funding of $9x provided by FB. Basket Gain or Loss reflected all of the economic return 
or loss on the performance of the Reference Basket. Because HF could also exercise 
its right to receive the Cash Settlement Amount at any time, HF was at ail times free to 
take full advantage of its opportunity for gain and income.''^ Moreover, HF could lock in 
gain in any single position within the Reference Basket by instructing its disposition, 
while the Basket Contract remained open. 

b. HF’s Risk of Loss 

HF had substantially all of the risk of loss of the Reference Basket. As explained 
in Part 1 .a. of this memorandum’s "Law and Analysis" section, the Basket Contract’s 
Cash Settlement Amount reduced HF’s ability to recoup its Investment to the extent of 
any Basket Loss. HF had the risk of loss, dollar-for-doliar, up to the full amount of its 
premium investment, which was equal to 1 0% of the Reference Basket’s initial value. 


The IRS has declined to treat policyholders as the owner of mutual kind shares supporting variable life 
and annuity contracts if the shares are only available to the insurer’s policyholders, and not to the general 
public, thus indicating that the policyholders lacked control over the mutual funds. Rev. Rul. 2003'^1, 
2003-2 C.B. 347; Rev. Rui. 81-225, 1981-2 C.B. 12. 

See Calloway, slip op. at 31 {taxpay®'’ has full opportunity for gain “{xily if the taxpayer is aWe to effect 
a sale of the security in the ordinary course of the relevant market (e.g., by calling a broker to place a 
sale) v^enever the security is In-Uie-money." (quotirrg Saniueii v. Commissioner . 132 T.C. 37, 48 (2009)). 
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Moreover, due to the Knock-Out provislcm, ttie ftjll risk of loss inherent in the Basket 
Contract was the 1 0% borne by HF. 

FB did indeed bear a theoretical risk; FB could possibly suffer a loss if Basket 
[losses were incurred so quickly ffiat FB was unable to liquidate the Reference Basket 
timely enough to prevent losses beyond 10% ttireshold created by the Knod<-Out. 
That possibility was remote, however, and FB also had rights through the Investment 
Guidelines to force HF into risk reducing trades or cause an early termination (and 
liquidation) of the Basket Contract even before Basket Losses reached the 10% barrier. 
Thus, the Knock-Out provision (and FB’s additional risk-reduction rights) merely 
reflected the typical arrangement between a broker and an investor who purchases 
securities through margin loans in a prime brokerage account, i.e., the investor’s risk of 
loss is limited to the amount of the purchase price the investor itself funded, while the 
broker has righte to liquidate the securities or take other actions to ensure that losses 
wiii not exceed the amount funded by the investor.^® 

c. HF’s Control over the Reference Basket 

HF, through GP, had complete dominion and control over the Reference Basket. 
As HF’s agent, GP instructed numerous trades per day. which FB executed without 
exception. GP also had the power to make corporate action decisions over the 
securities in the Reference Basket. FB arguably had some control over the Reference 
Basket, as FB could have (and may have) lent or rehypothecated the securities without 
HP's knowledge. Nevertheless, these are customary powers that a broker-pledgee has 
over assets under custodial amangement with prime brokerage customers. In this 
regard. HF’s ability to trade any security within the Reference Basket or terminate the 
Basket Contract at any time and receive tfie Cash Settiement Ajnount further places HF 
in a similar position to an owner of a prime brokerage account and limits FB’s ability to 
lend or rehypotiiecate the securities. 

Accordingly, HF had: (a) opportunity for full trading gain and current income; (b) 
all of the risk of loss inherent in the Basket Contract; and (c) complete dominion and 
control of the Reference Basket. We conclude that HF is the beneficial owner of the 
Reference Basket for tax purposes. 


Fuftiiermofe, courts have respected the debt character of nonrecourse debt used in leveraged 
purchases of property (and thus the debtw's owiership of the leverage purchased property), despite the 
lender’s bearing the risk of loss if the property decreases In value below the amount owed on the loan. 

For example, the Court of Appeals for the Fourfri Circuit in Odend'hal v. Commissioner. 748 F.2d 908 (4th 
Cir. 1984) recognized that a nonrecourse obligation ccmstitules genuine indebtedness 'so long as the fair 
market value of tie property is at least equal to the amount of the nonrecourse debt at the tirne it was 
incurred, because frie taxpayer, even though he has no personal liability at stake, has an economic 
incentive to pay off the debt ra^er than to lose the collateral." jd. at 912. 
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CASE DEVELOPMENT. HAZARDS AND OTHER CONSIDERATIONS 

You have Informed us that there are variations to the conti’act described above. 
We encourage you to develop those cases, and stand ready to assist witti legal analysis 
and alternative at^uments. For example, in some cases it may be appropriate to assert 
that changes in a contract’s reference index generate taxable exchanges of either 
contractual rights within the reference index, or of the entire contract; these would be 
alternative arguments to direct ownership of the underlying securities. We also suspect 
that this transaction is not confined to large hedge funds. Lastly, given the particularly 
aggressive nature of this transaction, we further encourage you to gather information 
about similar cases so that the Service can determine whether to resolve this issue 
case-by-case or through the formal programs in place for addressing potentially abusive 
transactions. 


Please call Robert A. Martin or Anna H. Kim at (202) 622-3900 if you have any 
further questions. 


cc: Linda M. Kroening 

Division Counsel 
(Large Business & International) 

Walter Harris 
Industry Director 
(Finandal Services) 
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From: 

Sent: 

To: 

Subject 


Peter Brown < peter@rentec.com> 
Wednesday, Sept«nber 10, 2008 5:09 AM 
Rowen, Jim 
Re-shuffle- Follcw-up 


Importance: 


Low 


Thanks. -Peter 


Rowen, Jim writes: 

> ! confirmed that there is no prohibition against end-of-day transfers in our new MAPS documentation. We may re- 
shuffle the constituents of the underlying options at the end of the day, at the current closing price. For the avoidance 
of doubt any position selected to be re-shuffled will need to be transferred at the prevailing market cJose. These are not 
trades but Journal entries, so there are theoretical costs to journal. Please remember that only new options have this re- 
shuffle functionality and the older options do not. I understand that our proposed steady state plans will require us to 
roil many of the existing DB options in to the new option structure. So die ability to do the end of day re-shuffle will start 
slowly during the fourth quarter to pick up momentum next year. 

> Mark Siiber was going discuss with you the ability to optimize the end of day re-shuffle process in order to keep the 
number of position re- shuffles to a manageable amount and below the radar of DB. DB is still testing their re-shuffle 
capability in anticipation of our first new MAPs option next week. I believe We can determine die appropriate re-shuffle 
quantity over time.. Unlike the new re-shuffle functionality The new advisory/trading guidelines transcend both old and 
new options. 

> If you have any questions please either call me at home or at work tomorrow. 

> Take care<!DOCTYPE HTML PUBLIC "-//W3C//DTD HTML 3.2//EN"> ><HTML> ><HEAD> xMETAHTTP- 
EQU!V=’’Content-Type” CONTENT=”text/html; charset=utf-8”> > <META NAME=‘‘6enerator" CONTeNT="MS Exchange 
Server version 6.5.7652.24“> ><TITLE>Re-shuffle- Follow-up</TITtf> ></HEAD> ><BODY> ><1- Converted from 
text/plain format --> > > <P><FONT SIZE=2>I confirmed that there is no prohibition against end-of-day transfers&nbsp; 
in our new MAPS documentation. We may re-shuffle the constituents of the underlying options at the end of die day, at 
the current dosing price.&nbsp; For the avoidance of doubt any position selected to be re-shuffled will need to be 
transferred at the prevailing market close. These are not trades but journal entries, so there are theoretical costs to 
Journal.&nbsp; Please remember that only new options have this re-shuffle functionality and the older options do not I 
understand that our proposed steady state plans will require us to roil many of the existing DB options in to the new 
option structure. So die ability to do the end of day re-shuffle will start slowly during the fourth quarter to pick up 
momentum next year.<BR> > Mark Siiber was going discuss with you the ability to optimize the end of day re-shuffle 
process in order to keep the number of position re- shuffles to a manageable amount and below the radar of DB. DB is 
still testing their re-shuffle capability in anticipation of our first new MAPs option next week.&nbsp; I believe We can 
determine die appropriate re-shuffle quantlty&nbsp; over time.. Unlike the new re-shuffle functionality The new 
advisory/trading guidelines transcend both old and new options.<BR> > If you have any questions please either call me 
at home or at work tomorrow.<BR> >Take care</FONT> ></P> > ></BODY> ></HTML> 
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To; Daniel Koranyi[dkoranyi@rentec.Mjml 

Cc: Peter Brown[peter@rentec.com]: Robert Mw»fmercer@rentec.com]: Jim 

Rowenfjrowen@rentec.com] 

From: Colin Masson 

Sent Wed 1 1 /1 9/2008 5:04:22 PM 

importance: Normai 

Sul^ct Re: DB counteroffer 

Dan, 

I believe that 1 60 is ^ssiirustic. If you look at ffiek 9 for 
trading costs vs rate, you will see that ffie typic^ trades in Uieir 
samjHe have a rate of about 0.25. That wnesponds to JiquidatinQ 0.15 
dvol in 3/5 of a day. So to do 0.1 5 dvol in 1 day would cut the cost to 
roughly 1 0Obp. And even cheaper over several days. 

/Uso, in doing toe estimate, we have to compare the fMOperti^ of the 
portfolio with the average of their sample. So the QObp would be for 
trades just like theirs. Even our doubled breads of 1 .2e-3 are at the 
iow-to-mkjdie end of the points plotted in fig 6. i would read that as 
saying that their stocks are less liquid than ours. So in high spread 
times we m^ht e>?)ect 80bp and in normal times maybe 40bp. 


Coiin 


■ RcdMted by the Permanent 

Sabrammirtee on inveit^ations 


Daniel Koranyi wrote: 

> From their working papers, it appears that the underpinnings of their model 

> are reasonable, as it is predicated on the papers of Almgren, which Colin 

> says are quite sensible. 

> 

> Colin points out that the Optimal E)«cuiion paper supports our contention 

> that any portfolio they would find themselves having to fiquidate would be 

> low-risk, and could be liquidated slowly if required. The portfolio would be 

> well diversified, market-neutral, and with low liquidity imbalance On their 

> paiiance ~ meaning the longs are on average no more or less liquid than the 

> shorts). "Riis would be true even if it reached the stage at which the 

> barrier triggered , becuase we would stifi be trading it actively up to that 

> point and would still be in compliance with toe constraints. 

> Further, if this were to happen, it would be after we had already cut the 

> portfolio back substantially, i've looked at the position-weighted w^dvol 

> in our US MAPS portfolio since 20040101 . Typically it is aroundjjHbut 

> both last summer and this fail, as we cut the portfolio, it came down to 

> around Hlf we were to get to the stage where DB assumed con^l, we 

> would surely have cut further by then. Let's say we got down tcfjjjB- then 

> we are in the 80bps Hquidation cost regime that Colin referenced 

> (ejdrapolating from Fig 5 of their Market Impact paper). 

> 

> That Fig 5 is presumably predicated on 'standard' spreads. You can see the 

> bha^r of our position-weighted average (spread/meanquote), evaluated at 

> flldaity, with 


> Historically the value has been around i.e. a spread of ^or 
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>111 cents on amfstock. Last August ft spHced to about twice that; in Oct 

> 2008 it s piked to three times that. So fzr this November ft is around 

> IHlilllso still elevated by a factor of ab(MJt two. 

> Fig. 6 of the Market Impact paper suggests ttiart fkjuidaSon cost is roughly 

> linear in the spread, so we might expect the current liquidation cost to be 

> more like 160 t^, not 80. This would ht prindfrfe still cover us to a 

> leverage of 62. 

> 

> VWth a leverage of 1 8 we are in principle covered up to a cost of 555 bp. 

> Satish seemed to be content with 18:1 with, say. and 80 bp cost, but seems 

> less comfortable with 1 8:1 with at 160 bp cost. 1 thhk we should first 

> understand why this is so, since his own models suggest that there will still 

> be plenty of leeway. Does he not believe his own nwdets? Why not? 

> 

> But let's calculate a bit anyway. He aojepts 18:1 with 80 bp. where really 
>he‘ssafeto 125:1. TTiat's a factor of about 7. Applying that same factor 
>of7 to 160 bp yields (1/0.016)/7 = 9:1 . ft is true that our recent 

> leverage is between 5:1 and 6:1, so in prindple we would be in compliance 

> with this, but to me it seems to be too much of a giveup. On the day of 

> 0.002 spread, we'd be at, say 240 bp liquidation cost ~> 6:1 , which is 

> cutting it close; our actual ie\rerage that day was 6.3:1 . 


> So. I ttJink we need to cut back on the factor of 7 safety margin. The 

> following table shows what happens if we go to factors of 3, 4, and 5. The 

> first column is the factor by whidt spreads exceed their 'noimai' values. 

> The second is the resulting liquidation cost in basis points (scaling 

> linearly). The third column is the max leverage that liquidation cost 

> allows. The next three columns are the max leverage with Satish factors of 

> 3, 4, and 5 (all capped at 18). 


> 

factor 

bps 

Vmax 

saf3 

1 saf4 safS 

> 

1.00 

80 

125.0 

18,0 

18.0 

18.0 

> 

1.25 

100 

100.0 

18.0 

18.0 

18.0 

> 

1.50 

120 

83,3 

18.0 

18.0 

16.7 

> 

1.75 

140 

71.4 

18,0 

17.9 

14.3 

> 

2.00 

160 

62.5 

18.0 

15.6 

12.5 

> 

2.25 

180 

55.6 

18.0 

13.9 

11.1 

> 

2.50 

200 

50.0 

16.7 

12.5 

10.0 

> 

2.75 

220 

45.5 

15,2 

11.4 

9.1 

> 

3.00 

240 

41.7 

13.9 

10.4 

8.3 

> 

3.25 

260 

38.5 

12.8 

9.6 

7.7 

> 

3.50 

280 

35.7 

11.9 

8.9 

7.1 

> 

3,75 

300 

33.3 

11.1 

8.3 

6.7 

> 

4,00 

320 

31.2 

10.4 

7,8 

6.2 

> 

4.25 

340 

29.4 

9.8 

7.4 

5.9 

> 

4.50 

360 

27.8 

9.3 

6.9 

5.6 

> 

4.75 

380 

26.3 

8.8 

6.6 

5.3 

> 

5.00 

400 

25,0 

8.3 

6.2 

5.0 


•n.^- RcdftdcdbydiePer%UMfat 

SsbcwMaftlte mi hwcstifa^MM 


> It seems like he will want at least a factor of 4, since 3 does not result in 

> reduced lewrage for twice-average spreads. The factor of 4 would drop us to 

> 15.6:1 right now. 
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> A minor issue is whether this factor sh<Mjld apj^ to the entire leverage 

> curve (overall hedges), or whether weare only adjustln^je central value, 

> so that the max allowed leverage at||||||H||||^would still be]|||| regardless of 
>the spreads. 

> 

> 

> -dk 
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To: Daniel Koranyi[dkoranyi@rentec.cwn] 

Cc: Rob Biggar{rol^rentec.com]: Geopge Hemtz^ar^eorgeh@rentec.com]; Robert 

Merceflmercer@rentec.com]; Adrienne|;adrienne@reiitec.com3; TTiomas Falion[tfallon@rentec.com]: Paul 

Brodeittpaui@rentec.coml 

From: Peter Brown 

Sent: Tue 8/23/201 1 8:26:51 PM 

impcNtance: Normal 

Sublet US portfolio shift- overrides? 


Yes, override when you can confidently do so wfthout maidng a mistake 
or causing problems for others who you are junr^ng ahead of. 

-Peter 


Daniel Koranyi writes; 


> Rob. George: 

> 

> Management has decided to shift some portfolio from the Palomino 

> loss-protected managed account to the Deutsche (DBAG) loss-protected managed 

> accounts. The total amount of portfolio to shift, for now, is USD 4e9. 

> This will be achieved by raising the target portfolio for the various dbcOOx 

> accounts, which will wind up at a leverage of around 12:1 (up from current 

> 9.5 or so). 

> 

> ! have built and kicked off standard series in XE and JP that will, combined. 

> shift USD 1e9 of portfolio once they are installed and trading. The 

> remainder of the shift (USD 3e9) vrili be in the US. I proprose to leave 

> snova/sliqd alone and do ail the transfer in nova/liqd. 


> ! am fifth in line fora standard US series after frte post-alphatest series, 

> which is still In =wart status. The parameters to override in production in 

> order to transfer the portfolio are, in the nova/liqd complex: 



> This is an increase of 1 e9 for each of them relative to their current values. 


• Redacted by tbe Pennanent 
Subconmittec on lavestigatioaa 


> Peter or Bob. can you please advise Rob and George whether you want them to 

> install these overrides in production immediately, or instead wait until the 

> five US series are run and unwaited. 

> 

> 

> -dk 
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INVESTMENT ADVISC»Y AGREEMENT 


THIS AGREEMENT is made as of the 30“ day of .Mamh, 2000, by and between 
RENAISSANCE TECHNOLOGIES CORP., a corpcaation organized under the laws of Delaware 
(the "Advisor"), and FRANCONIA EQUITDES LTD., an exempted company organized under the 
laws of Bermuda (the "Client"). 

The Client hereby engages Advisor to perfOTm the investment management services 
cbscribed heixiin, and Advisor hereby ^cepts such engagement, pursuant to the following terms and 
conditions: 

1. Investment Management Services. The Client hereby authorizes and appoints 
Advisor to manage the investment of alJ cash, commodities, securities and other assets comprising 
the investment portfolio placed under the supervision of Advisor by the Client (which portfolio, 
together with all additions, withdrawals, substitutions and alterations occuning during the term of 
this Agreement, is referred to herein as the "Account"). Advisor is autliorized, without further 
approval by or notice to the Client, to make all investment decisions concerning the Account, 
including allocating any portion of the Account or the ©nire Account to other inve^ruKit manage 
(the “InvKlment Managers”)^ and to further authorize such Investment Manages to make purchases 
and sales and otherwise to effect transactions in securities, commodliies, currencies and other assets 
in the Account (including without limitation entering into short sales and securities lending 
activities). Advisor is authorized to sign, as attomey-in-fact on bdialf of the Client, any documents 
and take any oth^: actions which Advisor considers necessary or advisable in enter to carry out the 
portfolio aOocation or the trading for the Account, including but not limited to the following: 

(a) to rralre ah ttecisions relating to the allocation of the Account to the 
Iiwestment Managers, including the selection of Investment Managers and amount of allocation, 
and to delegate such powers to Investment Managers as are necessary or advisable in order to carry 
out their duties; 


(b) to effect (both directly or indirectly throu^ Investment Managers) purchases 
and , sales (including short sales) of (i) securities of any type whatsoever, denominated in any 
cuirency, whether or n<x issued by goveanment entities, partnerships, trusts or corporations, (a) any 
put or call options thereon (including die writing of options, wliether coveied or uncoveicd), and 
(iii) other securities and instruments consistent with the Clieit’s investment policies and program; 

(c) to make (both directly or indirectly dhrough Investment Mana^rs) all 
decisions relating to the manner, method and timing of investment transactions, and to select, or to 
authorize the Inv€»Gnem Managers to select, brokers and dealers for the execution, clearance and 
settlement of any transactions; 
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INVESTMENT ADVISORY AGREEMENT 


THIS AGREEMENT is niade as of die ifey of March, 2000, by and between 
RENAISSANCE TECHNOLXDGIES CORP., a corpondon organized under the laws of I^Iaware 
(the "Advisor”), and FRANCONIA EQUITIES LTD., an exempted company organized under the 
laws of Bermuda (the "Client”). 

The Client hereby engages Advisor to paform the investment management services 
described herein, and Advisor hereby accepts sikA engagement, pursuant to the following terms and 
conditions: 

i. Investment Managenwnt Service. The Client hereby authorizes and appoints 
Advisor to manage the investment of all cash, commodiUes, securities and oth^ as^ts comprising 
the investment portfolio placed undo' the supervision of Advisor by the Client (which portfolio, 
together with all additions, withdrawals, substitutions and ait^ations occurring during the term of 
this Agreement, is refeared to herein the "Accmmt"). Advisor is authorized, without forther 
approval or notice to the Client, to make all investment do^isions concerning the Account, 
mcluding ^locating any portion of the Account or the entire Account to oth^ investnmt mana^rs 
(die ‘‘Livestment Managers”), and to furdia: authorize such bivestmcnt Managers to make purchases 
and sales and otherwise m effect transactions in securities, commodities, currencies and o^er mets 
in die Account (including without limitation entering into short sales and securities lending 
activities). Advisor is authorized to sign, as attomey-in-fact on behalf of the Client, any documents 
and take any other actions which Advisor considers nec^sary or advisable in order to carry out the 
portfolio allocation or the trading for the Account, including but not limited to the following: 

(a) to make all decisions relating to the allocation of the Account to the 
Investment Managers, including the selection of Investment Managers and amount of allocation, 
and to delegate such powem to Investment Managers as are necessary or advisable in order to carry 
out their duties; 


(b) to effect (both directly or indirectly through Investment Managers) purchases 
arui sales (including short sates) of (i) securities of any type whatsoever, denominMKl in any 
cutreney, wbtther or not' issued by government entities, partneiships, ciusts or coiporations, (ii) any 
put or call options thereon (including the writing of options, whether covered or uncovered), and 
(iii) other sftmrifies and instruments consistent with the Ghent’s investment policies and program; 

(c) to make (both directly or indirectly through Investment Managers) all 
ctecisions relating to the ntanner, method and timing of investment transactions, and to sel^t, or to 
authorize the fevesiment Managers to select, brokers and dealers for the execution, clearance and 
settlement of any transactions; 
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(d) to trade (both directly or indiiectiy through Ihvestment Managers) on 
margin, to borrow from banks, brokers or oAer financial institutions and to pledge assets of the 
Client in connection therewith: 

(e) to direct (both dir«;tly or indirectly through Investment Managers) 
custodians to deliver funds or securities for the purpose (rf efiecting transactions, and to instruct 
custodians to exercise or abstain from exercising any privilege or right attaching to such assets; and 

(f) to make and execute, in the name and on behalf of the Client, all such 
documents (including, without limit^on, customer a^eements and other documents in connection 
with the establishment and maintenance of brokera^ accounts) and to take all such other actions as 
the Investment Advisor considers necessary or advisable to carry out its investment management 
duties hereunder. 

2. Brokerage. The Client heaxby delegates to Advisor (which power may be further 
delegated to the Investment Managem) authority to designate the broker or brokers through whom 
all transactions on behalf of the Account will be made. Advisor (or the Investment Managers) will 
determine the rate or rates to be paid for brokerage services provided to the Account. In the course 
of selecting brokers, dealem, banks and financial inteimedifflies to effect transactions for the 
Account, Advisor (or the Investment Managers) may agree to such commissions, fees and other 
charges on behalf of the Account as it (or they) shall deem reasonable in the circumstances, taking 
into ccMisideration all such factors as Advisor deems (or the Investment Managei-s deem) relevant, 
including the quality of research, execution and other services made available to it (or them). It is 
understood that the cost of such services will not necessarily represent the lowest costs available, 
that such services may not be used by Advisor (or the fovestraent Managers) for the exclusive 
benefit of the Account, and that Advisor is (or the Investment Managers are) under no obligation to 
combine or arrange orders so as to so reduce charges. 

3. Fees and Expend, (a) Advisor will not charge the Client a management or 
performance fee, it being understood that such fees are subsumed in the management and 
perfoimance fees charged to Medallion Fund and Medallion USA, LP., and such additional 
affiliated funds which may from time to time indirectly own all of the shares of the Client. 

(b) Advisor shall bear its own overhead and other internal operating costs. Operational 
expenses of the Client, such as interest, custodial, legal, audit and brokerage fees and any 
subscription or redemption charges imposed by funds in which the Client invests will be home by 
the ClienL The Client will also bear indirectly its proportionate share of the fees and expenses of 
the funds in which it invests. Organizational expenses and stait-up costs of the Client will be borne 
by the Client and will be expensed as incurred. 

4. Investment Activities for the Account of Others, (a) Advisor and its directors, 
employees and beneficial owners (and the hivestment Managers and their directors, employees and 
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beneficial owi^) may from time to time and dispc«e of securities or other investment 

assets for their own a:counts, for tte accounts of tbeir farcies, for the account of any entity in 
which they have a beneficial interest or fra- the aconnits of othei^ for whom they may provide 
investment advisory or other services (collectively, a "Managed Account"), notwithstanding the fact 
liiat the Client may have or may take an investment position for the Account; provided, however, 
that Advisor (or the Investment Managers) shall not cause the Client to purchase any as^t from or 
sell any asset to Advisor (or the Investment Manaus), or any of its (or their) partners or employees 
or any account or entity controlled by such persons, widiout the consent of the Client. 

(b) It is undenstood that when Advisor detennines (or the Investment Managers 
determine) that it would be appropriate for the Client and one or more Managed Accounts to 
participate in an investment opportunity, Advisor (or the Investment Managers) will seek to execute 
ordere for the Client and for such Manned Accounts on an equitable basis. In such situations, 
Advisor (or the Investment Managei^) may place orders for tlie Client and each Managed Account 
simultaneously, and if all such orders are not filled at the same price, Advisor (or the Investment 
Managers) may cause the Client and each Managed Account to pay or receive the average of the 
prices at which the orders were filled for the Client and all Managed Accounts. If all such orders 
cannot be fully executed under prevailing market conditions, Advisor (or the Investment Managers) 
may allatate the securities ti'aded among the Client and the Managed Accounts in a manner which it 
considers (or Aey consider) equitable, taking into account the size of the order placed for the Client 
and each such Managed Account. 

5. Scope of Duties. The Client recognizes that the opinions, recommendations and 
actions of Advisor will be based on advice and inform^on deemed to be reliable, but not 
guaranteed by or to Advisor. Advisor shall have no duties or obligations to the Client pursuant to 
this Agreement other than as set forth herein, and Advisor shall not be liable to the Client for any act 
, or omission in the absence of gross negligence or willful misconduct. 

6. IndemnificatiOD. The Client shall indemnify Advisor, which shall include solely 
for purposes of this Section any of its directors, officers, and employees against and hold them 
harmless from any expense, loss, liability or damage arising out of any claim asserted or threatened 
to be asserted by any third parly, in connection with Advisor’s serving or having served as such 
pursuant to this Agreement; provided, however, that Advisor shall not be entitled to indemnification 
with respect to any expense, loss, liability or damage which was caused by its ovm gross negligence, 
willful misconduct or reckless disregard of its duties hereunder. 

7. Termination. The Client or Advisor may terminate this Agreement at any time 
upon written notice, which shall be effective when received by the other party. 

8. Entire Agreement; Binding Effect; Assignment This Agreement represents the 
entire agreement among the parties, shaD be binding upon and inui-e to the benefit of the parties 
hereto and their respective successors, and their rights and obligations hereunder shall not be 
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assignable, inmsferabie or delegable without tiie written consent of the other parry hereto. Any 
attempted assignment, transfer or delegation hereof without such consent shall be void. 

9. Waiver; Modification. No provision of this Agreement may be waived or modified 
other than by a writing signed by the party to be charged with such waiver or modification. This 
Agreement constitutes tie entire agreement between the Client and Advisor. Any supplement to 
this Agreement shall be in writing, signed by the parties hereto. 

10. Governing Law. This Agreement shall be governed by and construed in 
accordance with the laws of the State of New York without giving effect to conflicts of laws. 


IN WITNESS WHEREOF, the partita have entered into this Agreement as of the day and 
year first above written. 


FRANCONIA EqUTJTE^^TD. 
By: 




Aark Silber 

Vice President and Director 



Vice President 
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Deutsche Bank 


m 


Deutsc^ Bank Securities inc. 
31 West 52^ Street 
NewYorit.hfY 10019 

Teiephone: 1-212-469-5000 


March 14, 2002 

FRANCONIA EQUITIES LTD. 

C/o of Renaissance Technologies Corp. 

800 Third Avenue 

New York, NY 10022 

Attn: Mark Silber / Carla Volpe Porter 

Tel: (212) 486-6780 

Fax: (212)758-7136 

“OUTPERFORMANCE” BARRIER OPTION TRANSACTION - Cash Settled, Linear Amortizing 
Premium - DBSi Refer^ce No. 1244131 

Dear Sirs: 

The purpose of this letter agreement (ttiis “ConfirmatiorO » to confirm the terms and cwiditions of the 
Transaction entered into between DEUTSCHE BANK AG, LONDON BRANCH (Tarty A”) and 
FRANCONIA EQUITIES LTD. ("Party B") on the Trade Date specified below (the ‘Transaction’'). This 
Confinnation consUtutes a Tionfirmation'* as referred to in ttie ISDA Master Agreement specified beiow. 
This Confinmaticm constitutes ttre entire agreement and understanding of the parties respect to ttie 
si±)}ect matter and terms of the Trwsactton and si^^ersedes all prior or contemporaneous written oral 
crxnmunications with respect thereto. 

J^UTSCHE BANK AG IS NOT REGISTERED AS A BROKER DEALER UNDER THE U.S. 
^CURiTIES EXCHANGE ACT OF 1934. DEUTSCHE BANK SECURITiES INC. ("DBSI" or 
“DESIGNATED AGENT") HAS ACTED SOLELY AS AGENT IN CONNECTION WITH THIS 
TRANSACTION AND HAS NO OBUGATiON, BY WAY OF ISSUANCE, ENDORSEMENT, 
GUARANTEE OR OTHERWISE WITH RESPECT TO THE PERFORMANCE OF EITHER PARTY 
UNDER THE TRANSACTION. DEUTSCHE BANK AG. LONDON BRANCH IS NOT A MEMBER OF 
THE SECURITIES INVESTOR PROTECTION CORPORATION (SIPC). 

The definitions and provisions contaaied in the 2000 ISOA Definitions (the “Swap Definitions") and in the 
1996 ISDA Equity Derivatives Definitions (the "Equity Definitions*, and togett^r with the Swap Definitions, 
the ‘Oefkiltlons”), in each case as publish^ by the Intemafiwiai Swaps and Dertvatives Association, Inc. 
are iricorporated into this Confirmation. In the event of any inconsistency between the Swap 
Definitions and the Equity Definitions, the Equity Definitions will govern. In the event of any 
Inconsistency between either set of Definitions and this Confirmafion, this Confirmati^ wfii govern. 

This Confirmation constitutes a "Confirmation* as referred to In, and supplements, forms a part of and Is 
subject to, the ISOA Master Agreement, Including file Credit Sup^n Annex, If any, dated as of 
September 6, 2000 as amended and suppiem^ted from time to time (the "Agreemenf^, between you 
and £>euts<^ Bank AG. Ail provisions contained in the Agreement govern fills Confirmafion except as 
expressly modified below. 

“Loss" payment measure and "Second Method* paymOTt method shall apply to this Transaction. 
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The terms of the particutar Transaction to whk* ttie ConAmaSon relate are as fdlows: 
Gen«^l Terms 

Trade Date: M»ch14.2002 

Option Style: 


Option Type: 
Buyer: 

Seller 


^eficai>> Barrier Option 
Party B 
Party A 


Basket; Benchmark Shares: Two specHled accoimts ovmed by Party A, one relating 

to the Basket, the oth^ relating to the ^rK^mark 
Shares, each having the r^^ective Basket CcHnposition 
and Benctwnaric Share ComposfficMi prodded In fmmx I . 


The Benchmark Share CcunposWon shall be subject to 
a<|ustment (throi^ Share additions and/or deleticms) 
frcm time to ^e solely in connection vriUr any 
“Ber^chmark Share Recompositicm'' (defined t®iow). 

The Basket shall be comprised of the Trading Basket 
and the Semi-fixed Basket (as defined below). For 
proposes of calculating Funding Costs (as defined 
below), the Basket will be subdivided into— 

(!) A “Trading Basket”, the ^are composition of 
which shall be comprised of the Designated 
Positions, as such term is defined in Section 2 of the 
Investment Advisory Agreement (consistent Mith file 
Investm^^t Giidelines applicable to the Advlsor-as 
descra>ed below); the Share positions within the 
Trading Basket shall be further subdivided into (A) 
‘Trading Basket Long Positions'’, (B) "Trading 
Basket Actual Short Posttions, and (C)"Tradlng 
Basket SyntheUc Short Positions” — designation 
of a Share position as a ‘Trading Basket Synthetic 
Position* ^ait r>ot denote that such Share 
posttion is actually held ”5hort”, for apjirficable 
regifiatory purposes (k)ciudlng application of U.S. 
Short Sale Rules) or otherwise; rather such 
desolation as a ’Synthetic Short Position* shall only 
have relevance for purposesvof caiculatrig and 
categcMizing relevait ^are positions for purposes of 
determbiing applicable Funding Costs; and 

(ii) A “Semi-fixed Basket, the Share composition of 
wfiuch is intended at aft times to be equivalent to, 
and correspond to, the Share composition of the 
Benc^imark Shares (as the latter is ar^usted from 
tbne to time to reflect any corresponding Bertchmark 
RectKpposition). 
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Business Day. 
Transaction Details 

Number of Options: 
Notional Amount 
Opticm Entitlement: 
Strike Price: 
Premium: 


Premium Payment Date: 

Calcuiation Agent: 

Procedure for Exercise 

Ccxnmencement Date of 
Exercise Period: 


Exercise Period: 

Latest Exerclso Time; 


N/A 

N/A 

New York 

One 

USD 3,000.000,000.00 
C^e Basket per Option 
100 

InftiaHy, USD 375,000,000.00, of which USD 
1 05.000, OIW.OO constitutes "i^ortiz^e PrOTnium’. 
f^emlisn Is the sum of Amortiz^le Premium (Inifially, 
and throu^ut, USD 1 05, (X», 000.00) frfus Rxed 
Premium {initially USD 270,000,000.00). 

The third Business Day after the Trade Date. 

Designated Agent 


The Trad© Date. For the avoidance of ckHtbt, Buyer’s 
designation of an Exercise Date shall thereby t^ger the 
commenc«nent of Uie Averaging Period on such 
Exercise Date. 

The period commencing on, and including, the Trade 
Date up to, including, the Scheduled Expiraticxi Date. 

5:00 p.m. (New York time), provided that no Early 
Termination Event has occurred. 


Exercise Date: The Exchange Business Day immediately fc^wing the 

date on which Seller confirms its recent of the written 
notice of exercise to be provided by Buyer. 

Expiration Date: March 14, 2005, subject to Follevring Busness Day 

Convention (“Scheduled Expiration Date*) or such ©artier 
date aiKl time upon the occurrence of an Early 
Tennination Event Buyer shall effect option exercise, if 
at all, no later Oian the commencement of the Averaging 
Period relating to the Scheduled Expiration Date. 

AutcMTiatic Exercise: ^^plic^le as at the Expiration Date to the extent thect tfie 

value of the Cash Settlement Amount, as determirted by 
the CaiculatiM Agent, is a positive number. 


Francorde OpUm 1244131 CLEAN 05-02-02 • vSl.doc 3 


Strictly Confidential-Not for Circufatlon/Committee Members artd Staff Only 


DB-PSl 00123138 



282 


Designated Ag^ifs Tei^^Kme 

Number, Facsimile Number 

and Contact Details for Purposes 

of GMf^ Notice to Seller 

Attn: Designated Ag^t-James Rovwn 

Tel: (212)469-4990 

Fax: (212)469-4955 

Valuation 


Valuatton Time; 


Valuation Date{s): 
Rnal Valuation Date; 


Averaging Period: 


As ^secsflsd 'm Annex I for tiie relevant Exchange, 
subject to an Eariy Termination Ever^t. 

Any Exchange Business Day during the Exwcise Period. 

The last Exchar^e Business Day (i-e.. the last Averaging 
Date) of the Averagkig Period, select to any Early 
TerminatiOT Event 

A period of four (4) consecutive Exdtange Business 
Days (each being an Av^ging Date), commencing ext 
the reievait Exercise Date; exovided tttat, if an Early 
Temtination Event has occurrrKl and tiie Seller has not 
received a Buyer Termination Notice (rtefined below) 
from the Buyer, the cwnmencement of tiie Averaging 
Period, will be as determined by the emulation Agent at 
such time. 


Settlement Temts: 


Cash Settlement 


Net NAV Index Level As of the Trade Date, the Strike Price, and as of any 

Valuation Date during the Exercise Period, an amount 
determined as follows: (i) Gross NAV Index Level minus 
Benchm^u'k index Level 00 plus 100 

Net NAV >Vnount: As of the relevant Valuation Date, an amount equal to 

the product of 0) trie Notional Amount and (li) the Net 
NAV index Level minus 10O divided by 100 


Gross NAV Index Level: As of the Trade Date, the Strike Price: and as of smy 

Valuation Date during the Exercise Period, an amount 
(whk* may be a positive or negative number) 
determined as foDows: 

(1) Strike Price plus 

(H) Bask^ Base Performance divraed by the Notional 
ar>d multiplied by one huntbed (100). 

Benchmark Index Level As of any Valuation Date 

(i) CiOTtulaUve Bertchmark Percentage multiplied by 
100 

(H) plus 100 
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Barrier NAV Amount; 


Bairier NAV Index Level: 


Setttem«it Price; 


Expiratton Price; 


Cash Settiement Amoimt: 


Cash SetUement Payment Date: 

Adjustments For Potential 
Adjustment Events: 

Consequences of Merger Events; 

Nationalization or Insolvency: 

Cidmtation Agent Adjushnent: 


As of Ejwbange &jsiness Day during the Term of 
Qvs TranssK^tion, an amcmnt equal to the Net NAV 
Anowit minus the Total Anortized Premium. 

As of tfte Trade Date, the Strike Price; and as of 
Vaiuatkm Date during the Exercise Period, an amount 
(\^ich may be a positive or n^ative numt^r) 
determkted as follows: 

(i) Sfrike Fhice plus 

(il) Barrier NAV Amount divided by the Notional 
Amount and multiplied by one hundred (100) 

In cormectkm with any exercise of this Option 
Transaction by Buyer the Share Pricing Method shall be 
the actual trade execution pricing for selling and/or 
acquiring the Shares composing the Trading Basket 
(“Share Execution Price’^. 

91.00 

Notwithstanding anything set forth h«ein to the confrary, 
W, at any time during the term of this Transactiwt, the 
Calculation Agent reason^ly determines that the Barrier 
NAV Index Level is at or below 97.00 (the “Exj^atlOT 
Threshold Pric©*) but above the Eiqsiration 1^^, the 
Sel!^ shall have the right to delivM' to the Buyer an Early 
Expiration Notice (defined below) pursuant to tiie terms 
and concStions set forth herein. 

Witfi respect to a Valuation Date, the greater of (1) zero 
arKl (2) an atrrcunt, as calculated by the Cal^iation 
Agent, equal to the sum of (A)(i) Net NAV Index Level 
minus 100 (ii) divided by 100 (iil) mutUpiied by the 
Notional Amount plus (B) the Premium Settlement 
Amomt (if any) (defined below). 

With respect to an Exercise Date, or Early Termination 
Date, three (3) Exchange Business Days after the Final 
Valuation Date. 


Calculation Agent AcSustmenl (as deftied below) 

Calculation Agent Adjustment (as d^ined below) 

Calcukitton Agent Ar^ustmenl (as defined below) 

For purposes of Adjustments for Potential Adjustment 
Events, Consequences of Merger Events and 
Nation^ization or Insolvency, all with respect to toe 
relevant Shares composing toe Basket from time to ttote, 
toe Calculation Agent will make such acTtustments to toe 
Share price, the then ap^iicable Basket Base 
Performance, the Net NAV Index Level and any ottw 
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vsyiable relevant to the exettsse, settlement or paym^t 
terrr^ of Transaction, as ti>e Caicuiation Ag^t 
detemm^ approbate in its good faiUt rx^mmercially 
reasonat^ judgment, wHh ref^ence (as cteemed 
approf^e) to any relevant ac^ustment rules and 
precedents in effect fcx- any primary options exch^ge 
for racchange-traded options contracts on the relevant 
affected ^ares ^ m ccmsuftation with Party B. 

Mdttional Twms -- Early Expiration EvwttfEarfy Termination Everrt 

The following additional terms shali apply to this Trar^saction. 

1. General. This Transacticm cwvstltutes a feurrier Option. In addition, this Transaction wiB be 
deem^ to have, and will, expire on the date and at tire time on which a valid Early Expiration Notice, 
vt^ich is not subsequently revoked bi accordarrce with the {xo^ions set forth bek>w, is (xcxmptiy delivered 
to tile Bi^r by the Seiler ( “Early Temiination Evenr and “Eariv Termination Date’ *, respectively). 

Early Expiration Event. Not\^#ls!andlng anything set forth herein to the contrary, if, at any time 
duraig tire term of tiiis Transactiwi, the Caicuiation Agent reasonably determines that ^e Barrier NAV 
index Lev^ is i^ than or equal to the E)q>iralion Threshold Price, an Early Expiration Event shall be 
deemed to have occurred. 

Upwi tile occurrence of an Early Expiration Event, tiie Seller shall have the right, but not ttie 
obligation, to deliver to the Buyer, promptly after the occurrence of such Early Expiration Event, an Early 
ExfM'ratlon Notice (defined below). 

“Early E)q)iration Notice’ shall mean a notice in the form of Annex U hereto, or otiier 
commiffilcaticm of the details included in the form attached hereto as Annex II . delivered by the Sell«‘ to 
the Buyer by tetephone or facsimile ccxnmunicatkMi as determined appropriate wider the circumstances 
by Seller, wherry Seiler has made its best efforts (0 to priace such tei^hone call to Buyer and (ii) to 
transmit siKdi Notk» by facsimile communication amd OiO by e-mail, in all cases between tiie hours ^ 9 
a.m. and 5 p.m. (New York time) on any Exchange Business Day and irrespective of whether such notice, 
or corrvnunication is actually received by Buyer. The Early Expiration Notice may be delivered prior 
to (but in immediate anticipation of) an Early Expiration Event and the Seiler reserves the right to 
revoke sudi Early Expiration Notice (Including any Buyer Termination Notice delivered in 
connection tiierewith) If the Calculaticm Agent determines fliat the Barrie NAV Index Level is 
above tiie Expiration Threshold Price; unless the Buyer has notified the Seiler of its intention not 
to delfvcx the Buyer Termination Notice, in which case the Earty Expiration Notice wlli remain in 
effect 


K the Seiler has delivered an Earty Expiration Notice to the Buyer, the Buyer shall promptly (i). 
provide the Seller wHh a notice In tiie form spiecified in Armex III (the “Buyer Termhation Notice *') or 00 
inform the Seller of its intention not to provide the Seiler with the Buyer Termination Notice. 

if an Early Termination Event has occurred and the Buyer either fails promptiy to act in 
accordance with the preceding paragraph or informs the Seller of Its intention noT^ provide the Seller 
with the Buyer Termination Notice, the Seiler sh^I. cm tiie applicabie Cash Settlement Payment Date, pay 
to the Buyer the Cash Settlement Amount, if any. In accordance with the Valuation and Settlement Terms 
set forth above for this Transaction. 

if tiie Buyer delivers to the Seller the Buyer Termination Notice and such notice is not 
sudisequentiy revoked in accordance mtii the provisions set forth above, (I) the Buyer (ex an affiliate of the 
Bu^ reason^ly accepitable to tiie Seller) sh^l promprtiy sell and tranter to the Seller and the Seller 
sh^ acqitire fnxn tiie Buyer (or an affiliate of the Buyer reasonably acceptable to the SeRer) shares in tiie 
absolute number and type corresponding to (A) the short positions included within the Trading Basket 
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Actual Short Petitions, and (B) the short positions deskp^atad as the Trading Basket Syn&ietic Siort 
Positions, at such time (the “Transfen-ed ^ort Posi8t»r Srares*), bi conskteratkxr of ttie tf^en curr^tt 
ro^et value (as may be reasonably ac^usted ty ttte Calcuiatton Agent) of such shares (the “Short 
Po^tkm Conslderatiwi’ and the “Short Position Sale", respectively), (li) simultaneously, Oie S^ler shall 
promptiy sell and transfer to the Buyer (or an affBiate of Buyer reasemabiy acc^tabie to ttie Selter) 
tile Buyer (or an affiliate of tiie Bu^r reasonaWy acceptable to the SeBer) shall acgiare fiwn the 
Selter ei\ of the kwig positkKis included within ttie Tracfing Basket Lwig Positions at tfie tkne of surtii 
transfer (the Transferred Long Position Shares"), hi consideration of an amount (the “LcHig PosRlon 
Consideration”) equal to the greater of (A) tiie sum of the respective market values (as may be 
reasonaWy accosted by the Calculation Agent) of each of the Transferred Lwig Ftosition Shares at the 
time transferred to tiie Buyer pursuant to ttiis paragrafrfi. and (B) tiie minimum amount that would have 
been received by the Seller upon a sate of aB erf the Transferred Long Position Shares tiiat woute cause 
the Etarrier NAV index Le\^l to- be equal, immeefiately following such sale, and assuming tiiat tiie Shext 
PosititMi Sate were effected immediately prior to such sate, to the Expiration Price, and (Hi) the Cash 
Settl^ent Amount will be computed based chi the Short Position Consideration and the Long Posit’ion 
Consideratkxi pursuant to subsectirxis (i) and (ii) above, respectively. 

2. Further Definitions; 

“Premium Settl^ent Amounf me^s the original Premium minus the Total Amortized Premium minus 
USD 100.000.00 (the advisory feeV 

Total Amortized Prelum" means the sum of the Amortized Dally Premium for each calendar day from 
but excluding the Tracte Date to and including the earliest of any date of determination, the Exercise 
Date, tiie scheduled Expiration Date ^d/or the Early Terminaticm Date. 

“Amortized Derily Premium" mesuis Amortizable Premium divided by the total number of days in the 
Exercise Period. 

The Basket " 

“Basket Base Performance” means the sum of (i) Basket Gains and Losses plus (ii) Basket income and 
Exp^is^. 

"Basket Gains and Losses" means (I) realized and unrealized gains in respect of the Shares composing 
tiie Basket from time to time minus (ii) realized and unrealized losses in respect of the Shares compo^ng 
the Basket fnxn to time. 

■Basket hicome and Expenses’ means (I) the sum of (A) dividend income (determined based on ex- 
dr^end dates which have occurred within tiie Exercise Period) net of any tax withheld at source as a 
result of the occurrence of any of the events described In the "Additional Tax Event* provisions set forth 
below plus (B) interest income (on an accrual basis); plus (C) the product of (x) the Rebate Share Value 
muRipiled by (y) either the Debit Rate less the appSc^le Spread (as speeifted in .Schedute B below) in 
r espe^ of the ewrent Notional (as defined in Schedules a 5 baiowi or, te the case of any Hard-to- 
ShafM.lhe adtbal rebate rate received plus (D) To^ Amortized Premium (as of any date of 
determination) plus (E) total interest income received and recelvaUe at the Debit Rate minus 25 basis 
pr^ts (0.25%) on the Basket Credit Balance (as defined beiow) minus (ii) the sui^of (A) total accrue d 
and paid interest av pensa at the Debit Rate plus tiie aj^licabte Spread fM? sttecTneo w S chedtite.wft 
below) In resp^ of me current Notior^l (from and inctudina Trade Date to and_if>ciudinn the reteva ot 
detefTnination date) on the B^ket Debit Balance "(defined below) phis (B) Benchmark Funtfing Costs 
{c]etB^4k3~beiw) plus (C) dividend costs (determined based on ex-dMdend dates which have then 
occurred within the Exercise Period), net of any tax upheld at source as a result of the occurrerx^ of 
any of the events described in the ‘Additional Tax EvenT provisions set forth below phis (D) interetst 
expenses excluding accrued interest expenses on Basket Debit Balance plus (E) other eiqiCHises 
miumer^ed in the Basket/Benchmark Performance Report. 
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“Basket/Benchmark Performance Report” means a p^kxSc bansaction report prepare and cwnpited by 
aie CaJculaticwi Agent, based on transaction inJc^maOwt »k 1 pricing received from ttie Inv^bnent Advisor 
setting fwtti {^ong ott^er things) ttie Basket Base Performsffjce, Benchmark Value artd Benchmark 
Sbaf« Recwnpositkm for the relevant Valuation D^e. The most current Basket Performance Repent as 
of any date shall be avaiiabie to Buyer upon request 

“DetMt Rate" means as of any day the FEDOPEN Rate for^h day (or if such day is not a Busbess Day 
as of ttre prececHng Business Day) determined by refer^ice to the FEDOPEN Index ^ published by the 
Fecteal l^serve and as disseminated via Bloomb^. 

“Hard-to-Borrow Shares" me^s, as determined ty die Calculation Agent, any Shares cewnprising the 
B^ket fr<xn time to time for the market rebate rate Is lower than die normal rebate rate r^eived <m 
“genera! collaterar shares in connection widr a theoretical stock borrow arrangement. 

Fundirto Costs (Ail Funding Cost determinations shall be made on a Share “secernent date" baas) - 

“Basket D^ft Balarrce" means to the extent that the aggregate of; (i) “cost basis’ of die Trading Basket 
Long Positions, plus (ii) cumulative realized losses on any Basket Shares, minus (lii) (Xflnulatiw realized 
gains on any Basket ^ares, plus (iv) the absolute value of the Rebate Share Value minus (v) the 
absolute iralue of the actual sale price(s) for the Synthetic Short Positions and the Achial Short Posidons 
exceeds 'the Premiun. 

■Basket Credit Balance" means to the extent that the Premium exceeds die aggregate of: (i) “cost basis” 
of the Trading Basket Long Posidons. plus (ii) cumulative realized losses wi any Basket Shares, minus 
(iii) ciwnulalfve realized gains on any Basket Shares, plus (iv) die absolute value of the Rebate Share 
Value minus (v) the absolute value of tee actual sale price(s) for tee Synthetic Short Positions and tee 
Actual Short Positions. 

“Benchmark Funding Costs" means tee product of the Net Benchmark Cost Basis of all Benchmark 
Shares, from time to time, multiplied by 13 basis points per annum, calculated on an day 
basis. 

“Net Ben<tem8tfk Cost Basis* means (!) the “cost basis” of Benchmark Shares, from dme to fime, minus 
(ii) the actual sate price(s) of Basket Shares from time to time ewnprising tee Trading Basket Synthetic 
&iort Positions. 

Biebate Shsde Value" means (i) the market value from tone to time of tee Trading Basket Synthetic Short 
PositiCMis plus (ii) tee market value from time to time of tee Trading Basket Actual Siort Positions. 

Tradteg Basket Actual Short Positionfs)' (“Actual Siort Poslticxis’) means held as actual “short" posSlons 
in the Trading Basket from time to time. 

“Trading Basket Synthetic Short Positlon(s)' (“Synthetic Short Positions") means those Basket Share 
positions from time to time in tee Trading Basket which are so designated for purposes of determining 
applicable Funding Costs, which designation shall te no event imply that the particuiar Share position is 
actually held •short" in tee Basket 

The Benchmark-Benchmark Shares - 

B«xtemark Closing Value’ means, as of any Valuation Date, tee maikst value of tee Benchmark Closing 
Shares (defined below)>-including any non-reinvested cash proceeds relating to any liquidation of 
Benchmark Opening Shares (defined below) relating to such teen current Valuation Date- ali as 
determined based on the then current Exchange Business Day closing prices, and any actual Share 
exec^jtion prices (mcluding any Benchmark Share Recompositions) for all Share trades executed prior to 
tee chiming of trading on tee relevant Exchange on the immediately following Valuation Date, in aR cases 
using the Share Pridng Method set forte on Annex I hereto. 
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“Benchmark Opening Value” means ttia Berw^wnark Cio»r>g Value for Uie Immediately preceding 
Valuation Date, wi^ such adjustments as deemed ap^Nt^xiate by the Catcuiation Agent to take account 
of Basket Share Recompositicm. 

“Benchmark Opening Shares” means, for purposes of ^wjlafing the Benchmark Opening Va!i» on ^y 
Vaiuaticm Date, the Benchmark Closing Shares included m tt>e cakrulatiCH^ of the Benchmark Closing 
Vatue for ttte knmediately preceding Valuatkm Date. 

“Ber^dimark Closing Glares" means, for purposes at calculating tfie B^^chmark Closing Value on any 
Valuation Date, the Benchmark 0{:^nkig Shares, witti such adjusfrn^rts {additicms and deletions) to 
reflect any Share trading activity for tiie dally period; © from wd after the ^d of the determination period 
for calculating, tile Benchmark .-Opening Value fw sucrfi current Valuatkm Date, (ii) through the period 
ending immediately |xior to tiie offrcial scheduled op«ilng of trading on the relevant Exchemge on such 
current Valuation Date. 

■Bencrfimark Value Change” ("Daily BVCT) me^is. as determined as of any Valuatfon Date: (i) Ih® 
Benchmaik Closing Value minus &}e Benchmark Opening Value ©) plus aggregate dividend amounts for 
any Eienc^imark Shares which have gone '^x dividWtcT on such Valuation Date. 

“Benchmaric Share Recomposition" means an election from time to time by the investment Advisor 
{defined below) in consultation witii the Calculation Agent to change the composition of tiie Benchmark 
Shares (through additions and/or deletions of Benchmark Sha'es). Any such Bwdimark Recompc«ition 
may occur without tiie consent of tiie Buyer, provided that Seller shall give Buyer prior notice of such 
event, and each such Benchmark Recomposition shall be reflected in the BasketSenchmswk 
Perfonnance Report. 

“Cumulative Benchmark Value Change’ ("Cumirfative BVC^ means, as determined as of any Valuation 
Date, ttie siwn of all the Daily BVC values up to an6 inducting the relevant Valuation Date. 

“Cumulative Benchmaik Percentage" (or “Cumulative BP "I means as determined as of each Valuation 
Date, the Cumulative BVC divided by the Notional Amount. 

■SCHEDULES - 

For purposes of “Schedule A” and “Schedule ^ below, tiie term “Notionar shall mean, as of the relevant 
date of determination, the aggregate sum of (1) the absolute value of tiie market value of positions held 
kxig eavi (2) he absolute value of the market value of positions held short, as determined by tiie 
Calculation Agent kr respect of ail transactions of a similar t^pe to this Transaction n.e.. any 
Outperformance Barrier Option Transaction in respect of which the uncSerlying Basket is managed by the 
same Investment Advisor as defined below) entered into between Buyer and Seller as of such relevant 
date of determination. The Spread in Schedule A and Schedule B may be adjusted from time to time by 
mutual consent of Party A and Party B, acting in good faith «id h a commercially reasonable manner. 

Schedule A (long) 


Level 

Notional 

Spread " 

Level 1 

Under 1 bHRon 

30 basis points 

Level 2 

> a 1 billion <1.5 bilikm 

28 basis points 

Level 3 

> B 1 .5 biilKMi < 2 biHion 

25 basis points 

Level 4 

> s 2 billion 

23 basis points 


Coition 1244131 CX£M<J 05-02-02 - v31 .doc 9 




strictly Confidentiai-Not for Circulation/Cwnmittee Members and Staff Only 


00123204 




288 


Schedule B (short) 


Level 

Notional 

Spread 

Level 1 

Umter 1 bHtira 

30 basis points 

Level 2 

> 1 biOkxt < 1.5 trillion 

28 basis oointe 

Level 3 

I.SbHlkto <2bUliCNi 

25 basts points 

Level 4 

>=‘2 tMlIion 

23 basis points 


Additional Repres^tationst 

Buyer and Seller eac^ make (and as indicated, Buyer makes) ttie following addWonal representations: 

(i) it is entering into ttw Transaction as prkidp^ and not as agent or in any other rapacity, fiduciary or 
otherwise and no other person has an interest herem.- 

(ii) it has, in connection with the TransacUon (a) the kno\^edge and sophistication to independently 

£^3fM-alse and understand the fin^cial and terms and cwditions of the Transaction and to assume 
tile economfe ccmsequences and risks thereof and has. h fact, done so as a result of arm’s length 
dealings 'with the other party; (b) to the extent necessary. consuKed its own ind^ndent financial, 
legal or other advisors and has matte its own investment, hedging and trading dec^ions in connection 
with tfio Transaction based upon Hs own judgment and the adwce of such achrtsors and not upcm any 
view expressed by the other party; (c) not relied upon any representation (whether written or oral) of the 
ottiw party, other tiian the representatiorte expressly set fortti hereunder and is not in any fiduciary 
relationship with tiie other party; (d) not obtained from the other party (direclfy or Indirectly any 

other person) any advice, counsel or assurances as to the exported or projected success, profitobBity, 
performance, results or benefits of the Transaction; and (e) determined to Its satisfaction w^iether or not 
the rates, prices or amounts/and otiier economic terms of the Transaction and the indicative quotations (if 
any) provided by the other party retiert those in the relevant market for similar transactions. 

(iii) it is not a private customer (as defined in the Rules of The Securities and Futures Authority), 

(iv) it undwstemds tiiat the offer and sale of the Optic»is(s) coistituting the Transaction is intended to be 
exrtnpt from registration under the US Securities Act of 1 933, as amended (the ‘SecinW^ AcH . by virtue 
of Section 4(2) thereof, in furtherance tooreof, it represents and warrants that (a) It is experienced in 
investing in or otherwise entering into optiras and otiier financial instruments similar to the Transarticwt 
and has determined that the Transaction is a suitable investment for It. and (b) it is an institution which 
qualifies as ^ “accredited investor" or “qualified institutionat buyer" as such terms are defined under 
retevant regulations promulgated under the Securities Art. 

(v) Buyer understands and specifically acknowledges and agrees that the composition of.the Basket and 
the Benchmark Shares as well as the Basket Base Performance and Benchmark Value Change (and 
Cumulative Benchmark Performartce) shall be under the sole (£scretk>nary trading aufriority of 
Renaissance Technologies Corp. (the “Investment Advisor "!, an investment advtsrt independent of 
Seller, which Inv^tment Advisor win manage the composition of the Basket and the Benrtmwk Shares 
for the account of Seller from time to time jwreuant to the Investment Objectives, Guidelines and 
Restrictions set forth In (and the further terms of) an Investment Advisory Agreement dated as of March 
14, 2002 between Seller (or its specified affiliate) and the Investment Advisor ("Advisor AareemenH . A 
copy of such Advisor Agreement has been previously made available to, and has been reviewed by. 
Buyer. Buyer has obtained ail the information It desires regarcfing the investment Advisor. Buyer agrees 
and ackfKwIedges that neither Seller nor the Designated Agent take any responsibility for such 
information. The Buyer has made an ind^>endent judgment of the experience and e;q>ertise of the 
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Investment Advisor. 

If Applicable: (vi) Buyer is a “foreign person” for purposes of Section 7701(a) of fr»e internal Revenue 
Code of 1986, as amended. 

Additional Provisions: 

Irwesfrnent Advis<y : Buyer acknowiec^es that the Investment Advisor has been engaged by Seller to 
manage tfte Basket on a discretionary basis for the accotait of Seller. While Seiler shall In the normal 
«>urse of its busir^ess review Investment Adwsor’s compllwice witti me Investment Objectives, Guidelines 
and R^Wctions, Seller shall have no liability to l^yer - and Buyer hereby waives £my rights of actlcm 
against S^er - in ccmnection with Investment Advisor's non-ccwnpliance vsdth said Invesbnent Oi^ectives, 
Guideline aid Restrictions - or other temns of the Advisor ^reement. Other man as provided 
above, Buyer agrees that it shall not contact directly the Invesbnent Advisor regarding the terms or 
sutqect matter of this Transaction. 

Tax Conditions 


Change In DefNiition of Indemnifiable Tax : Solely for the purposes of this TransacOon. the term 
Indemnifi^te Tax will be defined to exclude any tax imposed cm, any payment under this Transaction th^ 
is based on, related to, in respect of, or measured by, in wmole or in part, the declaration, payment or 
receipt of any dividend on any Shares comprismg from time to tone the Basket. 

Additional Tax Event: If during the term of the Transaction (and solely with respect to this Transactkm), as 
a result of any event described in clauses (x) or (y) of Section 5^)(H) of the Agreernent, Party A 
determmes (in its s(^e good faith determinatitm, with prompt notification to Party B) that it is under an 
obligation to withhold or remit any tax on account of, or relalkig to, the declaration, payment or receipt of 
any dividend on any Shares comprising from lima to time the Basket (and In such circumstance will 
withhold or remit such teix as required), or otherwise receives dividends on suc^ Shares net of \A^thholcfing 
tax, due to the relationship between Party A and Party B as the respective Seller and Buyer under this 
Transaction, where such wittiholding or remittance would impact, cfirectly or incKrectly, the Net NAV Index 
Lev^, thwi Party B shall be the sole Affected Party. 

GovEiu«NQ uvw: This Cohfirmatkdn will be governed by /y>© construed in accordance wrm the laws 
OF THE State of New York (without reference to choice of law doctrine). 

The time of cte^ing will be confirmed by Party A upon writtwi request. 

Deutsr^io Bank AG, London Branch is regulated by the Securities and Futures Authority. 
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Account Details: 


Payment to Party A: 


The Bank of NY 
ABA 021*000-018 
Accoimt # 8900-353570 
AcoHint Bank 


Payment to Party B: 

Contact Particular for Party A: 

COTjfirmatlOTsr 

Telephone: 

Fax No.: 


[To be advised] 


Tarana Oommen 

(212)469-2786 

(212)469-5220 


PaymwtalMxings: 

Tel^jhone; 

Fax No.: 


Natalie Bates 
(212) 469-5862 
(212) 469-4992 


Basket Base Performance; 

NAV index Levels; 

Basket Perfoimance Refxsrts: Thomas E. Kems/Vince Pfalzer 
Telephone: (21 2) 469-4928 

Fax No.: (212) 469-4994 


Early Expiration Event/Notice; James Rowen/Julian Sale 
Telephone: (21 2) 469-4990 

Fax No.: (212)469-4955 

Contact Particulars for Party B: 


Early Expiration Event^otlce: Peter &own 
Bob Mercer 


Tel^hone: 

Fax: 


(631) 444-7000 
(631)689-4495 


Mike O’RoiHlce 
Mark Sitt>er 
Carla Voipe Porter 
Bnjce Yablon 
(212) 486 -6780 
(212) 758-7136 


Basket Base Performance; 
Net NAV Index Levels; 
Bask^ Performance Reports: 

Telephorre: 

Fax No.: 


Mike O'Rourke 
Scott Chlrrsky 
(212)486-6780 
(212) 486-7291 


Confirmations: 
Tet^one: 
Fax No.: 


Mark SiUser / Carta Voipe Porter / Bruce Yablon 

(212) 486-6780 

(212)758-7136 
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Each Party has agreed to make payments to the ott>er to accordance with this Ccwiftonaticm. Please 
ccwiftrm that the foregoing correctly sets forth ttie terms c4 agrewnent by sendtog a return executed 
acknowledgment hereof to such effect to toe attention of Tarana Oomm^ Structured Equities Group 
(Fax No. (212) 469-5220). 

We are very pleased to have concluded tois Transadkm with ytxr. 


Regards, 

DEUTSCHE BANK AG LONDON 



Se^fc^ 

a 


Narrfe: Tarana Oommen 
Title: Attomey-in-Fact 



DEUTSCHE BANK SECURITIES INC., 
acting solely as Agent in connection with 
this Transactkxt 





ByjL 

Name: Tarema Oommen 
Title: Vice President 


Ccmfinned and Ackf>owiedged as of toe date first above written: 

FRANCONIA EQUITIES LTD. 



NarneTy^^i*’ V/ 
™8: 
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MOSEL EQUITIES L.P. 

LIMITED PARTNERSHIP AGREEMENT 

This Limited Partnej^hip Agreenwsit is made effective as of the 26^^ day of 
October, 2007 by and among the person wlmse name is subscribed at the end hereof as general 
partner and those persons whose names are subsoibed at the end hereof as limited partners. 


ARTICLE L 
DEFINITIONS 


For purposes of this Agreanent: 

“Acl ” means the Delaware Revised Uniform Limited Partnership Act, as in effect 
on the date hereof, and as amended from time to time, or any successor law. 

"Agreement" means this Limitai Partnership Agreement, as amended from time 

to time. 


"Capital Account" means tvith respect to each Partner the capital account 
cstabli-shed and maintained on behalf of such Partner as described in Section 3.3. 

"Ceriljicaie" means the ccrtifrcatc of limited partnership referred to in Section 

2 . 1 . 


"Code" means the Internal Revenue Code of 1986, as amended and as hereafter 
amended, or any successor law. 

"Fiscal Period" means the period which starts on October 26, 2007 and thereafter 
each period which starts on the day immtxlialcly following the last day of tile preceding Fiscal 
Period and which ends on the first to occur of (a) the last day of any fiscal quarter, or (b) any 
other date as of which any withdrawal or distribution of capital is made by or to any Partners or 
as of which a contribution to capital is acet^ted by the Partnership from any new or existing 
Partner, other than any withdrawal, distribution or contribution which does not result in any 
change of any Partner's Partnership Percentage. 

"Fiscal Year" means each period commencing on January 1 of each year and 
ending on December 3 1 of each year (or on the date of a final distribution pursuant to Section 
6.1(a)(ii{)), unless the General Partner shall elect another fiscal year for the Partnership which is 
a permissible tax year under the Code. 
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"General Partner" means Renai^ance Technologies LLC, a corporation 
organized under the laws of the State of Delaware^ or any successor to the business of the 
General Partner. 

“Limited Partner" means eadi of MedaBm Fund L.P., Medallion Associates 
L.P., Medallion International Ltd., Medallion USA UP., Medallion Capital investments Ltd. and 
Medallion RMP Fund L.P., and any other pta^n exeoiting diis Agreement as a Limited Partner 
until tlie entire limited partnership intere^ of ^y sudi person has been witlidrawn pursuant to 
Section 5.5 or a substitute Limited Partna- or Partners ace admitted with respect to sudi person's 
entire limited partnership interest. 

“Net Assets ” means the total value, as detennined by the General Partner in 
accordance with Section 7.2, of all as^s of the Partnership (including any net unrealized 
appreciation or depreciation of securitira held directly by the Partnership and accrued interest 
and dividends receivable net of withholding taxes), less an amount equal to all accrued debts, 
liabilities and obligations of the Partnership (including any reserves for contingencies established 
by the General Partner. 

“Net Loss ” means the excess of toe Net Assets on the first day of a Fiscal Period 
over the Net Assets on the last day of the same Fiscal Period, after excluding in each case the 
effects of additional capital contributions, withdrawals or distributions during the period. 

“Net Profit ” means the excess of toe Net Assets on the last day of a Fiscal Period 
over the Net Assets on the first day of the same Fiscal Period, after excluding in each case the 
effects of additional capital contributions, withdrawals or distributions during the period. 

“Partner" mtsm the General Parmer or any of the Limited Partners, except as 
otherwise expressly provided herein, and *‘PartnCTS*’ means the General Partner and all of tJre 
Limited Partners. 

“Partnership" means the limited partiwrship governed by this Agreement. 

"Partnership Percentage " means a percentage established for each Partner on toe 
Partnership’s books as of the first day of each Fiscal Period. Tlic Partnership Percentage of a 
Parmer for a Fiscal Period shall be determined by dividing the amount of the Partner's Capital 
Account as of toe beginning of the Fiscal Period (after adjustment for any contributions to tlic 
capital of the Partnership which arc effective on such date) by toe sum of the Capita) Accounts of 
all of the Partners as of toe beginning of the Fiscal Period (after adjustment for any contributions 
to the capital of the Partnership which arc effective on such date). The sum of the Partnership 
Percentages of all Partners for each Fiscal Period shall equal one hundred percent ( 1 00%). 
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ARTICUE n. 

ORGANIZATION 

2.1 Forniatioti of Limited Paitnership. 

(a) The Certificate of Umited Paitnership was filed with the Secr^ary of 
State of Delaware and the Partnership formed under and pursuant to the Act on October 26, 
2007. 


(b) The General Partner shall execute, acknowl^ge and file any 
ameidments to the Certificate as may be r^juired by the Act and any other instruments, 
documents and certificates which, in the opinion of the Partnership's legal counsel, may from 
time to time be required by the laws of the United Statw of America, the State of Delaware or 
any other jurisdiction in which the Partnership shall determine to do business, or any political 
subdivision or agency thereof, or which such legal counsel may deem necessary or appropriate 
to effectuate, iniplcraent and continue the valid and subsisting existence and bu.stness of the 
Partnership. Any required amendment to the Certificate shall be filed by the Genera! Partner 
promptly following foe event requiring said amendment. All amendments may be signed 
either personally or by an attorney-in-fact. 

2.2 Name of Partnership. 

The name of the Partnership shall be Mosel Equities L.P. or such other name as 
foe General Partner may hereafter adopt upon causing an amendment to the Certificate to be filed 
with the Secretary of State of the State of Delaware. The Partnership shall have the exclusive 
ownership and ri^t to use foe Partner^ip name so long as the Partnership continues, despite the 
witlidrawal, expulsion, resignation or removal of any Partner, but upon tlte Partnership's 
tennination, the Partnership shall assign such name and the goodwill attached thereto to the 
General Partner. 

2.3 Registered Office and Agent. 

Tltc Partnership shall have its registered office at 1209 Orange Street, City of 
Wilmington, County of New Castle or at such other place as the General Partner may designate 
from time to time, and its initial registered agimt in Delaware shall be Corporation Trust 
Company. 
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2.4 Objectives of Partnership. 

The objectives of the Partn<»^ip shall be to purchase, sell (including short sales), 
invest, trade and deal in securities and other financial' instnunents, including options or other 
derivative instruments, and to engage in finandal transactions relating thereto. 

2.5 Actions by Partnership, 

The Partnership may execute, deliver ami perform all contracts, agreements and 
other undertakings and engage in all activities and transactions as may in the opinion of the 
General Partner be necessary or advisable to carry oot the foregoing objectives. 


ARTICLE in. 
CAPITAL 


3.1 Contribufions to Capital. 


(a) The Genwal Partner may permit any Partner, including any additional 
Partner admitted pursuant to Section 5.1, to make additional capital contributions. No other 
contribution to the capital of the Partnership may be made by any Partner unless such 
contribution shall have been approved in advance in writing by the General Partner. 

(b) Except as otherwise permitted by the General Partner, all contributions 
to the capital of the Partnership by any Partner shall be payable in cash or in such, securities 
which the General Partner may agree to acc^t on behalf of the Partnership. 

3.2 Rights of Partners In Capital. 

(a) No Partner shall be entitled to interest on his cojuributions to the capital 
of the Partnership. 

(b) No Partner shall have the right to distributions or the return of any 
contribution to the capital of the Partnership except (i) upon withdrawal of such Partner 
pursuant to Section 5.5, (ii) upon the du^solution of the Partnership pursuant to Section 6.1 or 
(iii) as provided in Section 3.6. The entitlement to any such return at such time shall be 
limited to the value of the Capital Account of the Partner. The General Partner shall not be 
liable tor the return of any such amounts. 


3.3 Capital Accounts. 


Partner. 


(a) The Paitnersh^ shall maintain a separate Capital Account for each 
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(b) Each Partner's Coital Account shall have an initial balance equal to the 
amount of cash and the value of any securities coDstitudng such Partner's initial contribution lo 
the capital of the Partnership. 

(c) Each Partner’s Capital Accoum riiall be increased by the sum of (i) the 
amount of any addiiicmal contributions by such Partner to the capital of the Partnership 
pursuant to Section 3,1, plus (ii) the portion of any Net Profit allocated to such Partner's 
Capital Account pursuant to Section 3.4. 

(d) ^ch Partner's Capital Account shall be reduced by the sum of (i) the 
amount of any withdrawals or distributions lo such Partner pursuant to Sections 3.6, 5.5 or 
6.1, plus (ii) the portion of any Net Loss allocated to such Partner’s Capita) Account pursuant 
lo Section 3.4. 

3.4 Allocation of Net Profit and Net Loss. 

As of tlie last day of each Fiscal Period, any Net Profit or Net Loss for the Fiscal 
Period shall be allocated among and credited to or debited against the Capital Accounts of the 
Partners in proportion to their respective Paitn<3^hip PCTomtages for the Fiscal Period. 


3.5 Allocations for Income Tax Purposes. 

In each Fiscal Year, items of income, deduction, gain, loss (a: credit that are 
reco^ized for income tax purposes shall be allocated among the Partners, General and Limited, 
in such manner as to reflect equitably amounts credited to or debited against each Partn^^’s 
Capital Account, whether in such Fiscal Year or in prior Fiscal Years. To this end, the Partner- 
ship shall establish and maintain records which shall show the extent to which the Capital 
Account of each Partner shall, as of tlte last day of each Fiscal Year, be comprised of amouitts 
which have not been reflected in the taxable income of such Partner. To the extent deemed by 
the General Partner to bo feasible and equitable, tax^le income and gains In each Fiscal Year 
shall be allocated among the Partners who have enjoyed the related credits, and items of 
deduction, loss and credit in each Fiscal Year shall be allocated among the Partners who have 
borne the burden of the related debits. Taxable gain or loss realized from the sale of securities 
which were contributed in kind by a Partner (other than gain which was recognized by such 
contributing Parmer upon such contriburion pursuant to Section 721(b) of the Code) shall be 
allocated to the contributing Partner to the extent required under Section 704(c) of the Code and 
the regulations promulgated thereunder. 

3.6 Distributions. 

The GeneraJ I’artner may make distributions in its discretion. All distributions 
pursuant to this Section 3.6 shall be made to the Partners pro rata in proportion to Iheir 
Partnership Percentages. 
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ARTICLE IV. 

MANAGEMENT 

4.1 Rights, Duties and Powers of the General Partner. 

(a) Subject to the teim and conditions of this Agreement, the General 
Partner shaJl have complete and exclusive re^isibility for managing and adminj.stering the 
affairs of the Partnership, and shall have the power and authority to do ail things necessar>’ or 
proper to carry out its duties hereunder. 

(b) Without limiting the generality of the General Partner’s duties and 
obligations hereunder, the General Parmer shall have full power and aulliority: 

(i) to open, maintain and close bank accounts and custodial accounts 
for the Partnership and draw checks and odier orders for die payment of money; 

(ii) to r^eivc from Partners contributions to the capita! of the 
Partnership; 

(iii) to pay all expenses relating to the organization of the Partnership. 

(iv) to engage such attorneys, accountants and other professional 
advisers and consultants as die General Partner may deem necessary or 
advisable for the affairs of the Partnership; 

(v) to maintain the books and records of the Partnership, and cause 
to be prepared an annual audited balance sheet and income statement and 
periodic unaudited financial statements; 

(vi) to disburse payments or distributions to Partners and to third 
parties to pay the expenses of the Partnership and as otherwise provided for in 
this Agreement; 

(vii) to commence or defend litigation that pertains to the Partnership 
or any Partnership assets; 

(viii) to cause the Partnership, if and to the extent the General Partner 
deems such insurance advisable, to purchase or bear the cost of any insurance 
covering the potential liabilities of the Partnership, the General Partner and their 
partners, officers, employees and agents; 

(ix) in the normal course of the Partnership's business and for any 
Partnership purpose, including without limitation paymetd of the Partnership's 
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Operating expenses, to cause tte Partnership to borrow money and make, issue, 
accept, endorse and execute prombsory notes, drafts, bills of excliange, 
guarantees and other instruments and evidences of indebtedness, and secure the 
payment thereof by mortgage, pledge or alignment of or security interest in all 
or any pan of the security and c^er property then owned or thereafter 
acquired by the Partnership; and 

(x) subject to the other terms and provisions of this Agreement, to 
execute, deliver and perform such contracts, agreements and other 
undertakings, and to engage in all activities and transactions, as it may deem 
necessary or advisable for, or as imy be incidental to, the conduct of the 
business contemplated by thb Section 4.1, including, without in any manner 
limiting the generality of the foregoing, contracts, agreements, undertakings and 
transactions with any Partiwr or with any other person, firm or corporation 
having any business, financial or oilier relationship with any Partner or 
Partners. 

(c) The General Partner shall be the tax matters partner for purposes of 
Section 6231(a)(7) of the Code. Each Partner agrees not to treat, on its personal U.S. federal 
income tax remm or in any claim for a refund, any item of income, gain, Joss, deduction or 
credit in a manner inconsistem with the treatmciU of such item by the Partnership. Tlie 
General Partner shall have the exclusive authority and discretion to make any elections 
required or permitted to be made by the Partnership under any provisions of the Code or any 
other revenue laws. 

4,2 Investment Management. 

(a) The General Parmer shall have complete and exclusive responsibility for 
all investment and investment management decisions to be undertaken on behalf of the 
Partnership and shall have the power and authority to do all things necessary or proper to 
carry out its duties hereunder. 

(b) Without limiting the generality of the General Partner’s duties and 
obligations hereunder, the General Partner shall have full power and authority, at the expense 
of the Partnership: 


(i) to purchase, sell, exdiange, lend, trade and otherwise deal in and 
with investments and otlier property of the Partnership; 

(ii) to make all decisions relating to the manner, method and timing 
of investment and trading transactions, to select brokers for the execution, 
clearance and settlement of any transactions (including, subject to applicable 
federal securities laws, principal and agency cross transactions with one or 
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more brokers) on such, tenus as Ae General Partner considers appropriate, and 
to grant limited discretionary authorization to such persons with respect to 
price, time and other terms of mvestaMm trading transactions; 

(iii) to make all decisions relating to the investment of Partnership 
assets in other investment vdiicies (including entities managed or advised by an 
affiliate of the Genera! Partner) on terms as the General Partner considers 
appropriate; 

(iv) to cause investments owned by the Partnership to be registered in 
the Partnership’s name, in die name of a nominee or other fiduciary, or to be 
held in street name in a i^rtnership account, as the General Parmer, in its sole 
discretion, shall determine; 

(v) to trade on margin, to borrow from banks or other financial 
irLslitutions, and to pledge Partnership assets as collateral therefor; 

(vi) to enter into repurchase agreements, reverse repurchase 
agreements, short sales, or other such arrangements with respect to Partnership 
assets; 


(vii) to open and maintain bank accounts and brokerage accounts on 
behalf of the Partnership and to pay the customary fees and charges applicable 
to transactions in all such accounts; 

(viii) to arrange for the custody of portfolio securities and other assets 
acquired or held on behalf of the Partnership, to direct custodians to deliver 
funds or Investments for the purpose of effecting transactions, and to instruct 
custodiaas to exercise or abstain from exercising any right or privilege attaching 
to assets ; and 

(ix) to engage (directly or indirectly through itivcstments in pooled 
investment vehicles) investment managers and other financial advisors and 
consultants as the General Partner tiwy deem necessary or advisable in 
connection with the investment activities of the Partnership and to compensate 
such persons for their services from the assets and/or profits of the Partnership. 


(c) In the course of selecting brokers for execution, clearance and settlement 
of transactions for the Partnership, the General Parowr may agree ro such commissions, fees 
and other charges on behalf of the Partnership as it shall deem reasonable in the 
circumstances, taking into account all such fectors as it deems relevant and proper under the 
circumstances, including the value of any products or services (as described by the General 
Partner in written disclosures to Limited Partners from time to time, as the same may be 
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modified from time to time) provided by die broker or paid for by the broker (either by direct 
or reimbursement payments or by commissions, or by mark-ups or cr^its, or by any otlier 
means), whether within or without the safe-luiibc»' of Section 28(e) under the Securities 
Exchange Act of 1934; it being understood dial, none of such products or services need to be 
for the benefit or exclusive benefit of the Parti»rship, the cost of the services of the broker 
(e.g., commissions) related to such jwoducts or services need not represent die lowest cost 
available, die Broker shall be under no obligation to combine or arrange orders so as to obtain 
reduced charges, and that all of the foregoing is st^ject to any more limiting or expansive 
written disclosures given to Limited Partners by the General Partner from time to time, as the 
same may be modified from time to time. 

4.3 Delegation of Duties 

(a) The General Partner may delegate to any person or persons any of the 
duties, pow'ers and authority vested in it hereunder on such terms and conditions as it may 
consider appropriate. 

4.4 Rights of Limited Partners. 

Except as otherwise proNdded in this Agr«:ment, the Limited Partners shall take 
no part in the management or control of die PartnCTsliip's busintss. Limited Partners shall have 
no right or authority to act for die Partnership or to vote on matters other than the matters set 
forth in this Agreement or os required by tqiplicable law. Except as otherwise provided by law, 
the liability of each Limited Partner is limited to the amount of his capital contributions (plus any 
accretions in value thereto prior to withdrawal). 

4.5 Other Activities of Partners. 

(a) The General Partner shall not be required to devote full time to the 
affairs of the Partnership, but shall devote such time as may be reasonably required therefor. 

(b) • Each Parmer agrees that any other Partner (and any partner, director, 
officer, shareholder, affiliate or employee of any Partner) may engage in or possess an Interest 
in other business ventures or commercial dealings of every kind and description, independently 
or with others, including, but not limited to, management of other accounts, investment in, or 
financing, acquisition and disposition of. securities, investment and management counseling, 
brokerage services, serving as director, officer, adviser or agent of any odier company, 
partner of any partnership, or trustee of any trust, or entering into any other commercial 
arrangements, whether or not any such activities may conflict with any interest of the parlies 
with respect to the Partnership. The Partners expressly agree that neither the General Partner 
nor the Limited Partners shall have any rights in or to such activities, or any profits derived 
therefrom, as a result of this Agreement. Without in any way limiting the foregoing, each 
Partner hereby acknowledges that: (i) neither the General Partner, any Limited Partners, nor 
their respective partners, directors, officers, shareholders, affiliates or employees shall have 
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any obligation or responsibility to disclose or refer aiy of the investment or other opportunities 
obtained through activities contemplated by this Section 4,5(b) to the General Partner or the 
Limited fanners, but may refer the same to any other party or keep such opportunities for 
their own benefit; and (ii) the General Partus, dte Limited Partners and their respective 
partners, directors, officers, shareholders, affiliates and employees are hereby authorized to 
engage in activities contemplated by this Section 4.5^) widi, or to purchase, sell or otherwise 
deal or invest in securities issued by, companies in which the Partnership might from time to 
time invest or be able to invest or otherwise have any interest in, widiout the consent or 
approval of the Partnership or any other Partner. 

(c) The parties hereto hereby waive, and covenant not to sue on the basis of, 
any law (statutory, common law or otherwise) r(Speciing the rights and obligations of the 
Partners inter se which is or may be incoimstent widi this Section 4.5. 

4.6 Duty of Care; Indemnification, 

(a) Ncitlier the Oaicral Partner nor its officCTS, directors, employees, shareholders, or 
affiliates shall be liable, responsible or accountable in damages or otherwise to the Partnership or 
any of its Partners, successors, assigncscs or transferees for any loss or damage occasioned by any 
acts or omissions in the performance of its sendees under this Agreement, unless such loss or 
damage is due to tlie gross negligence, fraud, recklessness or willful misconduct of the General 
Partner or its respective officers, directors, employees, shareholders, or affiliates. Moreover, 
neitlrer the General Ptutner, nor its officers,, directors, employees, shareholders, or affiliates, shall 
have any liability to the Partnership or any of its ParhiCTS, successors, assignees or transferees for 
any losses or damages suffered due to die action or inaction of any agent retained by the 
Partnership, whetlier tlircugh negligence, dishonesty or otherwise, provided that the agent was 
selected by the Gwieral Partner without gross negligence, fraud, recklessness or willful 
misconduct or as otherwise required by law. The General Partner may consult with counsel and 
accountants in respect of the Partnership’s affairs and be felly protected and jusUflod in any 
action or inaction which is taken in accordance wdth the advice or opinion of such persons, 
provided tliat they were selected with reasonable care. 

(b) The General Partner (which shall include for Uiis purpose each director, officer, 
employee or agent of, or any person who controls, the General Partner, and their cxccutons, heirs, 
assigns, successors or other legal representatives) shall be indemnified to the full extent pemiitted 
by law by fee Partnership (but not fee PartiiCTS individually) against any cost, expense (including 
attorneys’ fees), judgment or liability reasonably incurred by or imposed upon it in connection with 
any action, suit or proceeding (including any proceeding before any adjuinistrative or lejpslative 
body or agency) to which it may be made a party' or otherwise be involved or with whidi it shall be 
threatened by reason of being or having been fee General Partner, provided, however, that the 
Gcna:al Parmer shall not be so indemnified to the cxUmt such cost, expense, judgment or liability 
sliall have been finally detennined in a decision on the merits in any such action, suit or proceeding 
to have been incurred or suffered by the G«icral Partner by reason of willful misfeasance, bad fuith, 
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i^oss negligence, or reckless disregard of the dirties involved in the conduct of the General Partner's 
office. The right to indannification granted by flib S^on 4.6 shall be in addition to any rights to 
which the Gen^-al Partner may otherwise be eirtitled and shall inure to the benefit of the successors 
or ^signs of sudi Genaal Portner. The Partnership shall pay the expenses incurred by the General 
Partno* in defending a civil or criminal xtioi^ suit or proceeding in advance of the final disposition 
of such ^tion, suit or proceeding, upon receipt of an undertaking by the General Partner to repay 
such payment if ffiere shall be an adjudficat^ or determination that it is not cntitl«i to 
indemnification as provided herein. The Goioral Partner may not satisfy any ri^t of indemnity or 
reimbunement granted in this Section 4.6 or to whidi it xmy be otherwise entitled except out of the 
assets of the Partnership, and no Partner shall be personally liable with respect to aiiy such claim for 
indemnity or reimbursement. The General Pjatner may obtain appropriate insurance on behalf of 
the Partnemhip to secure the Partnership’s obli^tions h«oundcr. 

(c) Ail limits to indemnification permittoi in this Agreement and payment of associated 
expenses shall not be affected by the terminatitm and dissolutfon of tire Paitnersliip or the removal, 
withdrawal, insolvency, bankruptcy, tennination, or dissolution of the General Partno: or Limited 
Partner. 


ARTICLE V. 

ADMISSIONS, TRANSFERS AND WITHDRAWALS 

5.1 Admission of Limited Partners. 

The General Partner may admit additional Limited Partners at any time, in which 
event the required capital contribution of any .such additional Limited Partner shall be 
determined by the General Partner, subject to Section 3.1(b). 

5.2 Admission of Additional General Partner. 

The General Partner may admit one or more additional general partners, who may 
be natural persons, partnerships or companies, to the Partnership only if such action is approved 
by foe affimiative vote of all Limited Partners. 

5.3 Transfer of Interests of Limited Partners. 

No transfer or assignment of, or pledge of or grant of a security interest in, any 
Limited Partner's interest in the Partnership, whether voluntary or involuntary, shall be valid or 
effective, and no transferee shall become a substituted Limited Partner, unless the prior written 
consent of foe General Partner has been obtained, which consent may be granted or refused in its 
sole discretion. Until approved by the General Partner, any successor to the interest of a Limited 
Partner shall be entitled to foe allocations and distributions attributable to such interest and to 
withdraw such interest as pro\nded in Section 5.5 but shall not liuvc any of the other rights of a 
Limited Partner. 
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5.4 Transfer of Interest of General Partner. 

The General Partner may not transf<^ its interest as General Partner in the 
Partnerehip other than with the approval of all of the Limited Partner. 

5.5 Withdrawal of Interests of Partnea^. 

(a) The interest of a Partner in the Partnership may not be withdrawn from 
ihe Partnership prior to its dissolution exc^t (i) in whole or in effective as of the end of 
any Fiscal Year upon at least ninety (90) days written notice to the General Partner or (ii) with 
the prior written consent of die General Partner. 

(b) The General Partner may at any time require any Partner to whlidraw 
from the Partnership in whole or in part. 

(c) A withdrawing Partner shall be entitled to receive the balance of such 
Partner's Capital Account as of the date of withdrawal, which shall be paid to the withdrawing 
Partner, at the election of the General Partner, either (i) without interest within ninety (90) 
days after the effective date of withdrawal, or (ii) with interest at the London Interbank 
Offered Rate for thirt>' (30) day deposits of $1,000,0(K) as quoted in The Wail Street Journal 
from the effective date of the withdrawal until paid, in eqt^I annual installments over a period 
of not more than three (3) years from the date of withdrawal. A withdrawn Partner shall not 
share in the income, gains and losses of the Partnership or have any other rights as a Partner 
after the effective date of the withdrawal except as provided in this Section 5.5(c). 


ARTICLE VI. 

LIQUIDATION 

6.1 Liquidation of Partnership Assets. 

(a) Upon dissolution of the Partnership, the General Pamter shall promptly 
liquidate the business and administrative affairs of the ^nnership, except that if the General 
Partner is unable to perform this ftmetion, a liquidator elected by Limited Partners whose 
Partnership Percentages represent more than fifty percent (50%) of the aggregate Partnerehip 
Percentages of all Limited Partners shall liquidate the business and administrative affairs of the 
Partnership. Net Profit and Net Loss during the Fiscal Periods which Include the period of 
liquklation shall be allocated pursuant to Article III. The proceeds from liquidation shall be 
divided in the following manner: 

(i) the debts, liabilities and obligations of the Partnership, other than 
debts to Partners, and the expenses of liquidation (including legal and 
accounting expenses incurred in connection therewith), up to and including the 
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date that distribution of the P^i^rehip's assets to the Partners has been 
completed, shall fiist be paki; 

(ii) such debl^ as are owing to the Partners shall next be paid; and 

(lii) the Partners shall next be paid amounts pro rata in accordance 
with, and up to the positive balam^ of their respective Capital Accounts, as 
adjusted pursuant to Article III to reflect allocations for the Fiscal Period ending 
on the date of the distributioiB under this Section 6.1(a)(iii). 

(b) Anything in this Section 6.1 to the contrary notwithstanding, the General 
Partner or liquidator may distribute ratably in-fcimi rather than in cash, upon dissolution, any 
assets of the Partnership; provided, however, that if any in-kind distribution Is to be made, (i) 
the assets distributed in kind shall be valued by the General Partner in good faith as of the 
actual date of their distribution, and charged as so valued and distributed against amounts to be 
paid under Section 6.i(a) above, and (ii) any gain or loss (as computed for book puq)Qses} 
attributable to property distributed in-kind shall be included in the Net Profit or Net Loss for 
the Fiscal Period ending on the date of sudi distribution. 


ARTICLE Vn. 

ACCOUNTING AND VALUATIONS; 
BOOKS AND RECORDS 


7.1 Accountixig and Reports. 

(a) The Partnership may adopt for tax accounting purposes any accounting 
method which the General Partner shall decide in its sole discretion is in the best interests of 
the Partnership and which is permissible for U.S. lederal income tax purposes. 

(b) As soon as practicable after the end of each taxable year, the General 
Partner shall ftimish to each Limited Partner such information as may be required to enable 
each Limited Partner properly to report for federal and state income tax puiposes his 
distributive share of each Partnership item of income, gain, loss, deduction or credit for such 
year. 


7.2 Determinations by General Partner. 

(a) All matters concerning the determination and allocation among the 
Partners of the amounts to be determined amJ allocated pursuant to Section 3.4 hereof, and the 
items of income, gain, deduction, loss and credit to be determined and allocated pursuant to 
Section 3.5 hereof, including any taxes thereon and accounting procedures applicable thereto, 
shall be determined by the General Partner unless specifically and expressly otherwise 
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provided for by the provisions of this Agreesnrait, and such determinations and allocations 
shall be final and binding on all the Partnere, 

(b) The General Partner imy make such adjustments to the computation of 
Net Profit or Net Loss, or any component hems comprising either of the foregoing, as it 
considers appropriate to reflect kirly and aojur^ly the financial results of the Partnership and 
the intended allocation thereof among the Partners. 

7.3 Books and Records. 

The General Partner sliall keep books and records pertaining to the Partnership's 
af^irs showing all of its assets and liabilities, receipts and disbursements, realised income, gains 
and losses, Partners' Capital A<xounte and all transactiems (Ottered into by the Partnership. Such 
books and records of the Partnenihip shall be kept at its principal office, and all Partnere and their 
representatives shall at all reasonable times have free access thereto for the purpose of inspecting 
or copying the same. 


ARTICLE Vni. 

GENERAL PROVISIONS 

8.1 Amendment of Partnership Agreement. 

(a) This Agreement may be amended, in whole or in part, only with the 
written consent of <i) the General Partner and (ii) all of the Limited Partners. 

8.2 Nofices. 

Notice which may or are required to be given under this Agreement by any party 
to another shall be given by hand deliv«y or by registered or certified mail, return receipt 
requested, and shall be addressed to the respective parties hereto at their addresses as set forth on 
Exhibit A hereto or to such offier addresses as may be designated by any party hereto by notice 
addressed to the General Partner in tiie case of notice given by any Limited Paifner, and to each 
of the Limited Partners in the case of notice given by the General Partner. Notices shall be 
deemed to have been given when delivered by hand or on the date indicated as the dale of receipt 
on the return receipt. 

8.3 ^reement Binding Upon Successors and Assigns. 

This Agreement shall be binding upon and inure to the benefit of the parties 
hereto and their respective successors, but tlw ri^ts and obligations of the General Partner 
hereunder shall not be assignable, transferable or delegable except as provided in Sections 5.2 
and 5.4, and any attempted assignment, transfer or delegation thereof which is not made pursuant 
to the terms of Section 5.2 or Section 5.4 shall be void. 
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service of process in any action arising out of this A^eement by the mailing thereof by 
registered or certified mail, return receipt reqirested, to such Partner’s address set forth in the 
Schedule of Partnere. In any action to enforce any jttomion of this Agreement, the prevailing 
party shall be entitled to recover all expenses, includ^g reasonable attorneys fees, incuired in 
connection therewith. 

8.5 Not for Benefit of Cr^tors. 

Hie provisions of this Agreement are intended only for the regulation of relations 
among Partners and between Partners and former or prospective Partnem and the Partnership. 
This Agi^ment is not intended for the benefit of non-Partner creditors and no rights are granted 
to non-Partner creditors under this Agreement 

8.6 Consents. 

Any and all consents, agreements or approvals provided for or permitted by this 
Agreement shall be in writing and a signed copy thereof shall be filed and kept with the books of 
the Partnership. 

8.7 Miscellaneous. 

(a) The captions and titles preceding the text of each Section hereof shall be 
disregarded in the construction of this AgreemOTt. 

(b) This Agreement may be executed in counterparts, each of which shall be 
deemed to be an original hereof. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of 
the day and year fust above written. 


GENERAL PARTNER : 

RENAISSAN^ TECHI^LOGIES LLC. 

.rJjfV K . 
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LIMITED PARTNERS: 


MEDALLION FUND L.P. 

By: Renaissance Technologies LLC. 
its General Partnea 


By:_ 


Mark SUber, Vice President 


MEDALLION ASSOCIATES L.P. 
By: Renaissance Technotogie/LLC. 
its General Parser/ „ / 

m/ 


Mark Sift>er, Vice President 


MEDALLION USA L.P. 
r. RenMssance 
its General Ri__ 

..A 


By: RenMssance Technologi^ LLC. 



MEDALUON RMP FUND L.P. 

By: Renaissance Technologies LLC. 
teGene ralP^ ^p/ 


Mark Silber, Vice President 


MEDALLION IN' 


By:. 


Mark Saber, 


I/yhoNAL LTD. 

[Ill/ 


director 


/ 


MEDALL^j::/^®\V^ESTMENTS. LTD. 
By:, 




Mark Silber, Director 
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Page 
EXHIBIT A 


Address^ of PsHtneas for Notices 


Partner 

Address 

MslalHon Fund L.P. 

c/o Renaissance Technoio^es LLC. 
800 'Hiird Avenue 

New York, Mew Yoric 10022 

Medallion Associates L.P. 

c/o Renaissance Tcclinologjes LLC. 
800 Third Avenue 

New Yorit, New York 10022 

Medallion USA L.P. 

c/o Renaissance Technologies LLC. 
800 Thii^ Avenue 

New York, New York 10022 

Medallion RMP Fur^i L.P. 

c/o Renaissance Technologies LLC. 
800 Third Avenue 

New York, New York 10022 

Medallion International Ltd. 

c/o MQ Services Ltd. 

Chancery Hall, 52 Reid Street 
Hamilton HM12, Bermuda 

Medallion Capital 
Investments Ltd. 

c/o MQ Services Ltd. 

Chancery Hall, 52 Reid Street 
Hamilton HM12, Bennuda 


17 


Con^dentlai Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00396413 



312 


Execution Copy 


AMENDED & RESTATED INVESTMENT ADVISORY AGREEMENT 

AGREEMENT dated as of November 16, 2007 (tfie ‘Agreement*) between Deutsche 
Bank AG London (the ‘ Cltenf ). and Renaissance TechnoJogies LLC {f/k/a Renaissance 
Technologies Corp.) (the “Adwsw"). 

In consideration of the premises and mufe»al promises hereinafter set forth, the parties 
hereto agree as follows; 

1 . Appointment of the Advisor. 

(a) Client hereby appomts the Advisor as tfre exclusive manager of a separately 
managed account containing a desigrratfed pwtion of the Client's proprietary portfolio {the 
‘AccounD upon the terms hereirrafter contained and in accordance with Oient's investment 
guidelines and restrictions untii its aw>«ntnent shall be terminated as hereinafter provided, and 
the Advisor hereby accepts such appointment and agrees to assume the obligations and duties 
set forth herein. Client’s Investment Guktelmes and Resections are as set forth on Appendix. i 
hereto, as may be subsequently amended from time to time by written agreement between Client 
and the Advisor (the “ Investmetii Guidelines *). The Account may be divided into one or more sub- 
accounts (each, a "Sub-Account') and Appendix t hereto shall provide for the percentage 
allocation applicable to each such Sub-A«xount (allowing for fractional investments), provided that 
any new Sub-Account shall only be ir>duded in the Account at the request of the Client. Each 
Sub-Account may be further sub-divided into (i) one or more Trading Accounts" where the rate of 
interest on borrowed funds shall be set daily (the ‘Floating Rate") and (ii) one or more ‘Term 
Accounts" where the rate of interest on borrowed furtos shall be a non-Floafing Rate. Upon the 
establishment or liquidation of any Sub-Account, Client shall amend Appendix I so as to: (i) 
include, if appropriate, specific Investment Guidelines with respect to the Sub-Accounts then 
included in the Account; and (n) re-ailocale the percentages applicable to ail Sub-Accounts in the 
Account at that time. Furthermore, the Advisor shall, at its discretion, allocate the investments 
within each Sub-Account to Trading Accounts and Term Accounts (allowing for fractional 
investments), provided that such allocation of investments to Trading Accourtts and Term 
Accounts will be effected in the same manner in respect of I then outstanding Sub'Acc»unts. 

(b) The fees and compensation of the Advisor for the performance of its duties under 
tills Agreement (' Advisor Fees ') are as set forth In the Fee Letter entered into between Advisor 
and Client attached hereto as /^pendix il. The terms and provisions of such Fee Letter are 
Incorporated herein by reference, 

(t) Until the termination of this Agreement, the Client shall ensure, whether by 
obtaining credit or making cash deposits to the Account, that the assets and credit available in the 
Account shall at all times be sufficient to permit the Advisor to trade on behalf of the Client up to 
the limits contemplated by the Investment Guidelines. 

(d) Nothing in this Agreement shall be deemed or construed to convey to Advisor art 
ownership interest in the Account. 

2. Functions. Powers. Duties and Obtioatlons of the Advisor. 

During the continuance of its appointment the Advisor shall, subject to compliance with 
the Investment Guidelines, have full power, authority and right to; 

a) supervise and direct the investment and reinvestment of all assets In the 

Account, and engage in such transactions on behalf of the Client’s Account as appropriate, in 
Advisor’s discretion and without prior consultation with the Client, subject only to the terms of this 
/f'^reement, in any and all forms of securities or other property, including, without limitation. 
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derivatives, options, futures and. canmodWes. as pwwftted by the Investment Guidelines: 
provided, however, that at any time tt>e Client purchase or sale of certain securities 

directed for investment to the Account by ttte Advfeor fMW to the actual execution thereof, but ail 
transactions so directed to the Accwint 1^ the Ad^w (whether or not actually executed) shall be 
referred to as “Designated Poatkwis*. For f«^poses of determining the performance of the 
Account, any Sub-Account or any Des^nated Po^ns, the prices of transactions in securities not 
actually executed will be wiihm maicet applicable, based on the time such 

transaction would have been execute had not been rejected by the Client. 

b) hold temporary cash balances in the Account or invest such temporary cash 

balances in money market funds or comparable investments as specifically directed by 

the Client, with interest thereon credit«j to ttie Act»unt; 

c) prepare or procure the jiveparation of reports on the Account’s investment 
performance and such other matters, as h^her {wowded herein; 

d) select and place orders with brokers and dealers to execute Account 
transactions, as further provided her^; and 

e) provide sudi other services in connecfion vwth the management of the Account by 
mutual consent of the Client arrd the Advisor. 

The Advisor shall keep or cause to be kept on behalf of the Client's Acxxiunl such books, 
records, statements and accounts as may be necessary to evidence a complete record of ail 
transactions carried out by the Advisor for the Aojount; and shall permit the Client and its 
employees and agents to inspect such books, records and statements at ail reasonable times. 

In exercising rights and carrying out its duties hereunder the Advisor is authorized to act 
for the Account and on the Cli«^fs behalf either itself or in part through its authorized agents as it 
shall determine; provided, however , that the appointment of any agent shall not relieve the Advisor 
of its respcmsibitities or liabilities hereunder. 

The Advisor is authorized but shall not be required, to tender or convert any securities in 
the Account; to execute instruments with regard to such securities; to endorse, transfer or deliver 
such securities. Unless directed by Client, the Advisor shall not execute waivers or consents with 
regard to any securities in the Account or exercise rights <m- consent to any class action, plan of 
reorganization, merger, combination, consolidation, liquidation or similar plan vwth reference to 
such securities. 

The authorities herein contained ae continuing ones and shall remain in full force and 
effect until revoked by termination of this Agreement as hereinafter provided, but sudi revocation 
shall not affect any liability in any way resulting from transactions initiated prior to such revocation, 

3, Trade Process Procedures. 

a) Daily Trade Blotter File. No later than at the close of business (t.e., 5:00 p.m. 
New York Time) on each “Exchange Business Da/ (as defined in the 1996 ISDA Equity 
Derivatives Definitions and with respect to the primary Ex^ange{s) on which the equity securities 
or Underlying Securities (as defined in the Investment Guidelines) in the Account trade), the 
Advisor shall deliver via facsimile or electronic transmission to the relevant Client Contact a Trade 
Blotter File salting forth for each transaction effected by the Advisor for the Account on such 
Exchange Business Day the following: 

(i) the Ticker (or other security identifier); 

(ii) the quantity and transaction price (gross basis); 
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(iii) commission or any other tffflftsaction fee, if availabie; 

(iv) the name of the UiW patty executir^ broker (if any); and 

(v) transaction type (iHjy. seB, shCMl, cov^", ^c.). 

The T rade Blotter Flie shall be ddivef«l to tfw Client in mutu^iy agreed format/medium, 

b) Short Sales. Prkxr to effecting any shal sales in any security for the Account, the 
Advisor shaii obtain from the authwtzed designee of tfte Client short sale borrowing capability, it 
being understood and agreed that secwities btxrowing transactions to cover short sales shall be 
the responsibility of the Client. Advisw steB effect all short sales and ail other securities sales for 
the Client’s Account in full compliance wfllh all af^icabte shwt sale rules under Federal securities 
law and regulations and the rules of the relevait securities exchange. 

c) Third Party Brokers. The Advisor shall execute trades in or for the Account only 
with those brokers Identified on Appendix 111 hereto. Appendix ill may, from time to time, be 
amended by mutual agreement of the parties hereto, such agreement not to be unreasonably 
withheld. Notwithstanding any r^owsion regarding Sie Advisor's authority hereunder to act on 
behalf of the Client, any documentation required in connection with establishing such brokerage 
account shall be reviewed and approved Ibe Client prior to execution, such approval not be 
unreasonably withheld. 

d) Equity Position Limitations The Advisw specifically agrees and acknowledges 
that (i) U.S. and foreign securities and banking taws applicable to Client may iimil from lime to 
time the trading decisions of Advisor in respect of the Amount; (ii) specifically (by way of example) 
pursuant to applicable U.S. banking lavi« and regulations the Client is subject to general 
limitations on holding a class of the outstanding voting equity securides or any class of equity 
securities voting and non-voting of any U.S. company; and (Iii) under relevant U.S. and foreign 
banking and securities laws, generally any equity position of a particular issuer held in the Account 
will be aggregated with equity positions of such issuer held in other proprietary accounl(s) of the 
Client for purposes of determining compliance with such banking taws. 

e) Reoulatopr Compliance , The Advisor specifically agrees and acknowledges that 
it may, from time to time, be necessary or advisable, in order to maintain compliance with U.S. or 
non-U.S. applicable law or maintain compliance with this Agreement, to liquidate certain positions 
in the Account, or take other remedial actions. The Advisor agrees to comply oromotiv with any 
Client directions in this regard, subject to Section 8lct below. 

4. Services of the Advisor Not Exclusive. 

The services of the Advisor to the Client hereunder are not to be deemed exdusive and 
the Advisor shall be free to render simBar services to others and to retain for its own use and 
benefit all fees or other moneys payable thereby and the Advisor shall not be deemed to be 
affected with notice of or to be under any duty to disclose to the Client any fact or thing which 
comes to the notice of the Advisor or any empBoyee or agent of the Advisor in the course of the 
Advisor rendering similar services to others or in the course of its business in any other capacity 
or in any manner whatsoever otheiwise than in the course of carrying out its duties hereunder. 
Nothing in this Agreement shall limit or restrict the right of any directors, officers or employees of 
the Advisor to engage in any other business or to devote his lime and attention in part to the 
management or other aspects of any other business, whether of a similar or dissimilar nature. 
The Advisor may aggregate purchases or sales of securities for the Account with purchases or 
sales of the same securities by other clients of the Advisor, provided that Advisor first discloses to. 
and obtains approval of, Client regarding Advisor’s allocation procedures. The Advisor agrees that 
in the event that purchases or sales of securities for the Account shall coincide with purchases or 


ConfIdenUal Treatment Requested by Renaissance Technologies LLC 


RT-PSI-OOOOOSIS 



315 


sales of the same securities by o9w dierts of ttie AdviKsr, the Advisor wilt make such allocation 
in a manner believed by the At^isor fo be equi^^ to eadi client. 

Instructions to execute securt^ tr^isactions may be placed by the Advisor with brokers, 
dealers and banks who supply research to toe Adwsw and such research may be used by the 
Advisor in advising other clients of the Advisor. 

5. indemnification. 

Each party hereto (as applicable, fte “Indemnifying Party") agrees to indemnify, defend 
and hold harmless the other p^ty (toe “Indemnffied Party") and its officers, directors, 
shareholders, employees, affiliates ar»d agents from and against ail demands, claims, iiabilities, 
damages, expenses (including teg^ fees arx! disbursements) and losses (collectiv^y, "Claims") 
resulting directly from any misconduct or f^ure to act by the Indemnifying Party that results in any 
material breach by the Indemnifying Parly of any of the representations, warranties or agreements 
of the Indemnifying Party contained intois Agreement and the Appendices annexed hereto. 

6. Aoencv Cross Transactions. 

The Advisor shall be permitted to effect transactions between the Client’s Account and 
any other account for which the Advisor acts as Invesffnent advisor. In connection with such 
transactions, the Advisor may act as broker for. receive commissions from, and have a potentially 
conflicting division of loyalties and responsibilities regarding, both parlies to such transactions. 
The foregoing permission may be revoked at any time by written notice from the Client to the 
Advisor. 


7. Assignment. 

This Agreement may not be assigned vrithout the prior written consent of the non- 
assigning party and any purported assignment without such consent shall be void and of no effect. 
Neither party shall unreasonaWy writhhcM consent to any proposed assignment of this Agreement 
by the other party to any of its affiliates. In the event that a party wishes to assign this Agreement 
that party must provide to the non-assigning parly such documents as the non-assigning party 
may reasonably request In connection with the assignment and shall allow a reasonaWe time 
during which the non-assigning party may review any such documents. 

8. Termination. 

a) The management services provided for herein shall continue In full force and 
effect until terminated by one of the parlies hereto as provided below. 

b) This Agreement may be terminated by either party upon sixty (60) Exchange 
Business Days’ notice to the other party, subject to the remaining provisions of this Sertion B . 

c) In the event the Client notifies Advisor in writing either that (i) the securities and 
other investments in the Account. Advisor’s management activities, or any Account transaction Is 
reasonably determined by the Client, in good faith, to be in violation of the Investment Guidelines 
(an "Investment Guideline Violation '), or (ii) the Client has reasonably determined in good faith 
that i! is necessary or advisable to liquidate certain positions irt the Account, or take other 
remedial actions, in order to maintain compliance with applicable law or to maintain compliance 
with this Agreement (a “Compliance ViolaUon '). toe Advisor shall (in the event of an tnveslmenl 
Guideline Violation) cause the conditions constituting such Investment Guideline Violation to 
cease to exist, and (in the event of a Compliance Violation) effect either the liquidation of the 
positions to which the Compliance Violation relates, or take such other remedial action as the 
Client may direct, in connection with any such Compliance Violation or Investment Guideline 
Violation, Advisor shall take su<to remedial steps within such time periods as Client shall direct in 
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ite Witten “Violation’ notice to Advi«)r; arrt Client agrees that it shall act in a commercially 
reasonable manner, consisterit the ^secific circumstances, in setting any such remedial 
action and remedial lime periods in conn«^wi with any such Violations. 

If the conditions constituting sudi Inveshnent Guideline Violation or Compliance Violation 
continue to exist after the time set for remedi^ adion by Advisor has expired, the Client shai! be 
entitled upon witten notice to the Adwsw to immediddy assume management of the affected 
Sub-Account, whereupon that portlwi of Ayeement relating to such affected Sub-Account 
shat! be terminated. 

d} Upon the occurrence <rf an “Earfy Teiwinatian Event” (as defined in any 
confirmation for an option transaclio^ re^endr® a Sub-Acxount), the Client shall be entitled to 
immediately assume management of the affected Sub-Account, whereupon this Agreement shall 
be of no force or effect with regard to the affected Sub-Account, but shall remain in full force and 
effect svith regard to the remaining Sub-A<x»unt{s) m the Account, unless the affected Sub- 
Account is the only Sub-Account remainir^ ^ the Account, in which case the Client shall be 
entitled to immediately assume mana^ment <rf ttie Account and this Agreement shall be 
immediately terminated. In connectkm Client shall commence an orderly liquidation 

and reduction to USD cash of the assets in the seeded Sub-Account(8) (a “Liquidation’) over a 
four consecutive Exchange Business Day period, commendng on the Early Termination Date (as 
defined in any confirmation for an option bansadion referencing a Sub-Account) or promptly 
thereafter. Any Liquidation shall be effected in an “equal ddlar weighted* manner in approximately 
equal proportions (i.e., approximately 25% of the affected Sub-Account per Exchange Business 
Day) over such period, with the CBent givir^ due regard to effecting proportionate reductions of 
any economic long positions and economic short positions, unless the Client and the Advisor 
agree on another commercaliy reasonable manner. In the event of timely receipt by the Client 
from the option buyer of a "Buyer Terminalion Notice” {as defined in any confirmation for an option 
transaction referencing a Sub-Account), the transfer of assets described in any such notice shall 
occur on the Early T ermination Date. 

e) For the purpose of this Section 8 if notice is being delivered with respect to a 
Compliance Violation or Investment Guideline Violation, such notice shall be delivered to the 
relevant p8rson(s} specified in the Notices information below and shall specify the investment 
positions and/or other circumstances with respect to which the Compliance Violation or 
Investment Guidelines Violation relates, arte in ail events, notice shall be deemed to be received 
on the Exchange Business Day that it is received by the Advisor if such notice has been received 
by 10:00 A.M. on such Exchange Business Day. If notice is received after 10:00 A,M, on an 
Exchange Business Day it shall be deemed to have been received on the following Exchange 
Business Day. 

f) Upon the occurrence of an option exercise by the option buyer under an option 
transaction or other termination of an option transaction (other than by reason of an Early 
Termination Event as referenced in Section 8(dl above), this Agreement, inasmuch as it relates to 
a Sub-Account to v^ich such option relates shall be of no force or effect on the Casft Sett/ement 
Payment Date (as defined in the confirmation for an option transaction referendng sudn Sub- 
Account) following the occurrence of such option exerdse. However, this Agreement shall 
continue to be of full force and effect with regard to the remainder of the Sub-Account(s) not 
affected by the option exercise or other termination of that option transaction, unless such event 
results in the liquidation of the entire Account, in which case, after such liquidation of the entire 
Account by the Advisor, the Client shall be entitled to immediately assume management of the 
Account and this Agreement shall be immediately terminated. In connection wth any such option 
transaction exercise (or other option termination), Advisor shall commence a Liquidation of the 
affected Sub-Account over a four consecutive Exchange Business Day period, commencing on 
the Exercise Date (as defined in the cortfirmation for the option transaction relating to such Sub- 
Account) or promptly thereafter. Any Liquidation shall be effected in an ‘equal dollar weighted- 
manner in approximately equal proportions (i.e.. approximately 25% of the affected Sub-Account 
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per Exchange Business Day) over sudi p«iod. unless the Client and the Advisor agree on 
arrother oommercialfy reasonable marmer. In oonductir^ fr\e Liquidation, the Advisor shall give 
due regard to effecting proportionate reducticwis of any economic lDr>g positions and economic 
short positions. 

g) Unless previously tenninated pursuant to the provisions of this Section 8 . this 
Agreement shall terminate on May 10, 2010. 

h) In opnnection any pallal Ikpjtdation of the Account, the Client shall, in good 
faith and in a commercially reasor^We matnw, make tfie appropriate changes in the Investment 
Guidelines to accurately reflect such par^ liquidation of Account. In addition, the Advisor 
shall, consistent with the annexed investment Guidelines, thereafter strictly limit its trading 
activities for the affected Sub-Accoim! to risk reducing trades in a manner that preserves or 
increases the dollar neutrality, with the ovwal} t^jective of preserving, at a minimum, the then 
current mark-to-market value of the affected Sub-Account. Such 'risk reducing" trading strategy 
shall remain in effect with respect to sudt Sub-Aorount for the remaining term of this Agreement, 
unless and until Client, by subsequent written notice to the Advisor, instructs Advisor to 
recommence 'normal* trading activities under tWs Agreement. 

i) Upon terminatkm of this Agreement the Client shall resume control of the 
Account, without further tiabiiity or responsiba% of the Advisor therefor. 

9. Confidentiality. 

(a) Subject to the provisions of Section &fbt below, neither of the parties hereto shall, 
except under compulsion of any apf^icable law or regulation made thereunder or as required by 
the regulatory authorities of any jurisdiction in which transactions on behalf of the Account are 
effected or regulated (hereafter "Regulatory Mandated Disclosure"), either before or after the 
termination of this Agreement disdose to any person not authorized by the relevant party to 
receive the same any confidential information relating to such party or to the affairs of such party 
of which the party disclosing the same shall have become possessed during the period of this 
Agreement and such party shall use all reasonable efforts to prevent any such disclosure as 
aforesaid. Without in any way limiting the generality of the foregoing, before acting upon a 
request for any Regulatory Mandated Oisdosure, a party shall (i) immediately notify the other 
party of the existence, terms and circumstances surrounding such request: (ii) consuH with such 
other party on the advisability of takir>g legally available steps to resist or narrow such request; 
and (iil) if such Regulatory Mandated Disclosure is required, exercise such party’s best efforts to 
obtain reasonable assurance that confidential treatment will be afforded. 

The term "confidential information’ shall indude (without Hmitation) the existence of. and 
contents of. the Trade Restrictions List (referenced on Appendix i hereto) delivered by Client to 
Advisor from time to time. The Advisor acknowledges its obligations under applicable law. 
including federal and state laws, not to disdose, or otherwise effect trades based on, material 
non-public information; Without limiting the responsibilities and agreements of the Advisor under 
this Section 9 . the Advisor spedfically agrees wth Client that it shall not utilize, directly or 
indirectly, any Trade Restricti^ List as basis for trading or otherwise investing in (either through 
ffie Account or by means of any other independent trading or advisory activities of the Advisor) 
any securities included on such Trade Restrictions List. 

The Client further specifically agrees foat. other than by reason of Regulatory Mar>dated 
Oisdosure, (i) except with the prior written consent of the Advisor it shall not disclose to any third 
party the terms of the Advisor-directed trading strate^s (irwluding the nature and content of the 
Account) contemplated under this Agreement (as evidenced by the annexed investment 
Guidelines and related transaction reports); and (ii) it shall not establish or engage in any form of 
trading strategy or strategies, for its own (or any affiliate’s) accounl-or for the account of any third 
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party“Which by virtue of Client's of Advisor's fading strategies provided for in this 

Agreement could be deemed to mMeriaUy ref^icate any aspect of such Advisor trading strategy. 

(b) Notwithstanding anything to toe confrary in tois Agreement, except as otherwise 
hereinafter set forth in this Section 9fb>. toe parties h«eto agree and acknowledge that the 
structure and tax aspects of the Account, aiy Sub-Accojnt, this Agreement, any transaction 
effected pursuant to this Agreement and suiy of^n referencing the Account or any Sub-Account, 
and all materials provided by either party respect to such structure and tax aspects are. and 
have always been, non-confidential. arid are not toe pro^wietary information of either party. Each 
party and each Affiliate thereof (and eato employee, representative, or other agent of any of the 
foregoing) may disclose, and has always been enUtted to disclose, to any and all persons, without 
limitation of any kind, the tax treatment and tax sbucture of the Account, any Sub-Account, this 
Agreement, any transaction effected pursuant to tWs Agreement and any option referencing the 
Account or any Sub-Account and sJ! matwiaJs of any kind (including opinions or other tax 
analyses) that are provided to such party (w ^filiate) relating to such tax treatment and tax 
structure (provided, however, that the names and ^1 other identifying information of all entities and 
persons have been properly erased from such materials prior to the disclosure thereof). Each 
party otherwise agrees not to disclose any prt^etary, non-pubiic information regarding the other 
party it may have received in connection wito tois Agreement, including, without limitation, that 
such party has entered into this Agreement with toe other party, and agrees that it shall no! 
disclose or use the name of the other party (or any Affiliate thereof) for marketing or other 
purposes not directly relating to the implementation of this Agreement. Notwithstanding the 
foregoing, either party may disclose any such confidenti^ information if required by law or any 
judicial, governmental or other r^utalory body, provided it gives prior written notice of such 
required disclosure to the other party. Confidential informatkm of a party shall not include any 
information in the public domain or information obtained from any third party not under a duty not 
to disclose it. 

10. Miscellaneous, 

a) No failure on the part of either party to exercise, and no delay on its part in 
exercising, any right or remedy under this Agreement will operate as a waiver thereof nor will any 
single or partial exercise of any right or remedy preclude any other or further exercise thereof or 
the exercise of any otoer right or remedy. The rights and remedies provided in this Agreement 
are cumulative and not exdusive of any rights or remedies provided by iaw. 

b) This Agreement may only be amended by the written agreement of the parties 

hereto. 

c) The illegality, invalidity or unenforceabilily of any provision of this Agreement 
under the law of any jurisdiction shall not affect its legality, validity or enforceability under the law 
of any other jurisdiction nor the legality, validity or enforceability of any other provision. 

d) Unless otherwise specified, any notice given hereunder shall be in writing and 
shall be served by hand (or courier service) at, or by being sent by facsimile or other electronic 
transmission to the office of the addressee identified herein or in the relevant schedule hereto or 
such other address as to which either party shall have given written notice to the other party 
hereto. Any such notice shall be deemed duly served at the time of delivery, as evidenced by a 
delivery receipt (if delivered by hand or by courier service), or at the time of receipt (if served by 
facsimile transmission or other transmission). The Advisor may rely and shall be protected in 
acting upon any written instruction or communication believed by it to be genuine and to have 
been signed by the proper party or parties. 

e) The Advisor wll forward to the Client a list of names and specimen signatures of 
persons authorized to act on behalf of the Account. The Client will forward from time to lime a list 
of names and specimen signatures of persons authorized to act on behalf of the Client. The 
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Advisor and/or the Client, as appfcaWe, will j^owde to the other party a revised list of names and 
specimen signatures of persons aittrori^ to act w b^talf of the Account or Client whenever 
such authorized persons change. 

f) Notwithstanding anythir^ to the con^ry cwntained in this Agreement, the Client 
agrees that any amounts owed or liabilities inairred by the Advisor in respect of any transactions 
contempiated by this Agreement. wB be safisfied solely from the Advisor’s assets. Without 
limiting the generality of the foregoing. In no everrt shafl this Agreement give the Client recourse, 
whether by setoff or otherwise, with respect to any such amounts owed or iiabiiities incurred, to or 
against any assets of any person or witity other ttran the Advisor. 

g) Notwithstanding anything to toe contrary contained in this Agreement, absent any 
materia! breach of the terms of this Agreement, toe AfMsor will not be liable to the Client for any 
losses, damages, costs, expenses, w otoer liabililies wising in connection with their activities and 
services hereunder. 


h) Notices. All notice InformaUon for the relevant party must be sent in accordance 
with the information set forth below unless othenvise instructed by such party; 


Deutsche Bank AG, London Branch 
c/o Deutsche Bank Securities Inc. 
60 Wall Street 
New York. NY 10005 
Attn: Satish Ramakrishna/ 

Tei: (212)212-250-4990 

Fax: (212)212-797-9361 


Renaissance Technologies LLC 
800 Third Avenue 
New York. NY 10022 

Attn: Mark Silber / Carla Voipe Porter 
Stephen Daffron 
Tel: (212)486-6780 

Fax: (212)758-7136 
Email: Mark@rentec-Com 
Carla@rentec.com 
s0affron@rentec.com 


Attn; Peter Brown / Bob Mercer 
Tel: (631)444-7000 

Fax: (631)689-4495 

Email; Peter@rentec.com 
Mercer@rentec.com 


Attn: 

Tel: 

Fax; 

Email: 


Thomas Kerns / Scott Chinsky 
(212) 486-6780 
(212) 486-7291 


Sco tt@rentec com 


1 1 . Repre sentations and Warrant ies 

Each of the parties (or the specified party, as the case may be) represents, warrants, and 
agrees with the other party that: 

(a) It is duly organized, validly existing and in good standing under the lavirs of its 
jurisdiction of incorporation and has all requisite power and authority to own its property, to 
conduct its business as currently conducted and to execute and deliver, and to perform its 
obligations under, this Agreement, 

(b) This Agreement has been duly authorized, executed and delivered by It and 
constitutes a legal, valid and binding oWigation of such party, enforceabie against such party In 
accordance with Its terms. 
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(c) No peiToits, licenses. fran<*ises, s^rovals. auUwizations, qualifications or consents 
of. or registrations or filings with, gcsvernmw^ »jth«^ies are required in connection with the 
execution or delivery by such party <rf, w the pwfomiance by sudi party of its obligations under, 
this Agreement, except for such as have been ot^ned and are in full force and effect. 

(d) The execution ar«j deliv^ trf, s«d the performance by such party of its obligations 
under, this Agreanent do not and will nrt resirtt in a Iweach or constitute a violation of, conflict 
with, or constitute a default under, the cerfflc^e of ^corporation or bylaws of such party or any 
agreement or instrument to whkrft it is a party or by w^ich it or any of its property is bound, which 
breach, violation, conflict or defeuit coukJ have a .mat«-ially adverse effect on its ability to perform 
its obligations under this Agreement. 

(e) No actions, proceedings or daams are pending or, to the knowledge of such party, 
threatened against such party or any of its pn^rty that could affect the validity or enforceability of 
this Agreement or that could have a materially adverse effect on the ability of such party to 
perform its obligations under this Agrewnent 

(f) Client represents and covenants that it is and wilt remain for the term of this 
Agreement a “qualified eligible persm" as sudi term is defined in Rule 4.7 under the Commodity 
Exchange Act. Client hereby consents to ihe Account being treated as an "exempt account” 
pursuant to the provisions of Rule 4.7 

12. Amendment and Restatement. 

The parties agree that this Agreement amends atid restates in its entirety the Investment 
Advisory Agreement dated as of December 21 , 2006, between Client and Advisor (the “Existing 
Agrewnent’). The parties hereto acknowledge and agree that this Agreement does not constitute 
a novation or termination of the Existing Agreement or any transactions thereunder and the 
Existing Agreement and the transacUons thereunder are in all respects continuing (as amended 
and restated hereby) vwlh only the terms thereof being modified as provided in this Agreement. 


13. Governino Law. 

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE 
WITH THE LAWS OF THE STATE OF NEW YORK APPLICABLE TO CONTRACTS ENTERED 
INTO AND TO BE PERFORMED ENTIRELY WITHIN THE STATE. 

14. Client Receipt of Advisor’s Brochure 

The Client hereby acknowledges receipt of the Advisor's current Form ADV Part 
it or brochure statement in lieu thereof. 

PURSUANT TO AN EXEMPTION FROM THE COMMODITY FUTURES 
TRADING COMMISSION IN CONNECTION WITH ACCOUNTS OF QUALIFIED ELIGIBLE 
PERSONS. THIS ACCOUNT DOCUMENTATION IS NOT REQUIRED TO BE. AND HAS NOT 
BEEN. FILED WITH THE COMMISSION. THE COMMODITY FUTURES TRADING 
COMMISSION DOES NOT PASS UPON THE MERITS OF PARTICIPATING IN A TRADING 
PROGRAM OR UPON THE ADEQUACY OR ACCURACY OF COMMODITY TRADING 
ADVISOR DISCLOSURE, CONSEQUENTLY, THE COMMODITY FUTURES TRADING 
COMMISSION HAS NOT REVIEWED OR APPROVED THIS TRADING PROGRAM OR THIS 
ACOUNT DOCUMENT. 


#203152 vl 


9 


Confidential Treafinent Requested by Renaissance Technologies LLC 


RT-PSI-00000922 



321 


IN WITNESS WHEREOF, this has been entered into the day and year first 

above written. 


DEUTSCHE BANK AG LONDON 



Name: Mark Sjfcer 
Title: Vice President 
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EXHIBIT A 


APPENDtX I 


Investment Guidelines and Restrictions 


A. Account: Investment Guidelines 

Few purposes of calculations under the Investment GuideSnes, ail Positions {defined below) shall be 
valued in USD (converted, if necessary, using Sw tt^n-appllcable relevant FX rate of conversion). The 
Delta (defined below) of a Position shall be calcinated ttie Calojlation Agent and may be adjusted 
within reason when such Position has a negative gamma. 

1 ) Sub-Account Composition: Any Sub-Accfflint shall be comprised of the following types of securities 
oniy: equity securities in a company listed on a recognized exchange, depositary receipts listed on a 
securities exchange in the United States of America, OTC derivatives, index futures, exchange-traded 
funds, other equity linked securities {olh^ than OTC derivatives, index futures, and exchange-traded 
funds), interest rate and currency transactions, or any other financial instnjments that may be agreed 
to between the parties, together with any cash balances from time to time, together with such other 
securities and assets arising by reason of any Potential Adjustment Events or Merger Events in 
respect of Positions comprising suc^ Sub-AcccMjnt from time to time. Derivative instruments with a 
negative gamma can only be included in the Sub-Account if entered into vwth an affiliate of the Client 
or as othervflse agreed by the parties. 

Table 1 



A 

B 

C 

D 

Sub Account (M) 

9.3951% 

ESEHSSHHIli 


32,490,000 

Sub Account (N) 

41.7561% 

KHSSXlSSHHi 


126,400,000 

Sub Account fO) 

18.7902% 

lEBRiHi 

18 

43,920,000 

Sub Account (P) 

S.2195% 

50,000.000 

18 

9,950,000 

Sub Account (Q) 

15.5530% 

243.000,000 

18 

76,788,000 

Sub Account (R) 

9.2860% 

300.000.000 

18 

138.000,000 


2) Allocations ; 

Percentage allocations applicable to each Sub Account are set forth in Table 1 Column A. 

3) General strategy: Long/Short Statistical Arbitrage 
4} Definitions: 

a) "Underlying Security’ or "IT shall mean any one of the following; 

I) an equity security in a company listed on a recognized exchange (e.g.. IBM common stock): 

ii) an equity index (e,g„ the S&P500 index); or 

iii) an exchange-traded fund (e.g.. Ihe SPOR fund), the value of which is linked to the prices of 
the equity securities comprising a specified index or basket of equity securities). 


n 
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b) "Position" means either: 

i) a long or short direct holding In an Underlymg Secunty (an ‘Actual Position"}; or 

ii) an interest whose value is derived an Underl^'ng Security, whether by conversion, 
exchange, exercise or otherwise (a “Derivative Position"); 

c) "Notiwal Shares" with respect to any Position means (I) in the case of an Actual Position, the 

number of shares (long or short) and (ii) in tiw case of a Derivative Position, the number of shares 
of the Underlying Security into ttie Derivative Position is convertible, exchangeable, 

exercisable or otherwise related. In si\ cases. Notional Shares shall be expressed as a positive 
number, 

d) The “Delta” of a Position means the ratio (rf A owr B where: 

i) “A" = the actual number of shares in an Undertying Security that would be expected to have 
the same change in value as the expet^ed change in value of the Position given a small 
increase in the price of the Underling Security assuming all other variables remain constant. 
A will be positive for an increase in value and A will be negative for a decrease in value; and 

.ii) “B“ = the Notional Shares of such PosititMi. 

For the avoidance of doubt, the Della of a long Actual Position is +1 , and of a short Actual Position 
is -1- 

e) “Exposure" (Delta-adjusted value) wHlh respect to any Position means the product of (i) Delta, (ii) 
the Notional Shares and (fli) the share price of the Undertyiog Security, with the share price of U 
converted to USD using the prevailing exchange rate if such price is quoted in a currency other 
than USD, 

f) For each U: 

i) The "Term Position Set” of U shall consist of all Positions to the Term Basket with the same 
U. 

ii) The “Trading Position Set* of U shall consist of all Positions in the Trading Basket with the 
same U. 

iii) The “Position Set’ of U shall consist of the union of the Trading Position Set and the Term 
Position Set of such U. 

iv) 'Actual Trading Gross" shall mean the sum of the absolute values of the Exposures of alt 
Actual Positions in the Trading Position Set of U; 

v) ‘Actual Term Gross" shall mean the sum of tiie absolute values of the Exposures of all Actual 
Positions in the Term Position Set of U; 

vi) "Derivative Trading Gross’ shall mean the sum of the absolute values of the Exposures of all 
Derivative Positions in the Trading Position Set of U; 

vli) 'Derivative Term Gross’ shall mean the sum of the absolute values of the Exposures of all 
Derivative Positions in the Term Position Set of U; 

viii) ’Actual Trading Net" shall mean the algelwaic sum of the Exposures of all Actual Positions in 
the Trading Position Set of U; 

ix) “Actual Term Net' shall mean the algebraic sum of the Exposures of all Actual Positions irt the 
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Term Position Set of U; 

x) 'Derivative Trading Net’ shat! mean the algebrafc sum of the Exposures of all Derivative 
Positions in the Trading Position Set of U; 

xi) 'Derivative Term Net" shall mean Uie dg^aic sum of the Exposures of all Derivative 
Positions in the Term Position Set of U; and 

xii) “Total Net’ shall mean the ai^braic sum of A<^ Tradirtg Net, Derivative Trading Net, Actual 
Term Net and Derivative Term Net. 

5) Exposure Guidelines 


a) ‘‘Total Gross Trading Exposure” shall not exceed the less^ of (i) USD 26.000,000,000 and (ii) 
the sum of the products obtained by multiplying Table 1 Column C and the corresponding Sub 
Account Capital Available for each existir^ Sub Account, as may be adjusted from time to time by 
mutual consent of the Client and the Advisor, 

where ‘‘Total Gross Trading Exposure" shail mean the greatest of: 

(i) the sum over all Us of the absolute value of Actual Trading Net; 

(ii) the sum over alt Us of the Derivative Trading Gross; 

(iii) the sum over all Us of the absolute value of the quantity (A+B), where A Is the 
Actual Trading Net. and B is the Derivative Trading Net. 

b) "Total Gross Term Exposure" shall not exceed the lesser of (i) USD 8,000,000.000 and (ii) the 
sum of the products obtained by multiplying Table 1 Column C and the corresponding Sub 
Account Capital Available for each existing Sub Account, as may be adjusted from time to time by 
mutual consent of the Client and the Advisor, 

where: "Total Gross Term Exposure" shall mean the greatest of: 

(]) the sum over ail Us of the absolute value of Actual Term Net; 

(ii) the sum over all Us of the Derivative Term Gross; 

(iii) the sum over all Us of the absolute value of the quantity (A+B). where A is the 
Actual Term Net, aixl B is the Derivative Term Net 

each of the foregoing determined based on the cost of the Us in all Positions in the Term 

Baskets, not the market value. 


c) "Capital Needed" shall always be less than or equal to the Capital Available. 

where: "Capital Available" shall mean the sum of the Sub Account Capital Available for 
all existing Sub-Accounts, where the ‘Sub Account Capital Available" for each Sub- 
Account shall be the sum of 

(i) The amount set forth in Table 1 Column B {defined as the Sub Account Initial 
Capital Available): 

(ii) the aggregate realized and unrealized gains on all Positions in the Sub-Account 
minus the aggregate realized and unrealized losses in respect of ail Positions in 
such Sub-Account; and 

(ill) the sum in such Sub-Account, expressed in USD, of (A) dividend Income 
(determined based on ex-dividend dales) net of any tax withheld, if necessary, 
Plus (6) interest income and any short rebates (on an accrual basis), plus (C) any 
other income accrued or realized in the Account, minus (D) payments in lieu of 
dividends (determined based on ex-dividend dates) grossed up for any dividend 
withholding taxes, if necessary, minus (E) interest expense and finance charges, 
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minus (F) other expeises agreed by Qient and Advisor from lime to lime, 
including, vwthout limitatajn. tf»e Advtsof Fees. 

For the avoidance of doubt, the «jm of (ii) (hIJ (defined as the Sub Account 
Addiiiongl Capital Available) shoidd K^ual the economic increase or decrease in 
the value in each extslir^ SiS>-Account 

and “Capital Needed” shall mean sum of 

(i) “Alpha” multiplied by the sum over all Us of the absolute value of the Total Net; 
and 

(ii) "Sefa” multiplied by the ^3S<^ute value of the sum overall Us of the Total Net; 
where; 

(i) “Alpha” shat! m^n 0.0453216, and 

(ii) "Sefs"5hali mear> 0,20^784 

6) Position Guidelines 

“Current Samer" shall mean, ort each day the Capital AvaBable minus the sum of all the amounts set 
forth in Table 1 Column D. 

a) For each U, the absolute value of the Total Net shad be less than 40% of the Current Barrier. 

b) For each U. the absolute value of the Total Net shall not exceed the greater of: 

i) Three (3) times the average “daily dollar trading volume' in U, as measured over the ten 
previous Exchange Business Days, vi^ the daily dottar trading volume for each day defined 
as the product of (i) the daily share trading volume on such day. and (ii) the day’s closing price 
(expressed in USD); and 

ii) 5% of Capital Available. 

c) For each Industry, the absolute value of “Dollar Value per Industry" shall not exceed 100% of 
the Current Barrier where; 

“Dollar Value per Industry” shall mean, vrith respect to each industry group to which the 
relevant Us are allocated (as defined by a mutually agreed upon model), the sum of the Total 
Net for ail Us in thal industry group. 

d) For each sector, the absolute value of “Dollar Value per Sector” shall not exceed 1 25% of the 
Current Barrier virfiere: 

“Dollar Value per Sector^’ sh^l mean, with respect to each sector group to which the 
relevant Us are allocated (as defined by a mutually agreed upon model), the sum of the Total 
Net for all Us in that sector group. 


e) The “Issuer Position" for any U shall not be greater than 3% of an issuer's tola! outstanding 
shares (and 2% in the case of ADR’s. GDR's or similar of U.K. issuers) where; 

“Issuer Position” for a U shall equal the s^ebraic sum of the number of shares in ail 
Positions in such U in the Position Set. exclusive of Positions that are Derivative Instruments 
with negative Delta. 

The above percentages may be adjusted from time to time by mutual consent of the Client and 
the Advisor. 
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B. Additional Trading Restri<^ons AopHcableto Account 

Hot and New issues - Advisor shall not inv^fbrtheAcajurrtinsecurit'ies the offering of which constitute 
‘hot issues,’ or “new Issues’ in accordance NASO tM-2110-1 w any successor rule thereto adopted 
by NASD Regulation, inc. 


Restriction 

Level 

1 . 


2 . 


Definitions: 


Category 
Full Restriction 


Offering 


Affiliate Related 


Pennissible Activities 


As qi^dy as practicable (but no later than the close of 
busies on the second Exchange Business Day on the 
relevant Exchange after a security initially appears on 
the Trade Restricted List), Advisor, defined below, is 
perrrMed, upon notice to the Client Service 
Repre^ntative, defined below, to eliminate exposure to 
the issuer of such security by selling all or any pre- 
ewsfing long position or buying-ln all or any pre-existing 
short position, at then-current market prices, (a) in 
wdinary market transactions or (b) in a transaction with 
an Unaf^liated Account, defined below, provided that 
securides transferred in (b) are not transferred back to 
the Account in a single transaction or series of 
dansactions. After two Exchange Business Days on the 
relevant Exchange following notice of the restriction, the 
position will be frozen and the Advisor will be prohibited 
from trading the security until it is removed from the 
Trade Restricted List. 

No trades are peimitted without prior approval of the 
Client Service Representative (for the periods required 
by RegulaticHi M, and other applicable laws, rules and 
regulations and policies of Deutsche Bank AG and its 
affiliates}. 

Advisor may, upon notice to the Client Service 
Representative, sell a pre-existing long position, sell 
short anchor buy-in a pre-existing short position. Such 
transactions should be executed af then-current market 
prices in accordance with the provisions of (a) and (b) in 
“Full Restriction". 


DB Investment No frades are permitted from the time die security goes 
on the Trade Restricted List. 


Advisor: The investment ad>risor that has been retained by Deutsche Bank AG 
London to manage the Account 

Client Service Representative: Any officer of the Client (or its specified 
Affiliate) designated as such by the Client. 


Trade Restricted List: The list of securities in which trading is restricted as 
provided by Deutsche Bank’s Compliance Departmenl from time to time. 


Unaffiliated Account: An account managed by Advisor in Vi^tich no Deutsche 
Bank entity has any beneficial interest. 


<f2031S2 vJ 


15 


Confldwtial Treabnwit Requested by Renaissance Technologies LLC 


RT-PSM0000328 



327 


«03132 vl 




Confidential Treataient Requested by Renatesance Technologies LLC 


RT-PSi-Q0000929 



328 


APPENDIX il 


November 16, 2007 

Renaissance Technologies LLC 
800 Third Avenue 
New York, NY 10022 


Dear Sirs: 

With respect to the Amended end Restated Ifwestment Advisory Agreement between 
Deutsche Bank AG, London Branch, CtSienr) and Renaissance Technoiogfes LLC (the 
‘Advisor’), dated November 16. 2007 (the ‘AgreemenC). the Advisor will receive a management 
fee of USD 6,316,200 the "Fee”), of wrfiich USD 4,81 5,000 has already been paid by Client to 
Advisor. 


The Fee shall be paid three (3) Exchange Business Days after the execution of the 
Agreement. 


Very fruly yours, 

DEUTSCHE BANK AG LONDON 


By: 

Name: Satish Ramakrishna 
Tttfe: Attorney-in-Fact 


By: 

Name; 

Tide: Attorney-in-Fact 


Agreed and Accepted; 

RENAISSANCE TECHNOLOGIES LLC 


By: 


Name: Mark Siiber 
Title; Vice President 


K03i52vl 
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APPENDIX IH 

[List of Third Party Brokers pursuant to Section 3(c)] 


NYSEARCA 

Bloomberg 

DOT 

Jeffries Execution Services 

NASDAQ 

Inslinet LLC 
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From: 

Sent: 

To: 

Cc: 

Subject: 


MarkJ Hamilton <mark.j.hamilton@db.coni> 

Friday, December 21, 2007 6:35 AM 
nicholas@renteccom 

Andrew Townend; Ben Lane; cconnor@rentec.com; eqtraders@renteccom: Kevin 
Helton; scott@renteccom 
Re: Buy Back Request 


Importance; 


Low 


Nick 

Trade as below 
thx 

DBAG London (NY) Rentech MAPS 
HYBRIDTRADE CONFIRMATION T/D 21-Dec-2007 

BGHT 52,806 ABG.MC EUR 24.68480 GR 24.73417 NET V/D 28-Dec 


Global Markets Equity - Trading 
Deutsche Bank 
Phone:+44 20 7 545 5932 
Email: mark.i.hamilton(S)db.com 


Nicholas Croce 
<nicholas@rentec.c 

om> To 

MarkJ Hamifton/DMGCON/DMG 
21/12/200710:14 UK/DeuBa@OBEMEA 
cc 


scott@rentec.com. 
eQtraders@rentec.CQm. 
cconnor@rentec.com. Ben 
Lane/db/dbcom@DBEMEA, Kevin 
Helton/db/dbcom@DBEMEA, Andrew 
Townend/db/dbcom@OBEMEA 
Subject 

Re: Buy Back Request 


Permanent Subcommittee on Investigations 

EXHIBIT #10 


Traatmiuif C?AniiAeIc>H hv RAfiaiSKarK 
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Mark, 

Piease buy to cover 52,806 shs AGB.SM and send us the execution. Also note we already bought 2,229 shs and shorted 
305 shs on the day. 

thanks, Nick 

Mark! Hamilton wrote: 

> Good Morning, 

> 

> We've been unable to maintain a borrow to fully cover your following 

> short position. 

> Please confirm your willingness to buy this position back as we're 

> exposed 
to 

> being bought in ( any cost / short sate fines will be passed on ) Due 

> to the illiquidity of this stock at present I must also ask you not to 

> short any more. 

> 

> Outstanding position to buy back. 

> 

> Qty Ric Sedol 

> 

> 54,730 ABG.MC 7174823 


> 

> Best regards, 
>Mark 


> Global Markets Equity - Trading 

> Deutsche Bank 

> Phone:+44 20 7 545 5932 

> Email: mark.l.hamiiton@db.com 


> This e-mai! may contain confidential and/or privileged information. If 

> you 
are 

> not the intended recipient (or have received this e-mail in error) 

> please notify the sender immediately and delete this e-mail. Any 

> unauthorized copying, disclosure or distribution of the material in 
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> Please refer to http://www.db.com/en/content/eu disdosures.htm for 
additional 

> EU corporate and regulatory disclosures. 


This e-mail may contain confidential and/or privileged information. If you are not the intended recipient (or have 
received this e-mail in error} please notify the sender immediately and delete this e-mail. Any unauthorized copying, 
disclosure or distribution of the material in this e-mail is strictly forbidden. 

Please refer to http://www.db.com/en/content/eu disdosures.hlm for additional EU corporate and regulatory 
disclosures. 
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From: 

Sent 

To: 

Subject 


Jim Rowen <jrowen@renteccom> 
Tuesday, February 05, 2008 1:44 PM 
Adrienne Browjing 
Re: UK MAPS 


Importance: 


Low 


excellent- and dose to what this older guy remembers 

Adrienne Browning wrote: 

> 

> not sure this is helpful, but its what I got... 


> Adriennes. Browning 

> Managing Director, Tax Counsel 

> 212 250 2610 (phone) 

> 212 797 0325 (fax) 


> Circular 230 Disdosure: To ensure compliance with requirements 

> imposed by the IRS, we inform you that any tax advice contained in 

> this communication (including any attachments) was not intended or 

> written to be used, and cannot be used, for the purpose of (j) 

> avoiding penalties under the internal Revenue Code or (ii) promoting, 

> marketing or recommending to another party any transaction or matter 

> addressed herein. 

> 

> — Forwarded by Adrienne Browning/db/dbcom on 02/05/2008 01:41 PM 

> •Steven Purvis/db/dbcom(®DBEMEA* 

> 

> 02/05/2008 01:38 PM 


>To 

> Adrienne Browning/db/dbcom@DBAMER!CAScc 

> 

> Subject 

> Re: do you remember Link 

><Note5:///85256C3A001SFA3E/38D46BF5E8F08834852564BS00129B2C/5FC7F34381 

> C7327B852573E6005C9268> 

> 

> 

> 
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> Adrienne, 

> 

> I remember little these days. All seems to blur Into one! 

> 

> However, what you describe faced some general cAjection where DB could 

> be argued to have been effectively fronting for an unregulated fund, 

> i.e trading carried ostensibly in the name of DB as counteiparty but 

> the reality being that a third party fund was (a) actively b’ading and 

> (b) DB on limited risk and (c) manager only partially subject to DB 

> oversight. Not thought a good idea then and following the Soc Gen, 

> fiasco i imagine there would be even more twitching now 

> 

> In the context of trading UK & Irish Securities, it is the old Stamp 

> Duty trap; need to be careful in picking up physical stock to hedge 

> out CFD’s and the order in which that happens. If trading existing 

> synthetics should not be a problem but since nobody was dear on how 

> it ail would work and who the liability could fall on UK/Irish stuff 

> was excluded anyway. 


> Regards 


> *Adrienne Brownlng/db/dbcom(®DBAMER!CAS* 

> 

>05/02/2008 17:00 


>To 

> Steven Purvis/db/dbcom@OBEMEA 
>cc 

> 

> Subject 

> do you remember 
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> what the analysis was for tfie following proposal: a MAPS (managed 

> account ) option, where the underlying assets were CFDs traded by 

> DBl/UK. DBL would hire an investment advisor to trade the account, 

> the assets of which are CFDs, and write an option on tf»e account to a 

> hedge fund. It is my understanding that we didn't do the trade due to 

> UK regulatory/tax restrictions. Do you recall the rationale? 

> 

> Adrienne S. Browning 

> Managing Director, Tax Counsel 
>212 250 2610 (phone) 

> 212 797 0325 (fax) 


> Circular 230 Disclosure: To ensure compliance with requirements 

> imposed by the IRS, we inform you that any tax advice contained in 

> this communication (including any attachments) was not intended or 

> written to be used, and cannot be used, for toe purpose of (i) 

> avoiding penalties under the Internal Revenue Code or (ii) promoting, 

> marketing or recommending to another party any transaction or matter 

> addressed herein. 


> This e-mail may contain confidential and/or privileged information. If 

> you are not the intended recipient (or have received tots e-mail In 

> error) please notify the sender immediately and destroy this e-mail. 

> Any unauthorized copying, disclosure or distribution of the material 

> in this e-mail is strictly forbidden. 


James S. Rowen 
Chief Operating Officer 
Renaissance Technologies 
800 Third Avenue, 35 FI 
New York, N.Y. 10022-7604 
212-829-4492 (direct) 
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Deutsche Bank Maps 
New Process/Procedures 
As of May 15, 2008 


Overview 

The product offered by Deutsche Bank known as MAPS is being restructured in a number of ways; 
contractually, operationally (reporting and reconciliadon) and economically. This document will detail 
the difference between the old and new as well as dictate any new development that would be required 
to accommodate the new product offering from an operational and accounting perspective. There are 
other changes with regards to the option confirms and investment management ^reements (c.g., trading 
guidelines) and liquidation procedures that are not within scop>e of this document. 

Old MAPS Structure vs. New MAPS structure 

First, it is important to note what has not changed: 

> Renaissance Technologies LLC is hired by Deutsche Bank to manage a DB Proprietary account 
based on a strategy implemented by Renaissance subj«Jt to certain negotiated trading guidelines. 

> Deutsche Bank AG has written barrier options whereby the value is derived from the relative 
performance of this trading strategy. Franconia Equities Ltd and Mosel Equities LP (Medallion 
entities) have purcltesed these barrier options. 

> These facts have NOT changed, (although certain trading guidelines have been renegotiated). 


The following table highlights the important structural, operational and economic (financing) differences 
between tiie old and new structures: 


ITEM 

OLD 

NEW 

Comments 





Option Style 

American 

European 

Old style can be exercised at any time. 
New style is only exercisable at the 
expiration date. There are certain 
circumstances that allow for early 
termination, most of which requires the 
forfeiture of non-reftmdable premium 
(see below), 

Premium 

Bifurcated; Fixed and 
Amortizable 

Bifurcated; Initial 

Intrinsic Value and 
Optionality Value 

The value of ihe option is increased by 
tile initial intrinsic value upon payment 
of premium. The Optionality Value is a 
non-refundable premium that is 
amortized over the life of die option 

Strike Price 

100 

100 


Barrier 

NO CHANGE 

NO CHANGE 


Notification Level 

Exists 

Does not exist 


Underlying 

Allocated NAV of the 
Trading Strategy 

Performance of separate 
portfolios underling 
each option 

Each execution is ultimately allocated 
to each option (assuming multiple 
options) based on an allocation 
methodoloBV (see below) 





Production 




Trade Executions 

NO CHANGE 

NO CHANGE 


Trade File sent to Fund 
Accounting/Operations 
andDB 

Unallocated (one 
account) 

Allocated to sub- 
accounts underlying 
each option 

Standard allocation algorithm derived 
by Fund Accounting, May be changed 
at RTLLC discretion. 

Production operations 
i (corp actions, etc) 

NO CHANGE 

NO CHANGE 
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Fund Accounting 




Premium 

NO CHANGE 

NO CHANGE 

While the different components of the 
premium do affect toe valuation of the 
options, the accounting for the option 
premimn on Mosel’s books will not 
change (The new “Optionality Value” 
portion of the premium is amortized 
straight line over the life of toe option, 
just like the Amortizetole Premium in 
toe old structure) 

Valuation 

Intrinsic value is based 
solely on the 
performance of the 
underlying strategy 

Intrinsic value is based 
<Hi ‘initial Intrinsic 

Value” (see above) 
die po^nnance of die 
undWlyins strategy 


Optionality Value (“OV”) 

Not Applicable 

The rnnmuit of premium 
deemed to be d^ved 
from die interest 
componmt of die option 

Formula agreed to by Rentec and DB 
calculated using toe Anticipated 

Leverage Amount (see below) 

Term Rate 

Not Applicable 

Rate used to calculate 

OV 

Negotiated rate 





Fund Operations 




Management/Performance 

Fee 

Management Fee 
amount negotiated b/w 
Renmc and DB and paid 
upon exercise of the 
option 

Performance Fee Rate 
negotiated bAv Rentec 
andDB. Fee is 
calculated; Rate * 
performance in excess of 
agreed benchmark. Fee 
is paid (and expensed) 
directly by the 
underlying sub-accounts 
on annual anniversary 
dates (effects intrinsic 
value) 

Performance fee rate is tentatively set at 
5%. Benchmark index is TBD 

Cash Settlement Amount 
upon exercise 

Intrinsic value plus 
premium minus 
manasement fee 

Intrinsic value 


Cash S^ement Amount 
if DB early terminates 
without cause 

bitrinsic value plus 
premium minus 
manasement fee 

Intrinsic value plus any 
unamortized Optionality 
Value 


Cash Settlement Amount 
at other early tenninatlon 
events (not a knock out) 

Intrinsic value plus 
premium minus 
manasement fee 

Intrinsic value 


Anticipated Leverage 
Amount (“ALA”) 

Not Applicable 

The amount of 
anticipated debit balance 
used to calculate 
Optionalitv Value 

Negotiated b/w Rentec and DB 

Debit Financing 

Debit Balance' in the 
account • Fed Funds + 

23 bps 

Debit Balance' in the 
account • Fed Funds + 

23 bps 



'Debit “ Account debit 
minus premium 

‘Debit » Account debit 
minus Initial Intrinsic 
Value minus Anticipated 
LcvCTage Amount 
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Short Rebatcs^ees 

Aggregate Short Market 
Value (“SMV”) ♦ Fed 
Funds -23 bps 

IfSMV> ALA then 
[(SMV -ALA)* (Fed 
Fun<fc-23l^)l + ALA 
* (Term Rate - 23 bps) 
ELSE ALA • (Tenn 

Rate -23 bps) 

Both calculations are adjusted for rates 
on Hard-to-Borrow securities 

Financing of International 
Securities 

Through Swap 

Initially no change - 
diroi^swap. 

£ventin% international 
seoiriti^ win be 
executed as cash trades 
directly mte die prop 
account and not m swan. 

Financing rates on eventual currency 
balances IBD 

Pink sheet executions. 
Occasionally the strategy 
attempts to trade securities 
that need to be manually 
booked by the DB swap 
desk (not electronically 
through Arina) 

DB Swap desk will 
insert any manual 
executions into the Arina 
system for clearance and 
settlement, There is 
currently no process in 
place to communicate 
these trades to Rcntec 
(results in a T+1 break 
that is rectified) 

DB Swap desk will 
insert any manual 
executions into die Arina 
system for clearwce and 
settiem^L In addition 
th^ wUl communicate 
with the Rcntec Fund 
Operations team i^o in 
tom will allocate those 
trades to different sub- 
accts underlying each 
option. Rcntec will 
process this file in Total 
Return and also send the 
allocation file back to 

DB for processing 

Happens Infrequently 

Fractional Shares 

NO CHANGE 

Adjustments are 
required by R^tec Fund 
Operations group 

All executions will be allocated to each 
sub-account by the Production process 
(see above) and should not result in 
fractional shares. However, fraction^ 
shares may arise from corporate actions 
or other adjustments. Rentech Fund 
Operations team will monitor the sub- 
accounts daily and will adjust to 
eliminate any unnecessary fractional 
shares. These adjustments will be 
communicated to DB. 

Portfolio rebalancing due 
to Option Exercise 

Not Applicable 

Rebalancing required 

Rentec Fund Operations group will 
reallocate the positions in the sub- 
account underlying the exercised option 
to the remaining options based on foeir 
relative cash settlement amounts as of 
COB the night of the Final Valuation 

Date (as per the option confum) using 
the closing prices for each security on 
that date. "Diis rebalancing will be 
communicated to DB. SUBJECT TO 
ADJUSTMENT BY RTLLC. 

Portfolio rebalancing due 
to a new Option being 
purchased 

Not Applicable 

Rebalancing required 

Rentec Fund Operations group will 
reallocate the positions in each sub- 
account underlying all options 
(including the new option) based on 
there relative cash settlement amounts 
of existing options and the premium 
paid on the new option. This 
rebalancing will be communicated to 

DB. SUBJECT TO ADJUSTMENT 

BY RTLLC. 


Confklenaa} Treatmwjt Requested by Renaissance Technologies LLC 


MH000294 

RT-PSI-00002321 



339 


Periodic Portfolio 
Rebalancing 

Not Applicable 

Reb^ancing available 

RTLLC may, at times, rebalance each 
underlying sub-account for any reason. 
Ibis rebalancing would be driven by 
RTLLC and could be based on any 
criteria. 

Short against the box 

Not Applicable 

Situations may arise 
wh^ a security may be 
allocated to different 
sub-accounts resulting in 
d}f&i«it ownership 
fHOpmtions titan otiter 
securities. Ibis may in 
tain resuh in one or 
more sub-accounts being 
short a security and 
(rther sub-accounts Iwing 
lonR die same security. 

The Fund Operations group will 
monitor this situation daily and, where 
apprt^riate, journal positions from one 
sub-account to another as deemed 
necessary to eliminate this “cross sub- 
account short against the box”, 

Otiierwise financing calculations will be 
impacted that may result in unnecessary 
cost increases. This rebalancing will be 
communicated to DB 

Communication of sub- 
account portfolios 

Not Applicable 

The Production group 
wOi occasionally ne^ to 
have access to the 
portfolios witiiin each 
sub-^ount. 

A process needs to be developed to send 
data files to Production detailing the 
underlying positions in each sub- 
account. 
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From: 

Satish Ramakrishna <satish.ramakrishna@db.com> 

Sent: 

Monday, June 16. 2008 4:12 PM 

To: 

jrowen@renteccom 

Cc: 

Mark Haas; Frank X N^son 

Subject: 

Language 

Attachments: 

C8488176.jpg 

Importance: 

Low 

Jim: 



Please let me know your thoughts. 

- Stagggering options: You wish to stagger options once every 3 months. My suggestion is that you 
stagger options by NAV also, so there is at least 6 points in NAV difference between different options. 
We of course can (though this is not something we would like to do) always refuse to trade with you if 
the NAVs are too close - this would also mean that you strategy has not done well since the last 
option trade and should make sense to you too. 

- Limit on initial notional per option. You need 3.6 bln (so 200 min USD premium) - we are fine with 
this with the NAV differential as above. 

- NAV > Initial NAV + 5.5 (i.e., you have made at least 50% on the initial investment) 

Leverage Framed in terms of capital needed Cure period 

18- 19 0.25%>(Cap Needed - Cap Available)/TGE >0 3d 

19- 20 0.50%>{Cap Needed - Cap Available)/TGEV >0.25% 2d 

> 21 (Cap Needed - Cap Available)/TGE >0.50% immediate take over of portfolio 

- NAV + 5.5 > Initial NAV (i.e., you have made less than 50% on the initial investment, but more than 
0 ) 

Leverage Framed in terms of capital needed Cure period 
>18 (Cap Needed - Cap Available)/TGE >0 24 hrs 

> 21 (Cap Needed - Cap Available)/TGE>0.50% immediate take over of portfolio 

- NAV <= Initial NAV 

your proposal => if NAV hits 95, we immediately take over the portfolio 

my counter => if NAV hits 97.7, we Immediately take over the portfolio (no 30d period etc) 
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- Otherwise, 5d cure periods for general guideline but the above) are OBC, with the caveat that if >3 are 
breached together, then the cure period is 2d. 

All the above is business days, not calendar days. 


Global Prsms Finotjoa 
Smfcer 



~ Redacted by the Permanent 

Subcommittee on investigations 


Best Regards, 

Satish Ramakrishna 
Deutsche Bank AG, London 
Global Markets Equity 

Global Prime Finance Risk & Complex Prime Finance 
# 1342, 60 Wall Street, New York 
+ 1 212 250 4928 New York 

+ 1. 212 250 4142/4051 Asst; Magdalena Pisarczyk 
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Strictly 


From: CN-Satish Raraakrishna/OU=db/0=dbcom 

To : CN=Axei Nieinann/OU=db/0=dbcon^DBAPAC 

cn=axel nieinann/ou=db/o=<lbcoin8dbainericas 
Date; Jun 17 2008 20:35:37 

Subject: Re: What we need coded on PEAS apart from guidelines 

Ok, let's talk. The upfront premium is not formally part of the NAV, however, 
you will notice that barriers are similarly moved down. The premium is like 
the amortizable premium in the earlier maps deal. 

Best Regards, 

Satish Ramakrishna 
Deutsche Bank AG, London 
Global Markets Equity 

Global Prime Finance Risk & Coit^lex Prime Finance 
# 1342, 60 Wall Street, New York 
+ 1 212 250 4928 New York 

^ 'ViiHiHiiiiiiiiiiiimiiiiiiiiiHB 

+ 1. 212 250 4142/4051 Asst: Magdalena Pisarczyk 


Redacted by tbe PemaDcnt 
Subconiinittee os Isvestigatioiis 


From: Axel Niemann 

Sent: 06/18/2008 08:03 AM ZE8 

To: Satish Ramakrishna 

Subject: Re: What we need coded on PEAS apart from guidelines 

I do not agree. At least from the last confirm I've seen, the realized funding 
is included in the NAV. Nothing is paid to us upfront. We only have a windfall 
gain IF the option knocks out and we don't have the to pay them back the 
future estimated funding. 

Other than that, we have no exposure to longer term rates, only overnight 
funding spraeds as usual pb. 


Axel Niemann 
Deutsche Bank AG 
Global Markets Equity 

Global Prime Finance Risk & Complex Prime Finance 
+852 2203 6491 (Hong Kong Office) 


(Embedded image moved to file: pic21590. jpgjvoted No.l Global Prime Broker 


Satish 

Raitiakrishna/db/dbc 

oraSDBAMERICAS To 

Parag 

06/18/2008 12 ! 54 Patel/NewYork/DBNA/DeuBaeDBEMEA, Axel 

AM Nieroann/db/dbcom®DBAPAC, Bolon 

Wong/ext/dbcom@DBAmeticas, Enrique 
Espinoza/db/dbcom@DBAMERICAS 
CO 

Eamon McCooey/db/dbcom8DBAmericas, 

Frank X Nelson/db/dbcom(?DBAMERlCAS 
Subject 
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What we need coded on PEAS apart from 
guidelines 


Strike is 100 
Proposed Tenor: 2y 

Let's say interest rates are fixed 2% 

Premium: 100 

anticipated leverage amt: (say) 600 

The anticipated leverage amt is not randomly chosen. It is chosen so that the 
funding cost (which we will call the "optionality value") on the long side, 
which is (ignore funding spread) 

600 X 2% X 2y = 24 

is between 20%-25% of the initial premium (100 in the above) . 

Initial NAV; 108.436 

this is because the funding spread is 2.664 (« 24/100 x 11.1). Note 

that Initial NAV + initial "optionality value" =* 111.1 

Initial barrier: 99.7 + (11,1 - 2.664) = 106.136 
Knockout barrier: 94 + (11.1-2.664) 

The optionality value declines every day as the funding is constmed. So if 
there were no performance in the account at all, but they did use the 
anticipated leverage, 

the NAV would creep up with short side rebate every day 

optionality value declines linearly every day to 0 on the expiry of the 

option 

the barrier creeps up - in NAV points, barrier «= 99.7 + (Premium - 
Optionality Value) /Anticipated Leverage Notional and Optionality Value keeps 
falling each day, hence ... 

Short side - 

The long side financed amt is paid to us immediately at start 

The short side financing - they receive a rebate rate « 2% (the agreed long 

side rate) - borrow cost, and this payment is at the end of the option.. 

We hence have interest rate risk in the mismatch of payment dates that will 
need to be hedged each time. The value of the "remaining part" (unrealized 
part) of this swap needs to be included in any unwind calculation of the 
trade. 

Performance fees - 

we need a calculator to deduct the performance fees off the NAV every 
day, with an opportunity to correct once a quarter. 

IN ADDITION - 
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if they leverage more than the long side amount that we anticipated 
(which they might) , we need to decrement the NAV to account for the funding on 
that portion. That will need some connection with Eamon’s calculator - I don’t 
want PEAS to build another funding calculator - EAMON - WE MIGHT NEED A FEED 
HERE 

Things we need built 
Optionaiity Value (in NAV points) 

NAV at any time (including funding decrement on excess balances as well 
as 

Notification Barrier at any time 
Value of unrealized part of swap 


Axel, Parag - Any points to add? 


Redacted by the Permanent 

Snbcommtttee on Invmt^atiom 


Best Regards, 

Satish Raroa)crishna 
Deutsche Bank AG, London 
Global Markets Equity 

Global Prime Finance Risk & CoTtq>lex Prime Finance 
# 1342, 60 Wall Street, New York 

•f ^llliilllill^^ 

+ 1. 212 250 4142/4051 Asst: Magdalena Pisarczyk 
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Managed Account Products 

m Option Acoraat Protile 

94150051 - DBAG MAPS Rentecb Mosd Sanities LP Option Account 1 
As Of: 24-Jun-200$ 


25-.tun-2008 04:3 lam 
Page 1 of 1 


Net NAV Index: 119.77 

Percent to Barrier: 24.74 | 



Current Value 

Change 

Previous Value I 

Unrealized P/(L) 

18,7^,821.27 

1,458.484.99 

17,278,336.28 j 

Realized P/(L) 

478.500,357.41 

5,326,294.61 

473,174,062.80 |, 

Dividend Income 

30,704.584.49 

81.674.72 

30,622.909,77 | 

Dividend Expense 

(16,455.718.57) 

80.607,47 

(16,536,326.04) | 

Bond interest Income 

0.00 

0.00 

0.00 1 

Bond interest Expense 

0.00 

0.00 

0.00 1 

Financing Interest Income 

0.00 

0.00 

0.00 1 

Financing Interest E>pense 

(27,959,989.34) 

(99,755.06) 

(27,860,234.28) | 

Short Rebates 

25,321,257.15 

76.132.05 

25,245.125.09 | 

Stock Loan Fees 

0.00 

0.00 

0.00 1 

Transaction Charges 

(2.751,726.87) 

0.00 

(2.751.726.87) | 

Management Fees 

0.00 

0.00 

0,00 1 

Other P/(L) 

0.00 

0.00 

0.00 1 

Financial Differential 

27.574,702.05 

126,489.46 

27,448,212.59 | 

Net Asset Value: 

533,670.287.58 

7.049.928.24 

526.620.359.34 | 





! Barri&P/itnmgmtiOn \ 

Barrier Index Level 

6.00 

Current Value to Earner 

668,095.585.53 1 

Barrier Value 

162,000,000.00 

Current Percent to Barrier 

24.74 1 

i 




Notional Limit 

2.700,000,000.00 

Strike Pnce 

100.00 1 

Start Date 

19-NOV-2007 

Expiration Date 

14-NOV-2010 1 

Premium % 

11.11 

Premium Amount 

299,999,999.70 | 

Premium Amortization % 

5.11 

Amortizable Premium 

137,999,999.70 J 

Dally Amortization Amount 

126,489.46 

Hxed Premium 

162,000.000.00 1 

Total Amortization To Date 

27,574,702.05 

Cash Settlement Amount 


806,095,585.23 | 
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From: 

To: 

Received(Date): 

SubjetS: 


CN=EafTKm MoCoo8y/OU=db/0=c!bcom 
CN=MfchaelGinelii/OU=db/0=clbcom@DBAmericasCT=michaei 
gineHi/ou=dWo=<lbcom@dbamericas 
Jun 25 2008 07:39:06 

Re: Tentative: MAPS Working Group - Wednesday Sessions @ 3 
PM - JuneMeetMgs 


Mike, 

i just don't think that will fly with Renaissance I will speak to Frank and 
Satish today to gamer their opinions. The reason te what happens if one 
option is near breaching the barrier and they want to reallocate trades from 
that options to othere that are at capacity while still being under the 33bn 
GMV threshold. Based on prior conversations they want to keep their 
flexibility around allocations. 


Regaids, 

Eamon McCooey 
Deutsche Bank Seojiities Inc. 
Global Markets 
Global Prime Finance 
^2121 250-6856 - Office 


(212) 250-6852 - Group Line 


‘ f*J*««* by toe Permanent 
Sabcommittee on Invest^atfons 


Michael 

Gtnei!i/db/dbcom 

To 

06/25/2008 07:31 Eamon McCooey/db/dbcofn@DBAmericas 
AM cc 

Subject 

Re: Tentative: MAPS Working Group > 

Wednesday Sessions @ 3 PM • June 
Meetings 


Ok. i have asked Parag to dial in, He and I spoke this morning. He suggested 
capping the notional limit at the option level rather than across the maps 
account. So rather than 33 bn for RenTec maps, you would have 6 bn for option 
1 , 7 bn for option 2, etc... it would be referenced in the inv Mgmt agreement 
as being set per opflions. I am not sure that suggestion works, what do you 
think? 
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From; Eamon McCooey 
Sent: 06/25/2008 07:25 AM EDT 
To: Michael Ginelli 

Subjed; Tentative: MAPS Working Group - Wwlnesday Sessions @ 3 PM - June 
Meetings 
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From; Apollo Wong </0=-GWEISS/OU=HlFD/CN=RECn>IENTS/CN=AWONG> 

Sent: Thursday, July 10, 2008 4:06 PM 

To: David Betten <dbetten@gweiss.com> 

Subject: FW; George Weiss MAPS Investment Guidelines- PLEASE READ 


From: Apolto Wotq 

Sent: Wednesday, July 09, 2008 3:56 PM 
To; Susan Sevigny; Pierce Archer 
Cc: Jennifer DeBeatham 

Subjed:: FE: ^rge Weis MAPS Inv^ment GukJdines- PLEASE READ 
OK, thanks. 


From: Susan Sevigny 
Sent: Wednesday, July 09, 2008 3:56 PM 
To: Apollo Wong; Pierce Archer 
Cc; Jennifer DeBealbam 

Sutdecb f^: George Weiss MAPS Investment Guidelines- PLEASE READ 

l spoke with Joe Sctafani @ Wims. He will be able to do the crosses requested under Rule 11 & Rule 12 in the AM — not 
today. Tks, Susan 

Susan C. Sevigny 
Assistant Treasurer 
George V\felss Associates, Inc. 

One State Stmet-20th floor 
Hartford, CT 06103 
860-240-8954 
scse\nqnv@awetss.com 


From: ApcdIo Wong 

Sent: Wednesday, July 09, 2008 3:36 PM 
To: Pi^e Archer; Susan &vigny 

Sut^ect: FW: George Wdss MAPS Investment Guidelines- PLEASE READ 


Susan, 

Please transfer all the positions mentioned in Rule 11 and Rule 12 to OGi account from the MAPS account Thanks. 
Apollo 


Frcmi: Enrique Espinoza [mailto:enrlque.espinoza@db.com] 

Sent: Tuesday, July 08, 2008 11:57 AM 
To; Apollo Wong 

Cc: Sadsh Ramakrfehna; Rafael Rojas; Joe Genovese 

Subject; (^rge Weiss MAPS Investment Guidelines- PLEASE READ 


Hi Apollo, 

Hope e\^rything is fine. We see that your MAPS book Is breaching some investment guidelines. \Afe need you to comply 
with the investment guidelines as soon as possible. 

Thanks. 


Permanent Subcommittee on Investigations 
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Kind Regards, 
Enrique 


Enrique Espinoza, CFA 
Deutsche Bank Securities !nc. 
Global Markete Equity 
Global Prime Finance Risk 
60 Wai! Street. 13th Floor 
NewYork, NY 1005-2836 
+1 212-250-2152 
+44-(0)-20754-52644 
enrique.espinoza@db,com 


This e-maii may contain confidential and/or privileged information. If you 
are not the intended recipient {or have received this e-maM In error) 
please notify the sender immediately and destroy this e-mail. Any 
unauthorized copying, disclosure or distribution of the material in this 
e-mail is strictly forbidden. 


CONFIDENTIAL TREATMENT REQUESTED 


GWALLC-PSI-0002505 



350 


From: 

Sent: 

To: 

Cc: 

Subject 

Attachments: 


Eamon McCooey <eamon.mccoo^@db.<»m> 

Wednesday, July 30, 2008 9:31 AM 
tkems@rentecc»m 

Frank X Nelscm; Jim Rowen; Peter Brophy; Satish Ramakrishna; jmayers@rentec.com 
Re: Optionaiity Value 

C6766005.gi^ C6011705.git graycol.gif: pic25411.gif; ecblank.gif 


Importance; 


Low 


Tom, 

We have proposed your suggestion to McKee with regards to defining the Optionaiity Value and instead 
deriving Ae Option Cost Factor in the Option Confirmatioa McKee has voiced no objections to the change [ 
and has inserted the concept of Option Cost Factor in Uie new drafts] but Peter has raised some concerns that the 
new formula does not really flow well as it pertains to the Option Settlement Amount B calculation. 

As we discussed the concern for changing the formula was to ensure that the Optionaiity Value as a percentage 
of the Total Premium was kept in a narrow band of approximately 20-21% and by defining the value it would 
always ensure that this ratio was maintained. 

However, when you look at the calculation for the Cash Settlement Amount B, Peter's concern is that since 
optionaiity value is now a defined value that the concept of substitute term rate and terra rate do not flow very 
well in terms of the calculation. We suggested that keeping the formula the existing way and instead manage the 
"Initial Leverage" value to ensure that the optionaiity value stays within the defined % ratio. For example, if the 
term rates go from 3% to 6% the Initial leverage would be reduced from $600mm to $300mm. I understand 
you are away but if you want to call in for 5 minutes to discuss both Peter and myself are available. 

The greater of (i) zero, and an amount determined as follows: (il) the sum of (a): 

{NAVIndex Isvel - Strike Price) x 

plus (b) the Optionaiity Value, plus (c) the greater of (x) zero, and (y) an amount 
determined as follows; 

OptiomHty Value x (Substitute Term Pate - Term Pate) x Tenor 


Regards, 

Eamon McCooey 
Deutsche Bank Securities Inc. 
Global Markets 
Global Prime Finance 
(212) 250-6856 - Office 


(212) 250-6852 - Group Line 


» Redacted by the Permaeeat 
Sabcommittecmi Invest^tioBs 
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■'■'Thomas Keras <tkerns@rentec.com> 


Thomas Kerns 

<tkcms@renteccom> ToEmncm McCoocy/db/dbconi@DBAmericas, Peter 

Brophy/db/dbcom@DBAinericas, Frank X 
07/25/2008 12:00 PM Nds)n/^/dbcom@DBAMERICAS, Satish 

Raniakrishna/{&/dbcom@DBAMERICAS 

ccJim Rowen <jrowen@rentec-com> 

SubjectOptitmaliQr Value 


Gents 

This has been bugging me, so I thought I’d give it one more go.... 

First, a recap: 

Currently we have a number of known variables and one unknown variable 
that we need to solve for 

Known: Anticipated Leverage, Term Rate, Debit Spread and Tenor 
Unknown: Optionality Value 

The current formula is OV = {AL * (TR + DS)-*Tenor) / {365+(TR * Tenor)}. 
In other parts of the confirm the concepts of Optionality Value and 
Anticipated Leverage are integral in the calculation of debit and rebate 
financing 

While this formula will give a desired result at the current interest 
levels, as interest rates increase (and we could potentially require a 
longer dated option) the Optionality Value could get prohibitively high 
even to the point of exceeding the total amount of premium. 

I played around with other formulas but still came up against the same 
conundrum (I have never typed that word before). 

Also, using a flat amount for Optionality Value does not work because of 
the concerns regarding the other financing calculations. 

That’s the recap .... here is the idea 

We talked about creating an Anticipated Leverage number (now call 
Initial leverage) based on a flat OV amount, but we thought that the 
resulting number was not representative of "leverage" and therefore 
would not work. BUT what if we left leverage out of the calculation 
altogether and used the formula that is in the confirm to create a 
number that we called the Option Cost Factor, or some other phrase the 
depicts that it was used to derive the initial cost of the option. The 
OV does represent a cost to us as this amount will amortite over the 
life of the option, so the concept of a "cost factor” is plausible. 

The derived formula is as follows; instead of solving for the unknown 
OV, we actually negotiate a flat OV amount and the Option Cost Factor 
(which replaces the AL) becomes the unknown variable that we solve for. 
The resulting formula is as follows (unless someone smarter than me can 
reduce it) : 
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Option Cost Factor = Optionality Value / (({Term Rate + Debit Spread) * 
Tenor) / (365+(Term Rate * Tenor})) 

I believe this solves our two concerns. By setting the Optionality 
Value to a negotiated amount we can ensure that the number does not eat 
up too much of the premium and we can then replace the concept of 
Anticipated Leverage with the concept of an "Cation Cost Factor" and 
which replaces the term "Anticipated Leverage" with "Option Cost 
Factor" throughout the confirm. Therefore all of the other financing 
calculations will work. 

I ran this by Dan, Jim and Jonathan vrtio are all ok with it. Your 
thoughts?????? Can we run this by HN? 

TK 


This e-mail may contain confidential and/or privileged information. If you 
are not the intended recipient (or have received this e-mail in «Tor) 
please notify the sender immediately and destroy this e-mail. Any 
unauthorized copying, disclosure or distribution of the material in this 
e-mail is strictly forbidden. 
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From: Apollo Wong <awong@gweiss.c<Hn> 

Sent: Friday, October 10, 2008 5:14 PM 

To: Rick Doucette <rdoiicette@gweiss.com> 

Subject: db maps account imbalance 


just got a call from db claiming we have too much net long exposure in 
maps and want just to bring the porfolio back within 5% exposure 
widiin a week 

maybe we can cross some position over to ybs next week 
Sent from my iPhoneSG 
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Strictly 


From: Jonathan Mayers <jmayers@reiitec.com> 

Date: 10/21/2008 09:13:19 AM 

To; Frank X Nelson/db/dbcomSDBAMERICAS; Eanmn McCooey/db/dbcom@DBAmericas ; 
Peter Brophy/db/dbcom@BBAinericas; cn=frank x nelson/ou=db/o=dbcom@dbamericas 
Subject: [Fwd: FW: DB/Rentec - Response to Issues Discussed on 10/16] 


Original Message 

Subject; FW: DB/Rentec - Response to Issues Discussed 
Date: Mon, 20 Oct 2008 18:08:03 -0500 

From: O’Brien, Michael P. <MPObrien@winston.com> 

To: 'Jonathan Mayers' <jmayers@rentec.com> 


10/16 


word from Josh 

Michael P. O'Brien 
Partner 

T: +1 (312) 558-8097 


Original Message 

From: Goldstein, Joshua [itiailtojJGoldstein@MckeeNelson.com] 

Sent: Monday, October 20, 2008 6:04 PM 
To: O'Brien, Michael P. 

Cc: Kopp, Steven 

Subject: RE: DB/Rentec - Response to Issues Discussed on 10/16 
Dear Michael, 

A couple of comments regarding your email of Friday, October 17. 

1) You have proposed 20 Exchange Business Days as the use-it-or-lose-it 
timing on the Advisor Fox Cause Termination Event. I'm sure you must 
realize that this is a huge departure from the 4 Exchange Business Days 
that you had reviewed in multiple earlier drafts (and please note that 
the clock started ticking, under the earlier drafts, from the time that 
the Advisor became aware of the facts giving rise to the breach - 
without regard to any 2- day cure the Client might have) . In any 

event, expanding this to 20 Exchange Business Days does not wor)c from a 
tax standpoint. 20 Exchange Business Days to make a termination 
decision under a 13-month option tilts the balance strongly in favor of 
viewing the accrual of this termination right into the effective 
conversion of the option into an American style option. Although we 
conveyed to you that we could give you another day - to 5 Exchange 
Business Days, unfortunately we cannot give you 20 days. In addition, 
for terminations such as breaches of confidentiality and 
representations, there seems to be no rational business reason that 
would require you to have more days to make a termination decision 
(particularly no business reason that would withstand out tax analysis). 
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2) I have spoken with DB about the Pcicing Period adjustment which 
RenTech and you are rejecting. DB has expressed to me that you're 
position is the same one that you, me and my colleague Steve Kopp 
discussed on the phone last week; namely that you believe that because 
the Calculation Agent determines the Pricing Period, the basis risk that 
we identified does not exist. Perhaps there is a misunderstanding, but 
permit me to reiterate our position. The definition of Pricing Period 
states : 

"In the event that the Buyer disputes the Calculation Agent's 
determination of the Pricing Period and can reasonably demonstrate that 
an investment manager could have liquidated and reduced to cash a 
portfolio substantially similar to the Basket in a shorter period 
subject to the same conditions considered by the Calculation Agent in 
determining the Pricing Period, then Buyer and Seller shall mutually 
determine in good faith any adjustment to the Pricing Period and the 
Pricing Period shall end on the last day of such adjusted period." 

Suppose, for example, that the Confirmation is terminated on a Monday 
morning by Mosel because of a Credit Event Upon Merger in respect of DB. 
The Pricing Period would then be treated as having started at the time 
of such termination on Monday. However, the lAA would not automatically 
terminate and so DB, if it chose to terminate the lAA, would need to 
give three days notice to the Advisor that it was terminating the lAA 
without cause. The Advisor then has three days to decide whether it i.s 
going to control the Liquidation. After those three days pass, if the 
Advisor has not stated that it will control the Liquidation, then the 
Client may take control of the Account and commence the Liquidation. 
{Alternatively, the Advisor can notify DB on, say, Wednesday, that it is 
commencing a Liquidation.) 

Thus, under this scenario, DB wouldn't be able to conanence a Liquidation 
of the Account until three days after the Option terminated, on Thursday 
(assuming DB gave a termination without cause notice to the Advisor as 
soon as Mosel delivered a Buyer Termination Notice of the Option) . 
However, the Pricing Period began on Monday. But suppose further that 
DB was able to completely liquidate the account on Thursday {in one 
Exchange Business Day) . The Calculation Agent may state (although I 
don’t know that they reasonably could) that the Pcicing Period ran from 
Monday through Thursday. But the text of the Confirmation allows Mosel 
to dispute this determination - they can point out that the Liquidation 
could have been completed in one Exchange Business Day {because it 
actually was), and so they say that the Pricing Period should have 
started and ended on one Exchange Business Day, i.e. on Monday. Mosel 
could then argue that they believe that the Option should have been 
liquidated at market values reflecting where the market was on Monday 
rather than Thursday - leaving DB exposed to market movements (basis 
risk) from Tuesday through Thursday. This is the problem we are trying 
to eliminate. And of course it doesn’t matter whether the actual 
Liquidation is one day, or several days, or a month, or whether, under 
the alternative scenario, the Advisor notifies DB on Wednesday that it 
is commencing a Liquidation (and actually conducts the Liquidation in 
one day or any other nxunber of days) . The same basis issue lurks in 
either of these scenarios. 

Thus, even though the text says the Calculation Agent determines the 
Pricing Period, it also allows the option Buyer to challenge such 
determination. We are simply addressing that this dispute mechanism 
creates the basis risk that we want to mitigate. 
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Joshua J. Goldstein 
Associate 

McKee Nelson LLP 
One Battery Park Plaza 
New York, NY 10004 
Phone: (917) 777-4378 
Fax: (917) 777-4299 
jgoldsteinSmckeeneison.corfi 

Original Message 

From: O'Brien, Michael P., (mailto:MPObriengwinston.com] 
Sent: Friday, October 17, 2008 3:06 PM 
To: Goldstein, Joshua 
Cc: 'Jonathan Mayers’ 

Subject: DB/Rentec - Response to Issues Discussed on 10/16 


Josh: 

This morning, I discussed with Jonathan the issues that we discussed 
yesterday afternoon concerning our latest comments on the outstanding 
points. Rentec's response on two of those issues is as follows; 

1. Short Sale Liquidity Failure - Rentec is willing to accept DB's 
proposed approach with respect to creating Designated Positions on a 
transaction by transaction basis (in contrast to the "all or nothing” 
approach we proposed) to avoid a Short Sale Liquidity Failure. Thus our 
proposed change of 10/16 to the "Short Sale Liquidity Failure” rider can 
be ignored. Instead we propose to redraft slightly the parenthetical 
provision of the first sentence of the rider to read as follows: 

"provided that, for purposes of this provision and in respect of any 
proposed short sale, the Client shall be deemed to have made sufficient 
shares available to support such short sale if the Client notifies 
Advisor that such short sale creates a Designated Position." 

As discussed, our proposed addition of a new Section' 2(b) (v) remains 
appropriate. 

2. Section 8(d) - With respect to the lead in to Section 8(d), third 
paragraph of the DB proposed rider, Rentec is ok to withdraw the concept 
of the Advisor For Cause Termination Event but would propose to revise 
the relevant language to read: 

"within twenty (20) Exchange Business Days of (x) in the case of (W) or 
(Y), attaining knowledge of the facts giving rise to the relevant breach 
or (y) in the case of (X), the occurrence of the Material Client Support 
Breach" 

3. Pricing Period - I understand that Rentec is discussing directly 
with DB its concerns with the changes to this provision. 
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Please do not hesitate to contact avs with any questions concerning the 
above. 

Best regards 

Michael P. O'Brien 
Partner 

Winston & Strawn LLP 
35 West Wacker Drive 
Chicago, IL 60601-9703 
T: +1 (312) 558-8097 
F: +1 (312) 558-5700 

bio<http: //www. wins ton . com/index. cfm?contentID®24fiitemID=12352> | 
vcard<http : //www. winston . com/sitef iles/wsvcard/12 352 . vcf > i 
email<mailto : MPObrienSwinston. com> i 
WWW. wins ton. coin<http: //www. winston. com> 


The contents of this message may be privileged and confidential. 
Therefore, if this message has been received in error, please delete it 
without reading it. Your receipt of this message is not intended to 
waive any applicable privilege. Please do not disseminate this message 
without the permission of the author. 


Any tax advice contained in this email was not intended to be used, and 
cannot be used, by you (or any other taxpayer) to avoid penalties under 
the Internal Revenue Code of 1986, as amended. 


Any advice contained in this e-mail (including any attachment that does not 
expressly state otherwise) is not intended or written to be used and cannot be 
used by any taxpayer for the purpose of avoiding United States Federal tax 
penalties that may be imposed. If this advice is used to promote, market, or • 
recommend any transaction or investment, the advice was written to support the 
promotion or marketing of the transaction or matters addressed and each 
taxpayer should seek advice based on the taxpayer's particular circumstances 
from an independent tax advisor. 


We hereby confirm that we are placing no limitation on any disclosure of the 
tax treatment or tax structure that is the subject of any written advice 
provided in this e-mail or any attachment. 


The information contained in this message may be privileged and confidential 
and protected from disclosure. If the reader of this message is not the 
intended recipient, or an employee or agent responsible for delivering this 
message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly 
prohibited. If you have received this communication in error, please notify us 
immediately by replying to the message and then delete the message from your 
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computer. 


Notice required by law: This e-mail may constitute an advertisement or 
solicitation under U.S. law, if its primary purpose is to advertise or promote 
McKee Nelson LLP's products or services. You may choose not to receive 
advertising and promotional messages from McKee Nelson LLP at this e-mail 
address by forwarding this message to inailtornosnailf romQMcKeeNelson. com. If 
you do so, the sender of this message will be notified promptly, and messages 
designated as advertising or promotion will be automatically blocked once 
necessary modifications to our e-mail system have been completed. Our 
principal postal address is 1919 M Street NW Washington, DC 20036. -MVIII.APR- 


The contents of this message may be privileged and confidential. Therefore, if 
this message has been received in error, please delete it without reading it. 
Your receipt of this message is not intended to waive any applicable 
privilege. Please do not disseminate this message without the permission of 
the author. 

Any tax advice contained in this email was not intended to be used, and cannot 
be used, by you {or any other taxpayer) to avoid penalties under the Internal 
Revenue Code of 1986, as amended. 


Jonathan Mayers 
Renaissance Technologies LLC 
800 Third Avenue, 35th floor 
New York, New York 10022 
tel [212)872-1614 


strictly Confidential — Not for Ciroulation/Conauittee Mesi>ers and Staff Only 
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Mr. Ramakrishna: In that situation., so that's the way option is supposed to work., now 

what I've uh.. now this is meant... this is structured as an option because 

Mr. Broeksmit: Yeah for tax reasons 

Mr. Ramakrishna; For tax reasons but the., the., the option makes it clear that the 

premium is the only.... only commitment that the option holder has 

Mr, Broeksmit: Yeah umm hmm 

Mr. Ramakrishna: And so it's like a non-recourse strike 

Mr. Broeksmit; Yes 
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EXCERPT 


TRANSCRIPT OF AUDIO RECORDING PRODUCED 
TO THE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

Date: November 6, 2008 

Parties: Jim Rowen, Peter Brown, Satish Ramakrishna and Deepak Agrawal 

Bates: DB-PSI 00122457 

Peter Brown: ... So I think your question is how would we react when some extraordinary thing 
happened that can’t be so easily measured in market statistics? Is that accurate? 

Satish Ramakrishna: Absolutely, yes. 

Peter Brown: Well, the answer there is that we have a risk control department and we also have 
senior management, all of whom are quite tuned into what is going on in a qualitative sense in 
the market. Jim Rowen, here, is a perfect example. He spends a good fraction of his day calling 
around to various counterparties, some of whom we have relationships with and some of whom 
we don’t, getting a sense of what is going on in the market. We then take that into account and it 
adjust the levels at which we run. So, for example - and now is a perfect example. October - 
and I think I can say this because it’s going to be in the letter which I’m just writing. October 
was a record month for us. And, ah, we’ve done very well so far this month. It seems like an 
extremely - our models are functioning very well in this environment. Nonetheless, we are, they 
are, we are running at reduced levels and the reason we are running at reduced levels is precisely 
the reasons that you bring up. It’s - there’s still - it’s not cleat - we’re still in unchartered 
territory here. We don’t know exactly - is government intervention going on. This is new - the 
models don’t see the government intervention but we do, and we are nervous that something 
could happen. As a result, right now the model would like to have very large portfolios, but we 
are running at reduced levels simply because of those qualitative extraordinary items you were 
talking about. So we have actually intervened and we do that from time to time when things like 
this happen. 
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To: eamon.m(Xooey@db-com[6amonjnccooey@db.comj: Peter Brophy[peter.brophy@db.coml 

Cc: Moeteil, Mitch[MMoetell@^nston.comJ: Cohen, Edmund S.[ECohen@winslon.com]: Jim 

Rowenjjrowen@rentec.com]: Jonathan Mayersfimayers^^ntec.com]; 
tkems@rentec.com[tkems@rentec.com]: 'DanfelKorai^[dkoranyi@rentec.com] 

FrcBTt: O'Brien, Michael P. 

Sent: Wed 12/10/2008 10:52:33 AM 

Importance: Nomta! 

Subject: FW: Test of representations 


Eamon and Peter: 


Please see Mitch's comment below. 


Thanks 


Michael P. O'Brien 
Partner 


T: +1 (312) 558-8097 


WINSTON 

&STRAWN 

U.P 


from: Moetdl, Mitch 


I Ptriwinent Subeommittee on Invertlgations 
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Sent; Wedn^day, DecemiDer 10, 2008 8:48 AM 
To: O'Brien, Michael P.; Cohen, Edmund S. 
Subject: RE: Test of representations 


In the lead-in. instead of "...in support of your legal opinion." say”.. .in support of your legal 
opinion to Mosel and certain of Its affBiates." 


Thanks, 


Mitch 


Frwn: O'Brien, Michael P. 

Sent: Tuesday, December 09, 2008 11:24 PM 
To: Moeteti, Mitch; Cc^en, Edmund S. 
Subject: FW: Test of representations 


Pleas© see DB proposed reps below. Please let me know how you wish to respond to DB, 
Best 


From: Eamon McCooey [fnallto:eamon.mccooey@db.com] 
Sent: Tuesday, December 09, 2008 10:00 PM 
To: O'Brien, Michael P. 

Cc: peter.brophy@db.com; frank.x.nelson@db.com 
Subject: Fw: Test of representations 


Confidential Treatment Requited by Renaissance Technologies LLC 
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Michael, 

Please find listed below the prcposed draft of the DB reps that we will make to 
Winston, please let me know If this format is acceptable. 


Regards, 

Eamon McCooey 
Deutsche Bank Securities Inc. 
Global Markets 
Global Prime Finance 
(212) 250-6856 - Office 




(212) 250-6852 - Group Line 


This e-maii may contain confidential and/or privileged information. If you 

are not the intended recipient (or have received this e-mail in error) 

please notify the sender immediately and destroy this e-mail. Any 

unauthorized copying, disdosure or distribution of the material in this 

e-mail is strictly forbidden. — Forwarded by Eamon McCooey/db/dbcom on 12/09/2008 

10:59 PM — 


Marcelo Riffaud/db/dbcom 
12/09/2008 09:45 PM 


To 


frank.x.neison@db.com, Eamon McCooey/dWdbcom@DBAmericas, Peter 
Brophy/db/dbcom@DBAmericas 


Confidential Trea^ent Requested by Renaissance Technologies LLC 
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CC 


mafcelo.riffaud@db,com 


Subject 


Fw: Test of representations 


Frank, 

Here is the text of the rep letter for Winston. Please note that since we do not 
yet know the date of the option, the MIAA and the SIAA, we cannot date this 
or finalize this document. But that shouldn't be a problem, because it won't 
be required in final form until then - which is the same day that we'll get their 
opinions. 

Please show this to Winston. No doubt they will want to comment. 

As to McKee's rep letter, they will likely want to draft their own as well, but we 
can do the same with their reps as I have done here. 

START OF WINSTON REP 

LETTER 

[ENTER DATE) 

Winston and Strawn [Correct spelling] 

[Address] 


In connection with (a) the Outperformance Barrier Option Transaction 
between Deutsche Bank AG London ("DB") and Mosel Equities LP ("Mosei") 
dated [ ] (the "Option"), (b) the Master Investment Advisory Agreement 
between DB and Renaissance Technologies LLC ("Rentec") dated [ ] (the 
"MIAA"), and (c) the Supplemental Investment Advisory Agreement (the 
"SIAA") between DB and Rentec dated [ ] (the "SIAA" and together with the 
Option and the MIAA, the 'Transaction Documents"), you have asked that we 
provide the following representations as part of the basis of support of your 
legal opinion. 

Unless the context indicates otherwise, all capitalized terms used herein and 
not otherwise defined herein shall have the meanings provided in the 
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Transaction Documents. 

DB represents and warrants as follows: 

1 . DB would not be willing to extend a loan aimmitment to Mosel in the 
amount that would be necess^ to enable Mosel (as borrower) to trade 
positions in securities up to the limits set forth in the SIAA in an account 
owned by Mosel (as borrower) that was capitalized with an amount equal to 
the Sub-Account Initial Capital Available, if DB’s recourse, as lender, were 
limited to the assets in that account; and 

2. It will be operationally feasible for DB to create Designated Positions, both 
by not executing transactions directed by the Advisor and by unwinding or 
liquidating Effected Positions without foe direction of foe Advisor, 


DEUTSCHE BANK AG LONDON 


By:__ 

Name: 

Title: 


By:_ 

Name: 

Title: 


LETTER 


END OF WINSTON REP 

I . Redacted by Ihe Permaiwiil 

I Subcommittee on Investigations 


Marcelo Riffaud 

Managing Director | Legal Department 

Deutsche Bank AG 1 6 0 Wall St. | New York , NY 10005 

212.250.7628 (office) | 732.460.7183 (fax) 

PRIVILEGED AND CONFIDENTIAL COMMUNICATION 


The contents of this message may be privileged and confidential. Therefore, if 
this message has been received in error, please delete it without reading it. Your 
receipt of this message is not intended to waive any applicable privilege. Please 
do not disseminate this message without the permission of the author. 
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Any tax advice contained in this email was not intended to be used, and cannot 
be used, by you (or any other taxpayer) to avoid penalties under the interna! 
Revenue Code of 1986, as amended. 
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EXECUTION COPY 


MASTER INVESTMENT ADVISORY AGREEMENT 

AGREEMENT dated as of December 15. 2008 {ttie “Aareement ") between Deutsche Bank AG 
London (the " ClienD . and Renaissance Technologies LLC (the “ Advisor, ” and with the Client, each a 
•’ Party ” and together, the “ Parties" ). 

In consideration of the premises and mutual promises hereinafter set forth, the parties hereto 
agree as follows: 

1 Appointment of the Advisor, 

{a} The Client hereby appoints the Advisor as the exclusive manager of a separately 
managed account containing a designated portton of flie Clfenfs proprietary portfolio (the “Accxiunt ") upon 
the terms hereinafter contained and in accordance with the Cilenfs Investment Guidelines and 
Compliance Restrictions as set forth on Appendix t herete, (die “ Master Investment Guidelines and 
Compliance Restrictions ") and the Advisor hereby accepts such appointment and agrees to assume the 
obligations and duties set forth herein until its appointment shall be terminated as hereinafter provided. 
Any amendment to the Master investment Guidelines and Compliance Restrictions must be in writing and 
signed by the Parties. At the request of the Client, toe Account may be divided into one or more sub- 
accounts (each, a "Sub-Account"). With respect to any Sub-Account, further investment guidelines and 
compliance restrictions will be established under Supplemental Investment Guidelines and Compliance 
Restrictions (“ Supplemental Investment Guidelines and Compliance Restrictions ") pursuant to a 
Supplemental Agreement (as defined betow). The Client may ftjrther sub-divide each Sub-Account into 
(i) one or more "Trading Accounts" and (ii) one or more “Term Accounts," as those terms are defined in 
the applicable Supplemental Agreement. Upon the establishment of any Sub-Account, the Parties shall 
execute a Sub-Account Supplemental Investment Advisory Agreement, (a “ Supplemental Agreement. ") in 
the form attached hereto as Appendix II. so as to include, if appropriate, Supplemental Investment 
Guidelines and Compliance Restrictions with respect to such Sub-Account, and any other terms 
individually applicable to such Sub-Account. 

(b) The fees and compensation of the Advisor for the performance of its duties under this 
Agreement are as set forth in the applicable Fee Letter (each, a " Fee Letter" and ail such fees, collectively 
“ Advisor Fees ’) entered into between the Advisor and the Client attached as an appendix to each 
Supplemental Agreement. 

(c) Until toe termination of this Agreement, and subject to the provisions of this Agreement 
permitting it to act otherwise, the Client shall provide, or cause to be provided, such services, maintain 
such reports and perform its obligations under this Agreement as is necessary to permit the Advisor to 
perform its obligations under this Agreement, subject to the limits contemplated by the Master Investment 
Guidelines and any applicable Supplemental Investment Guidelines. 

(d) The Client owns ail assets in the Account, is entitled to all income In respect thereof 
(other than income credited In respect of Designated Positions (as defined below)) and is responsible for 
all expenses in respect thereof (other than expenses debited in respect of Designated Positions) subject 
only to the obligations of the Client to toe Advisor hereunder or under any Fee Letter, Nothing in this 
Agreement shall be deemed or construed to convey to the Advisor an ownership interest in the Account. 

2 Functions. Powers, Duties and Obligations of the Advisor: Designated Positions. 

(a) During the continuance of its appointment the Advisor shall, subject to compliance with 

the Master Investment Guidelines and Compliance Resbictions and any applicable Supplemental 
Investment Guidelines and Compliance Restrictions, have full power, authority and right to: 

(i) supervise and direct the investment and reinvestment of all assets in the Account, and 
engage in such transactions on behalf of the Client’s Acraunt, in the Advisor's discretion and without prior 
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consultation with the Client, subject only to ttie terms of this Agreement, in any and all foims of securities 
or other property, including, without limitation, derivatives, options, futures and commodities, as permitted 
by the Master Investment Guidelines and Comirfiance Restrictions and any applicable Supplemental 
investment Guidelines and Compliance Restrictions (any transaction directed by the Advisor and actually 
executed on behalf of the Account pursuant to such directions being an “Effected Position”); provided. 
that any Effected Position that, at the time of its execitfon, results in an investment Guidelines Violation 
or a Compliance Violation (as each term is defined below in Section 8(c)) . shall remain an Effected 
Position unless and until liquidated; 

(il) hold temporary cash balances In the Account or invest such temporary cash balances in 
money market funds or comparable short-teim investments with interest thereon credited to the Account 
and the applicable Sub-Account; 

(iii) prepare or procure the preparation of reports on the Account’s investment performance 
and such other matters, as further provided herein; 

(iv) select and place orders with brokers and dealers to execute Account transactions, as 
further provided herein; and provide such other services in connection with the management of the 
Account by mutual consent of the Client and the Advisor. 

The Advisor shall keep or cause to be kept on behatf of the Client's Account such books, records, 
statements and acrounts as may be necessary to evidence a complete record of all transactions carried 
out by the Advisor for the Account; and shafl permit the Client and its employees and agents to inspect 
such books, records and statements at ail reasonable times. 

in exercising rights and carrying out its duties hereunder the Advisor is authorized to act for the 
Account and on the Client’s behalf either by itself or in part through its authorized agents as it shall 
determine; provided, however, that the appointn>ent of any agent shall not relieve the Advisor of its 
responsibilities or liabilities hereunder. In managing the Account and exercising rights and Dairying out its 
duties hereunder, the Advisor shall exercise the same care that It would exercise in handling similar 
matters for its own account, except as such standard of care may be otherwise modified by the express 
terms of this Agreement, 

The Advisor is authorized but shall not be required (x) to tenderer convert any securities in the 
Account, (y) to execute instruments with regard to such securities and (z) to endorse, transfer or deliver 
such securities. Unless directed by toe Client, the Advisor shall not execute waivers or consents with 
regard to any securities in the Account, not exercise rights (including voting rights) with respect to such 
securities and not consent to any class action, plan of reorganization, merger, combination, consolidation, 
liquidation or similar plan with reference to such securities. 

The authorities herein contained are continuing ones and shall remain in full force and effect until 
revoked by termination of this Agreement as hereinafter provided, but such revocation shall not affect any 
liability in any way resulting from transactions initiated prior to such revocation. 

(b) Notwithstanding the power, autoority and rights of the Advisor under Section 2faT the 
Client Shalt retain the power to reject any transaction directed by the Advisor on behatf of the Account 
prior to the actual execution thereof and to unwind or liquidate any Effected Position without the direction 
of the Advisor. Upon the exercise of such power by the Client or otherwise as set out below, a 
transaction on behalf of the Account shall create (with the consequences set out below) a “Designated 
Position" if: 

(i) such transaction is directed by the Advisor and is not executed in accordance with such 
directions as the result of instructions by the Client (other than inclusion on the Restricted List); 
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(ii) an Effected Position is unwound or liquidated by the Client without the direction of the 

Advisor; 

(iii) such transaction is directed by the Advfeor and is not executed in accordance with such 
directions as the resuit of the direct market access (or eqwvalent) execution system of the Client being 
inoperative; 

(iv) such transaction is directed by tfe Mvteor and Is not executed in accordance with such 
instructions but Advisor receives notification from the Client tttat the transaction was executed; or 

(v) such transaction is a PotenUal Short Sale (as defined in Section 8(d)) in respect of which 
the Client has provided to tiie Advisor an SSLF Designated Position T reatment Notice (as defined in 
Section 8(dl) and the Advisor confiims, during such Exchange Business Day. that the Advisor would have 
directed such Potential Short Sale on such Exchange Business Day as a transaction for the Account if the 
Client had actually made, or had caused to be made, available sufficient shares to support such Potential 
Short Sale. 

Notwithstanding the foregoing a transaction directed by the Advisor shaii not create a 
“Designated Position' and shall be given no effect under this Agreement if (x) the transactton is a short 
sate that is described in sub-ctause 2(bXi) above and, prior to direction by the Advisor, the Client had 
notified the Advisor that it did not have reasonable grounds to believe that the relevant security couid be 
borrowed so that it could be delivered on the date delivery of such security would have been due in 
respect of such short sale, (y) the transaction is described in sub-ciause 2(b)(iii) above and the Client has 
provided the Advisor notice that such execution system is or was inoperative, provided that if the Client 
provides such notice after the execution system tecomes operative again, it must be provided no later 
than commencement of trading on the next Exchange Business Day (for frie affected Exchange or 
Exchanges) after the Client has become aware of the existence of such transaction, or (z) the transaction, 
if executed in accordance with such directtons, vrould have resulted in an Investment Guideline Violation 
or a Compliance Violation. In the event that the Advisor receives notice that the direct market access (or 
equivalent) execution system is inoperative (x) the Client may direct the Advisor to cancei, and upon such 
direction the Advisor wilt cancel, any open orders directed for execution through such system and such 
cancelled orders shall be given no effect under this Agreement and (y) until it receives notice that the 
system is operative, the Advisor will not direct new transactions on behalf of the Account for execution in 
such system, 

A “Designated Positton' represents toe hypothetical position, and the resuits thereof, that would 
have existed in the Account if the transaction that created such Designated Position had been executed 
in accordance with the directions of the Advisor or if the Effected Position unwound or liquidated by the 
Client without the direction of the Advisor had not been so unwound or liquidated, as the case may be 
(Designated Positions and Effected Positions being “Advisor Positrons’). A Designated Position shall be 
deemed liquidated only (x) if the Advisor notifies the Client that the Designated Position is to be deemed 
liquidated; (y) In connection with a Liquidation (as defined below) or (z) if the Designated Position would 
have caused, at any time, an Investment Guideline Violation or a Compliance Violation if the position had 
actually been an Effected Position at such time, in which case the Designated Position shall be deemed 
liquidated at the time such violation would have occurred. 

The Client will maintain a record of Designated Positions and the performance thereof and any 
correspondence from the Client in respect of Designated Positions shall be sent to the Advisor in 
accordance with Section 11(aV For purposes of determining the performance of any Designated 
Positions in the Account or any Sub-Account, the prices associated with Designated Positions will be 
(X) in the case of a Designated Position created under any of sub-clauses (1), (iii). (Iv) or (v) above, the 
initial price shall be within market parameters based on the time the transactton that created the 
Designated Position would have been executed, or (Y) in the case of a Designated Position created 
under sub-clause (ii) above, the initial price shall be at the price the initial Effected Position was unwound 
or liquidated if such Designated Position was established as a result of the unwinding or liquidation of an 
Effected Position; and the price associated with the deemed liquidation of a Designated Position shall be 
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within market parameters, based on the time such liquidatfon h deemed to have occurred (in accordance 
with the preceding paragraph). Dividends arid -interest income and expenses shall be credited or debited, 
as applicable, during the tenure of a Designated Position. 

(c) At any time the Account shall ojnsist of ttie Advisor Positions outstanding at such fime 
and any cash (or investments of sudi cash) then heU in the Account. 

3 Trade Process Procedures. 

(a) Daily Trade Blotter File. No later than at the cbse of business (i.e., 5:00 p.m. New Yorit 
Time) on each “Exchange Business Day" (as used herem, as defined in the 2002 ISDA Equity Derivatives 
Definitions and with respect to the primary Exchange(s) on which such equity securities or Underlying 
Securities (as defined in the Master Investment Giwleiines and Compliance Restrictions or any applicable 
Supplemental Investment Guidelines and Comi^iance Restrictions) in the Account trade, provided that if 
the context does not relate to an equity security or Underlying Security, then the applicable primary 
Exchange shall be the New Yori< Stock Exchange), the Advisor st^il deliver via electronic transmission to 
the relevant Client contact specified in Secfion 11(g) below (or such other person as the Client may 
specify in writing) a “Trade Blotter File’ setting forth for each Advisor Position occurring on such 
Exchange Business Day, the following: 

(i) the Ticker (or other security identifier); 

(ii) the quantity and transaction price (gross basts); 

(iii) commission or any ott^r transaction fee. if available; 

(iv) the name of the third party executing broker (if any); 

(v) the applicable Sub-Account or Sub-Accounts and if the trade is to be divided among 
multipie Sub-Accounts, the relevant allocation to each such Sub-Account; and, 

(vi) transaction type (buy. long sale, short sale, etc.); 

provided, furfoer . at any time during the term of this Agreement, the Advisor shall provide, once 
every hour prior to the close of business during such Exdiange Business Day, intra-day reports setting 
forth the information described in this Section 3(a). 

The Trade Blotter File shall be delivered to the Client In mutually agreed format/medium. 

(b) Short Sales, Prior to effecting any short sales In any security for the Account, the Advisor 
shall obtain, from the authorized designee of the Client, short sale borrowing capability, it being 
understood and agreed that securities borrowing transactions to cover short sales shall be the 
responsibility of the Client. The Advisor shall effect all short sales and ail other securities sales for the 
Client's Account in full compliance with alt applicable short sale rules under federal securities law and 
regulations and the rules of the relevant securities exchange. 

(c) Third Party Brokers. Other than In respect of the Investment of cash, the Advisor shall 
execute trades in or for the Account only with those brokers identified on Appendix III hereto. Appendix III 
may, from time to time, be amended in writing by mutual agreement of foe parties hereto, such 
agreement not to be unreasonably withheld. Notwithstanding any provision regarding the Advisor’s 
authority hereunder to act on behalf of the Client, any documentation required in connection with 
establishing such brokerage account shall be reviewed and approved by the Client prior to execution, 
such approval not to be unreasonably withheld. 
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(d) Equity Position Limitations. Tlie Advisor spedficaity agrees and acknowledges that (i) 
U.S. and foreign securities and banking laws applicable to ttie Client may limit fnam time to time the 
trading decisions of the Advisor in respect of ttie Act»unt; (n) specifically (by way of example, and without 
any limitation) pursuant to applicable U.S. banking laws and regulations the Ciient is subject to general 
limitations on holding a class of the outstandhig votit^ equity securities or any class of equity securities 
(voting and non-voting) of any U.S. company; and (iii) under relevant U.S. and foreign banking and 
securities laws, generally any equity position of a particular issuer held in the Account will be aggregated 
with equity posifions of such issuer held in otoer proprietary account(s) of the Client for purposes of 
determining compliance witti such banking laws. For purposes of this paragraph, the Client will notify the 
Advisor, from time to time, of such U.S. and foreign laws and regulations as may be applicable to the 
Client. 


(e) Regulatory Compliance . The Advisor speclficaily agrees and acknowledges that it may, 
from time to time, be necessary or advisable, to the ejrtent necessary to maintain compliance with U.S. or 
non-U.S. applicable law or to maintain comf^lance with this Agreement, to liquidate certain Advisor 
Positions or to take other remedial actions. The Advisor agrees to comply oromptiv with any Client 
directions in this regard, including, but not limited to, those arising out of Section 8(cKiiil below. 

4 Services of the Advisor Not Exclusive. 

The services of the Advisor to the Client hereunder are not to be deemed exclusive and the 
Advisor shall be free to render similar services to others and to retain for its own use and benefit a!! fees 
or other moneys payable thereby and the Advisor shall not be deemed to be affected with notice of or to 
be under any duty to disclose to the Clfent any feet or femg which comes to the notice of the Advisor or 
any employee or agent of Advisor in the course of the Advisor rendering similar services to others or 
in the course of its business in any other capacity or In any manner whatsoever otherwise than In the 
course of carrying out its duties hereunder. Nothir^g tn this Agreement shall limit or restrict the right of any 
directors, officers or employees of the Advisor to engage in any other business or to devote his time and 
attention in part to the management or otiier aspects of any other business, whether of a similar or 
dissimilar nature. The Advisor may aggregate purchases or sates of securities for the Account with 
purchases or sales of the same securities by other clients of the Advisor, provided that the Advisor first 
discloses to, and obtains the approval of, the Client regarding the Advisor’s allocation procedures. The 
Advisor agrees that in the event that purchases or sales of securities for the Account shall coincide with 
purchases or sales of the same securities by other clients of the Advisor, the Advisor wilt make such 
allocation in a manner believed by the Advisor to be equitable to each client. 

Subject to Section 3fc). instructions to execute securities transactions may be placed by the Advisor with 
brokers, dealers and banks who supply services to the Advisor and such services may be used by the 
Advisor in advising other clients of the Advisor. 

5 Indemnification. 

Each Party (as applicable, the “Indemnitying Party") agrees to indemnify, defend and hold 
harmless the other Party (the “Indemnified Party") and its officers, directors, shareholders, employees, 
afiliates and agents from and against all demands, claims, lisbilities, damages, expanses (including legal 
fees and disbursements) and losses (collectively, “Claims") to the extent resulting directly from, and 
subsequent to, any action or failure to act by the Indemnifying Party that results In arty material breach by 
the Indemnifying Party of any of the representations, warranties or agreements of the Indemnifying Party 
contairted In this Agreement and the Appertdices annexed hereto. Notwithstanding the foregoing, the 
Indemnifying Party shall not be liable for any Claim resulting from its failure to act if the indemnifying Party 
made good faith and commercially reasonable efforts to take the relevant action but was unable to timely 
effectuate such action as a result of market conditions or other circumstances beyond its control. 
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6 Agency Cross Transactions. 

Solely for the benefit and for the best interest of the Cfent (and, for the avoidance of doubt, not 
with a principal purpose of benefiting itself or one of its otiier clients), the Advisor shall be permitted to 
effect transactions between the Cltenfs Acrount arKi any other account for which the Advisor acts as 
inveshment advisor. In connection with su<^ transactions, the Advisor may act as broker for, receive 
commissions from, and have a potentially conflicting division of loyalties and responsibilities regarding, 
both parties to such transactions. The foregoing permission may be revoked at any time by written notice 
from the Client to the Advisor. For the awidance of douM. the Advisor may at any time effect bilateral 
transfers of cash or securities between Sub-Accounts (i.e.. journals). 

7 Assignment. 

This Agreement may not be assigned withoirt tfie prior written consent of the non-assigning Party 
and any purported assignment without such ransent shall be void and of no effect Neither Party shall 
unreasonably withhold consent to any proposed assignment of this Agreement by the other Party to any 
of its affiliates. In the event that a Party wishes to assign this Agreement that party must provide to the 
non-assigning Party such documents as tte non-assigning Party may reasonabiy request in connection 
with the assignment and shall allow a reasonable time during which the non-assigning Party may review 
any such documents. 

8 Terminatton. 

(a) This Master Agreement and the management services provided for herein shall continue 
in full force and effect until terminated by one of the parties hereto as provided below. Each 
Supplemental Agreement shall continue in full force and effed until the termination date set out therein 
unless earlier termirrated (directly, or by terminating this Master Agreement) by one of the parties as 
provided below. 

(b) Any Supplemental Agreement may be terminated by the Client, without cause, upon not 
less than three (3) Exchange Business Days prior written notice to the Advisor specifying the effective 
date of such termination, provided that the Client may not terminate more than one Supplemental 
Agreement, without cause, in any period of 20 consecutive Exchange Business Days (without giving 
effect to the adjustment of the termination date, pursuant to Section 9(a). as the result of the Advisor 
controlling and managing the Liquidation of the applicable Sub-Account). In tee event only one 
Supplemental Agreement is in effect, the Client may terminate this Agreement concurrently with a 
termination of such Supplemental Agreement, by so specifying in tee termination notice, in the event no 
Supplemental Agreement is in effect, the Client may terminate this Agreement immediately upon notice to 
the Advisor. 

(c) This Agreement or any Supplemental Agreement may be terminated by the Client, for 
cause, upon delivery of written notice to the Advisor in the circumstance described in this Section 8(c) . in 
the event this Agreement is terminated for cause under this Section 8(cL all Supptemental Agreements 
will terminate upon the termination of this Agreement. 

(1) In the event that (A) the purchase, sate or holding of any securl^ or other investment in the 
Account or a Sub-Account, any of tee Advisor’s management activities relating to the Account or a Sub- 
Account, or any transaction pursuant to this Agreement does not comply with Part A of Appendix I h ereto 
(a “Master investment Guidelines Violation*) or any applicable investment guidelines pursuant to a 
Supptemental Investment Guidelines and Compliance Restrictions (a “Supplemental Investment 
Guidelines Violation* and, together with a Master Investment Guidelines Violation, an “Investment 
Guidelines Violation”) and (B) the Advisor, acting in good faith and on a best efforts basis, falls to remedy 
the Investment Guidelines Violation not later than the retevanl cure period, if any. described below after 
the Advisor knows or should have known of such Investment Guidelines Violation, then (X) in the case of 
a Supplemental Investment Guidelines Violation, the Client shall be entitled to immediately (or at any 
commercially reasonable time thereafter) terminate the Supptemental Agreement for the affected Sui> 
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Account, upon delivery of written notice to tfte Mvisor, and (Y) In the case of a Master Investment 
Guidelines Violation, the Client shall be entitled to immediately (or at any commerdalty reasonable time 
thereafter) terminate this Agreement {and all Siq^lementet Agreements), upon delivery of written notice 
to the Advisor. Notwithstanding the foregoir®. to the extent It is practicable for the Advisor to remedy an 
investment Guideline Violation sooner than toe aptoKoabte cure period specified below, the Advisor shall 
so remedy as soon as is practicable. For toe avoidance of ctoubt, if no cure period for a given Investment 
Guidelines Violation is specified herein (including, tor the avoidance of doubt, in any applicable 
Supplemental Agreement), the Client shall immediately be permitted to exercise its rights under clauses 
(X) or (Y) of this Section ^c¥ii following the ocrxjrrence erf such Investment Guideline Violation. 

For purposes of this Section SfcKi). if the Inwstment Guidelines Vblation is due to a breach of 
Position Guidelines "a", ‘b’, “c", “d" or “e* as defined In Part A.2 of the Master Investment Guidelines: the 
cure period shall be five Trading Days, provided, however, toat if there are more than three breaches of 
such Positton Guidelines {for the avoidance of doubt, tf there are multiple breaches of the same Position 
Guideline, each individual breach counts as a separate breach) continuing simultaneously, the cure 
period shall be two Trading Days. 

(ii) The Advisor shall immediately notify the Client in the event that there is a violation of a 
Compliance Restriction described in Part B of Appendix i hereto (a “Master Compliance Violation") or any 
Compliance Restriction stated in any Supplemental Inve^ment Guidelines and Compliance Restrictions 
(a "Supplemental Compliance Violation" and together with Master Compliance Violation, a "Compliance 
Violation"). Upon becoming, or being made, aware of a Compliance Violation, the Client shall provide to 
the Advisor a Violation Notice (as defined below) setting forth the terms of the remedy of such 
Compliance Violation (including any applicable time period to effectuate such remedy). The terms set 
forth by the Client shall be, to the extent practicable, commercially reasonable terms but shall take 
account of the fact that the violation is a Compliance Violation that may have legal, regulatory, 
reputational or similar consequences, in addition to economic consequences. In the event that the 
Advisor, acting in good faith and on a best efforts basis, fails to remedy the Compliance Violation 
according to the terms of the Violation Notice, then (A) in toe case of a Supplemental Compliance 
Violation, the Client shall be entitled to immediately {or at any commercially reasonable time thereafter) 
terminate the Supplemental Agreement for the affected Sut>-Accounl, upon delivery of written notice to 
the Advisor, and (B) in the case of a Master Compliance Violation, the Client shall be entitled to 
immediately (or at any commercially reasonable lime thereafter) terminate this Agreement (and any 
Supplemental Agreements), upon delivery of written notice to the Advisor. 

(lit) Upon becoming aware of an Investment Guidelines Violation or Compliance Violation, the 
Client shall deliver notice to the Advisor (to the relevant person sp>ecified in Section llfoi below), 
specifying Advisor Positions and/or other circumstances with respect to which the Investment Guidelines 
Violation or Compliance Violation relates (a 'Violation Notice"). The Advisor shall remedy the violation in 
accordance with the terms herein and therein. 

(iv) In the event that (A) there occurs a material breach (as determined by the Client In its 
commercially reasonable judgment) by the Advisor of (1) any representation or agreement made by the 
Advisor in Section 12 . (2) its obligation to deliver a ‘Trade Blotter File” or to provide intra-day reports, in 
each case, In accordance with Seetton 3(ai other than in circumstances beyond the control of the Adwsor 
or (3) any covenant in Section 3 (other than Section 3(a)> the breach of which does not (or, with notice or 
toe tepse of lime or both, would not) otherwise constitute an Investment Guidelines Violation or a 
Compliance Violation and (B) unless such material breach constitutes the third (or greater) material 
breach of the same sub^clause within the twelve month period preceding the date of such material 
breach, the Advisor fails to cure such material breach within two (2) Exchange Business Days, iri the case 
of sub-clause (1), one (1) Exchange Business Day, in the case of sub-clause (2), or seven (7) Exchange 
Business Days, in the case of sub-clause (3), after written notice of such material breach (an ‘Advisor 
Material Breach Notice") from the Client, then for so tong as such material breach is continuing (but in no 
event longer than fifteen (15) Exchange Business Days after the lapse of such cure period) the Client 
may terminate this Agreement, for cause, upon delivery of written notice to the Advisor specifying the 
termination date, which date shall be no earlier than the date of such notice, provided, however, in the 
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case of a material breach described in sub-clause (3), the Client may terminate this Agreement only if the 
occurrence of a substantially similar breadi by an internal manager of the Client would be sufficient to be 
the sole basis for the Client to terminate such internal manager. The Client must deliver the Advisor 
Material Breach Notice within four {4) Exchange Business Days of attaining knowledge of the facts giving 
rise to the relevant breach or the Client's rigW to terminate on basis of such breach shall be deemed 
waived. 


For the purposes of this Section 8fcT Trading Day" means any day when the New York Stock 
Exchange, the London Stock Exchange or any other retevant or applicable exchange is open. 

(d) This Agreement may be tenninated by Advisor, for cause, upon delivery by the 
Advisor to the Client of a written notice of termination (V^ after the breach by ttie Client of its obligations 
under Section 10 . {X) after the occurrence of a Material Client Support Breach (as defined below), (Y) 
after the material breach of any' representatfon or agreement (subject to the cure period described below) 
made by the Client in Section 12 (as determined by ftie Advisor in its commercially reasonable judgment) 
or (Z) after the occurrence of an Adverse Trading Regulatory Change (as defined below). Each of (W), 
(X), (Y) and (Z) (after applicable cures) being an “Athrisor for Cause Termination Event". 

Upon becoming or being made aware of a material breads by the Client of any representation or 
agreement made by the Client in Sectton 12. the Advisor shaH deliver notice to tee Client (to the relevant 
person specified in Section 11 (q) below) specifying tee representation with respect to which the breach 
relates (a "Breach Notice"). If the Client fails to cure such breach of representation or agreement within 
two (2) Exchange Business Days of delivery of the Breach Notice, then the Advisor shall be entitled to 
immediately terminate this Agreement for cause. 

The Advisor must deliver any notice of termination described in this Section 6(d) within 15 days of 
attaining knowledge of the facts giving rise to the Advisor for Cause Termination Event, or in each case 
the Advisor's right to terminate on the basis of such facts shall be deemed waived. In the event teis 
Agreement is terminated by the Advisor for cause under teis Section 8(d). all Supplemental Agreemente 
will terminate upon such termination of this Agreement. For the avoidance of doubt, the Advisor may not 
terminate a Supplemental Agreement for cause without also terminating this entire Agreement (and all 
Supplemental Agreements) for cause. If the Advisor duly delivers a notice of termination of this 
Agreement pursuant to this Section 8(d). tee termination of this Agreement (and all Supplemental 
Agreements) shall be effective upon the earliest of (i) the Advisor giving notice to the Client that it will not 
commence and manage a liquidation, (ii) three (3) Exchange Business Days after delivery of the 
termination if the Advisor does not give notice to the Client specifying whether the Advisor will or will not 
control and manage the liquidation and (Hi) if the Advisor gives notice to the Client, In accordance with 
Section 9fal that the Advisor wriil control and manage the Liquidation, the earlier of (x) twenty (20) 
Exchange Business Days after the delivery of such notice and (y) subject to Section 9(bj below, the 
completion of tee Liquidation by the Advisor. 

For purposes of this Section 8fdT a "Material Client Support Breach" is the occurrence of any of 
the following: (i) both (x) the failure by the Client to provide the Advisor by tee close of trading on any 
Exchange Business Day reports and data Files for the prior Exchange Business Day showing (A) 
executed transactions for tee prior Exchange Business Day and (B) the status of compliance on the prior 
Exchange Business Day with the Master Investment Guidelines and Compliance Restrictions and with all 
Supplemental Investment Guidelines and Compliance Restrictions and (y) such failure is repeated on 
three consecutive Exchange Business Days; (ii) both (x) the failure by the Client to provide the Advisor by 
the close of trading on any Exchange Business Day reports and data files for the prior Exchange 
Business Day showing (A) cash balances, (B) porttolio positions and (C) summary financing Information 
(debit interest and short rebates), in each case, for the prior Exchange Business Day and (y) such failure 
is repeated on five consecutive Exchange Business Days; (Hi) both (x) the failure by the Client to provide 
the Advisor by the close of trading on any Exchange Business Day a report showing the net asset value 
of the Account for tee prior Exchange Business Day and (y) such failure is repeated on the next 
Exchange Business Day; (iv) a DMA Failure in respect of a particular country that continues for three (3) 
consecutive Exchange Business Days or the occurrence of more than five (5) DMA Failures in respect of 
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a particular country within any period of twelve (12) consecxjtive calendar months; or (v) a Short Sale 
Liquidity Failure and the failure of frie Client to ojre same wftWn three (3) Exchange Business Days. 

A "DMA Failure" means the unavateblWy during all of ttie normal trading hours on any Exchange 
Business Day of customary trade execution serwces through ttie Client's direct market access trading 
service in any country (an “Affected Country") in respect of which the Advisor is authorized to direct 
transactions under this Agreement unless (A) su<^ exeraition services are unavailable for such Exchange 
Business Day in such country (x) as a result of draimstances that, notwithstanding commercially 
reasonable efforts by the Client to make such exetxition services available, are outside the control of the 
Client or (y) as a result of the failure of the Advisor to take any commercially reasonable action 
recommended by the Client to obtain retevant trade exertion services unless the Advisor has previously 
notified the Client that the Advisor would rK>t take sutrft action, or (B) the Client gives notice to the Advisor 
that all transactions directed by the Advisor relating to the Affected Country, if any, will constitute 
Designated Posittons. 

A "Short Sale Liquidity Failure" means a material failure by the Client on any Exchange Business 
Day to make available, or cause to be made available, to the Advisor any shares requested by the 
Advisor to support any potential short sate transaction for the Account {a “Potential Short Sate") for such 
Exchange Business Day provided that , for purposes of this provision and in respect of any Potential Short 
Sale, the Client shall be deemed to have made suffit^nl shares available to support such Potential Short 
Sale if the Client notifies the Advisor (such notice, an “SSLF Designated Position Treatment Notice”) that: 
such Potential Short Sate will create a Des^nated Position in the event that the Advisor confirms, during 
such Exchange Business Day, that the Advisor vrouW have directed such Potential Short Sale on such 
Exchange Business Day as a transaction for the Account If the Cltent had actually made, or had caused 
to be made, available sufficient shares to support such Potential Short Sale. If the Advisor determines 
that such a material failure has occurred in respect of an Exchange Business Day, the Advisor shall notify 
the Client of such determination and upon such notice the /Wvisor shall determine the Benchmark 
Portfolio. A failure by the Client shall not be considered "materiar if (A) the aggregate share quantity 
requested by Advisor to support Potential Short Sales for such Exchange Business Day exceeds, in 
aggregate, 110% of the aggregate of the share quantity requested by Advisor to support Potential Short 
Sales in the Benchmark Portfolio, (B)the shares made available by the Client to support Potential Short 
Sales tor such Exchange Business Day exceed 90% of the shares made available by the Client to 
support Potential Short Sales in the Benchmark Portfolio or (C) the ratio of hard to borrow securities to 
generally available securities in the Potential Short Sales for such Exchange Business Day is more than 
10% greater than the ratio in the Benchmark Portfolio. The "Benchmark Portfolio" for any Exchange 
Business Day means the arithmetic mean of the share quantity requested by Advisor to support Potential 
Short Sales under this Agreement and the arithmetic mean of the share quantity made available to 
support Potential Short Sales under this Agreement, in each case, on the day in each of the three most 
recent calendar months that corresponds with such Exchange Business Day (or if such corresponding 
day was not an Exchange Business Day, the first succeeding Exchange Business Day). In the absence 
of manifest error, the determination of the Benchmark Portfolio by the Advisor shall presumptively be 
deemed correct provided that if. wifoin one Exchange Business Day of such deteimination, the Client 
objects to the classification by the Advisor of any security as "hard to borrow" or "generally available" then 
the classification of such security shall be determined by a third party mutually acceptable to each of the 
Client and the Advisor unless the Client and the Advisor are unable to reach agreement on such a thiid 
party within one Exchange Business Day of the Client's objection in which case the classification of such 
security shall be determined by Data Explorers Limited (or any successor). 

For purposes of this Section 8fdL an "Adverse Trading Regulatory Change" means any change 
OP series of changes after the date of this Agreement In any law (including, without limitation, any law, 
fteaty, ordinance, rule, regulation, ruling, interpretation or authoriration) or group of related laws or the 
issuance or revision or series of issuances or revisions after the date of this Agreement by any 
governmental or regulatory authority of any order or directive or group of related orders or directives that, 
in the case of any such taw, onder, directive or group: (1 ) applies to Investments of, or transactions in or 
relating to, 50% or more of the Underlying Securities (as defined in Appendix I hereto) that have been 
traded in the Account in the previous 12 months in 25% or more of the MSCI Barra sectors (as defined by 
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the MSCI Barra US E3 modei) associated wWi Positions (as defined in Appendix 1 hereto) in the Account; 
and (2) in the determination of the Advfeor determination shai! be made in good feith applying 

commerciatiy reasonable standards), either individuaHy or In cumuJatisre effect with other such changes, 
issuances or revisions, has a materia! adverse efect on ttie ability of the Advisor to maximize the Advisor 
Fees; provided that "Adverse Trading Regulatory Ctenge" shall not Inciude the reinstatement of any price 
test restrictions substantially similar to the price test restiicfen set forth in Rule lOa-l of the Securities 
Exchange Act of 1 934 prior to July 6, 2007." 

(e) Subject to the provisioris of Section 9. upon termination of this Agreement or any 
Supplemental Agreement the Client will assume control of the Account (including all Sub-Accounts) or the 
relevant Sub-Account, as the case may be, without further TiaWlity or responsibility of the Advisor ffierefor. 

9 Liouidatlon. 

(a) In the event that (I) the CllenI has delivered a notice of termination in respect of any 
Sub-Account pursuant to Section 8fb) or (B) the Advisor has delivered a notice of termination of this 
Agreement (and all Supplemental Agreements) pursuant to Section 8(d) . toere shall be a period of three 
(3) Exchange Business Days after such delhrery for tiie Advisor to determine (in its soie discretion) 
whether a liquidation of the Advisor Positions in ffie affected Sub-Account or the Account (as the case 
may be) may adversely affect substantially similar posittons that the Advisor manages on behalf of other 
clients. If, no later than the end of such period, the Advisor has made such determination and gives 
notice to the Client (substantiaUy in the fomi attached hereto as Appendix IV) to such effect, the Advisor 
shall immediately commence and manage a liquidation and reduction to USD cash of all Effected 
Positions and a deemed liquidation and adjustment to USD cash of ail Designated Positions (together, a 
"Liquidation”) of the affected Sub-Accounts or the Account (as the case may be), subject to toe provisions 
of Section 9(bL until such Liquidation has been completed. If the Advisor does not provide such notice to 
the Client by toe end of such 3 Exchange Business Day period then the Client shall be entitied to assume 
control of toe Account or the relevant Sub-Account, as applicable. Notwithstanding the specificatton of an 
eariier termination date in a notice of termination delivered by the Client pursuant to Section 6(b) . if the 
Advisor has duly delivered to the Client a notice that it will control toe Liquidation of toe Account or a Sub- 
Account. as the c^se may be, this Agreement or the relevant Supplemental Agreement, as the case may 
be, shall terminate upon the eariier of (X) 20 Exchange Business Days from the commencement of such 
Liquidation by the Advisor and (Y) subject to Section 9(b) below, the completion of such Liquidation by 
the Advisor. 

(b) Notwithstanding any provision of this Agreement to the contrary, any Liquidation by the 
Advisor shall be effected in such a manner, as determined by the Advisor exercising commercially 
reasonable judgment, to minimize market impact and preserve equity value of the affected Sub- 
Accounts) or the Account (as the case may be). In conducting any Liquidation, the Advisor shall give 
due regard to effecting proportionate reductions of any economic tong positions and economic short 
positions. During a Liquidation, the Advisor shall not (i) direct that the affected Sub-Account(s) or the 
Account (as the case may be) enter into any new transaction unless such transaction would be a risk- 
reducing position end (ii) directly or indirectly effect the sale or tiansfer of any Advisor Position or any 
beneficial interest in any Advisor Position to any account (other than in an arms-length transaction to 
another Sub-Account or to another account held in the name of the Client) or entity that is, directly or 
indirectly, managed, advised or owned in whole or in part by the Advisor or any affiliate of the Advisor. 
Prior to commencement of a Liquidation by the Advisor, the Client shall (i) determine the market value of 
Designated Positions in the Account or Sub-Account as applicable based on the indicative bid for such 
Designated Positions from an unaffiiiated market maker and credit or debit, as appropriate, the cash 
balance in the Account or Sub-Account, as appropriate, by such market value (such resulting cash 
balance, the “Adjusted Cash Balance”) and (ii) prepare two “Equity Portfolio Analyses* of the Effected 
Positions in the Account or Sub-Account, as applicable, one actual and one theoretical. The actual Equity 
Portfolio Analysis shall utilize the actual relevant Account or Sub-Account data to generate such Equity 
Portfolto Analysis. The theoretical Equity Portfolio Analysis shall utilize the same Account or Sub-Account 
data as that used to generate the actual Equity Portfolio Analysis, but any data that reflects Effected 
Positions that are held long In the relevant Account or Sub-Account shall be reflected as being held short, 
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and any Effected Positions that are held short m the retevant Account or Sub-Account shall be reflected 
as being held long for the purposes of generating ttie EqiMly Portfolio Analysis. Accordingly, for foe 
avoidance of doubt, the two Equity Portfolio Analyses shall be exact mirror images of one another. No 
indicatton shall be given to any potential bicWer as to wfoich of the Equity Portfolio Analyses is actual and 
which is theoretical and both shall be bid on as If foey were the actual Equity Portfolio Analysis. All 
numerical notations on each Equity Portfolfo Analysis shall use sdentific notation that is accurate to the 
second significant decimal point and will take foe following fomt: 

X.YZOOOO X 10*m, where X is an in^er betvwen 1 and 9 (inclusive), Y and Z are each 

integers between 0 and 9 (inclusive) and m Is an integer. 

Each Equity Portfolio Analysis shall be substantially in the form attached hereto as Appendix V . 
and on the basis of these Equity Portfolio Analyses the Client shall obtain a firm principal bid for the 
Effected Positions, included in such Sub-Account or foe Account (excluding, for the avoidance of doubt, 
any Adjusted Cash Balance in such Sub-Account or the Account at commencement of the Liquidation), 
as applicable, from no fewer than three market makers (one of which may be an affiliate of foe Client but 
no one of which may be an affiliate of foe Advisor) selected in the Client’s sole discrefion. The highest of 
these bids will be chosen as the “Market Bid Level." 

The Client will notify the Advisor of how tong foe Market Bid Level bid is open for acceptance. If 
such initial Market Bid Level bid is open for less than one hour after such notice the Advisor shall have 
the right to request the Client to obtain a new firm principal bid for the Effected Positions included in the 
relevant Sub-Account or the Account, as applicable, and Client shall use best efforts to promptly obtain 
such a bid from the market maker whose bid established the Market Bid Level. The Client shall notify the 
Advisor of any such new bid and the amount of time such bid is open for acceptance, and upon such 
notice the new bid shall become the Market Bid Level, provided, that if the Client is unable to secure a 
new firm principal bid from such maricet maker, than such market maker's original bid, shall constitute the 
Market Bid Level. For so long as the bid that establishes the Market Bid Level remains open for 
acceptance, if the Advisor notifies the Client that foe Advisor, in its sole discretion, has detennined that 
the proceeds of the Liquidation of Effected Positions are not likely to exceed the Market Bid Level and 
therefore advises the Client to accept such and the Client, using commercially reasonable efforts, 

would have sufficient time to accept such bid, then (x) the relevant Sub-Account or the Account, as 
applicable, shall be deemed to have a Market Value (as defined below) equal to the sum of the Market 
Bid Level and its Adjusted Cash Balance for the purpose of determining any applicable Advisor Fee, (y) 
the Advisor shell not commence a Liquidation of Effected Positions and (z) the Advisor shall teke such 
actions as the Client may direct to transfer the Effected Posotions to the market maker that provided the 
bid that established foe Market Bid Level, or as the Client may otherwise direct consistent with its 
ownership of the Sub-Account or Account, as applicable. If the Advisor does not timely provide the notice 
described in the prior sentence, then the Advisor shall immediately commence a Liquidation of the Sub- 
Account or Account, as the case may be. Notwifostandlng the foregoing , rf the Advisor advises Client In a 
timely fashion to accept the bid that established the Market Bid Level but the Client determines that it is 
not In the Client's best interest to so accept such bid. the Client shall immediately assume control of the 
retevant Sub-Account or foe Account, as applicable, and for the avoidance of doubt. Section 9(c) shall 
apply. 

If the Advisor does not advise the Client in a timely fashion to accept the bid constituting the 
Market Bid Level, then in connection with any resulting Liquidation, foe quotient of (A) (I) the value of the 
Effected Positions in foe Sub-Account or Account, as applicable, based on foe sum of the market values 
of the Effected Positions in such Sub-Account or the Account (the "Market Value") at the commencement 
of the Liquidation minus (II) the Market Bid Level, divided by (B) two, shall be the “Control Trigger 
Decline Amount." The difference of the (D) the sum of (u) foe Market Value, at the time the Control 
Trigger Decline Amount is determined, plus (v) the Adjusted Cash Balance in such Sub-Account or the 
Account, as applicable, minus (E) the Control Trigger Decline Amount shall be the Control Trigger 
Amount. If. in respect of a Liquidation by the Advisor of the Account or any Sub-Account, (x) at any time, 
foe sum of (i) the applicable Market Value plus (II) the Adjusted Cash Balance in such Sub-Account or the 
Account, as applicable, fails below the Control Trigger Amount, (y) such Liquidation is not completed 
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within 20 Exchange Business Days of its commencement or (z) in the case of a Liquidation of a Sub- 
Account, at any time the AssetNAV of such Sub-Act»unt is less than the Net Asset Floor (as defined in 
the relevant Supplemental Agreement) for sudi Sd>Account, foen the Client may, at its sole discretion, 
immediately (or at any time thereafter) assume control of such Sub-Account or the Account (as the case 
may be) that is subject to the Liquidation upon delivery of Witten notice to the Advisor. 

(c) Notwithstanding Section 9(a\ if the Client assumes control of the Account or any Sub- 
Account pursuant to any provision herein or of any aw>licable Supplemental Agreement, the Client may. 
but is not obligated to. liquidate some or aB of the Advisor Positions of the Sub-Account or Account, as 
the Client determines in its sole discretton. Upon such assumption of control, if the Client deteimines to 
liquidate any Advisor Positions or otherwise reduce e)q)Osure in the Account or any Sub-Account, the 
Advisor shall, upon request, actively cooperate with foe CBent and advise the Client (including, for the 
avoidance of doubt, actually conducting the Liquidation if so requested by the Client), in connection with 
such liquidation or exposure reduction, as to the manner in whidi to proceed that minimizes market 
impact and best preserves equity value. The Advisor ^11 perform its obligations under this Section 9(c) 
with the same level of diligence as if the Advisor were still directly managing the Account or such Sub- 
Account(s). Notwithstending foe foregoing, ttie CBent has no obligation to proceed upon such advice 
given by the Advisor. If the Client assumes control of foe Account or any Sub-Account, this Section 9(c) 
shall survive the termination of this Agreement and any applicable Supplemental Agreement, as the case 
may be, until any such Liquidation is complete. 

(d) On or after such time as the Client assumes control of the Account or any Sub-Account in 
accordance with the provisions hereof, the Client in Its sole discretion may take over management of the 
Account or Sub-Account, bring in a replacenent manager for the Account or such Sub-Accx)unt or allow 
Advisor to continue to manage in accordance with the provisions hereof. In respect of a Liquidation by 
the Advisor of any Account or Sub-Aca>unt. until such time, if any, that the Client takes over management 
or brings in a replacement advisor of foe Account or such Sub-Account in accordance with foe provisions 
hereof, the Advisor shall continue to manage such Liquidation in accordance with the terms of Section 
9(b) . If, at any time foe Client assumes cxmtrol of any affected Sub-Account or the Account in accordance 
with the provisions hereof, foe Advisor shall, at the Client’s request, continue to advise the Client, in 
accordance with the terms of Section 9(c) . This Section 9(d) shall survive the tennination of this 
Agreement until the Liquidation of the Account is completed. 

10 Confidentiality. 

(a) Subject to the provisions of Section lOfbi betow. neither of the Parties shall, except under 
compulsion of any applicable law or regulation made thereunder or as required by applicable law, rule, 
regulation, order or as requested by any regulatory authority, agency, body, court or representative 
thereof, or pursuant to legal process (hereafter ‘Reguiatory Mandated Disclosure'), either before or after 
the termination of this Agreement disclose to any person not authorized by the relevant Party to receive 
the same any confidential information relating to such Party or to the affairs of such Party of which the 
Party disclosing the same shall have become possessed during the period of this Agreement and such 
Party shall use alt reasonable efforts to prevent any such disclosure as aforesaid. Without in any way 
limiting foe generality of the foregoing, before acting upon a request for any Regulatory Mandated 
Disctosure, a Party shall (i) immediately notify the other Party of the existence, terms and circumstances 
surrounding such request to the extent permissible: (ii) consult with such other Party on the advisability of 
taking legally available steps to resist or narrow such request to the extent permissible; and (ili) if such 
Regulatoiy Mandated Disclosure Is required, exercise such Party's best efforts to obtain reasonable 
assurance that confidential treatment will be afforded. Each Party further agrees not to disclose or use 
the name of the other Party (or any affiliate foereof) for marketing or other purposes not directly relating to 
implementation of this Agreement, 

The term "confidential information* shall include (without limitation) the existence of, and contents 
of, foe Trade Restrictions List (referenced on Appendix I hereto) delivered by the Client to foe Advisor 
from time to time as well as any other proprietary, non-public information regarding a Party to the 
Agreement that such other Party received in connection with this Agreement, Including, without limitation, 
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that such Party has entered into this Agreement \^h the other Party. The Advisor acknow/ledges its 
obligations under applicable law, including federal and stale laws, not to disclose, or otherwise effect 
trades based on, material non-public information. Without limiting the responsibilities and agreements of 
the Advisor under this Section 10 . the Advisor specifically agrees with the Client ffrat the Advisor shall not 
utilize, directly or Indirectly, any Trade Restilc^ns List as a basis for trading or otherwise investing in 
(either through the Account or by means of any other independent trading or advisory activities of the 
Advisor) any securities included in good faittr on such Trade Restrictions List, 

The Client further specifically agrees that other than by reason of Regulatory Mandated 
Disclosure, (1) except with the prior written consent of the Advisor It shall not disclose to any third party the 
terms of the Advisor-directed trading strategies (including Ore nature and content of the Account) 
contemplated under this Agreement (as evidenced the annexed Master investment Guidelines and 
Compliance Restrictions, any Supplemental Invesffnent Guidelines and Compliance Restrictions and 
related transaction reports); and (ii) it shall not estebllsh or engage in any form of trading strategy, for its 
own account or for the account of any affiliate or third party, that materially replicates any aspect of 
Advisor’s trading strategies provided for in ttris Agreement If the establishment or engagement of such 
strategy or strategies is a result of the Cllenfs knowledge of the Advisor’s trading strategies provided for 
in this Agreement. Nohvithstanding the foregoing, the Client shall be permitted to reveal confidential 
information in connection with the Wddtng process described in Section 9(b), but only to the extent such 
information would be required to complete the form of Equity Portfolio Analysis attached hereto as 
Appendix V . 

(b) Notwithstanding anything to the contrary in this Agreement, except as otherwise 
hereinafter set forth in this Section 10(b). ff<e parties hereto agree and acknowledge that the structure and 
tax asptects of the Account, any Sub-Account, this Agreement, any transaction effected pursuant to this 
Agreement, and all materials provided by either Party with resprect to such structure and tax aspects are, 
and have always been, non-confidential. and are not the proprietary information of either Party. 
Notwithstanding anything to the contrary in this Agreement, each Party and each affiliate thereof (and 
each employee, representative, or other agent of any of the foregoing) may disclose, and has always 
been entitled to disclose, to any and all persons, without limitation of any kind, ffie tax treatment and tax 
structure of the AcoDunt, any Sub-Account, this Agreement, any transaction effected pursuant to this 
Agreement and all materials of any kind (including opinions or other tax analyses) that are provided to 
such Party (or affiliate) relating to such tax treaffnent and tax structure (provided, however, that the 
names and all other identifying information of all entities and persons have been property erased from 
such materials prior to the disclosure thereof unless and to the extent such information is necessary or 
helpful in understanding the tax treatment or tax structure of the transacrion). 

11 Miscellaneous. 

(a) No failure on the part of either Party to exercise, and no delay on its part in exercising, 
any right or remedy under this Agreement will operate as a waiver thereof nor will any single or partial 
exercise of any right or remedy preclude any other or further exercise thereof or the exercise of any other 
right or remedy. The rights and remedies provided in this Agreement are cumulative and not exclusive of 
any rights or remedies provided by law. 

(b) This Agreement may only be amended by the written agreement of the parties hereto. 

(c) The illegality, invalidity or unenforceabiiity of any provision of this Agreement under the 
law of any jurisdiction shall not affect its legality, validity or enforceability under the law of any offier 
jurisdiction nor the legality, validity or enforceability of any other provision. 

(d) The Advisor will forward to the Client a list of names and specimen signatures of persons 
authorized to act on behalf of the Account, subject to the Client’s approval, such approval not to be 
unreasonably withheld. The Client will forward from time to time a list of names and specimen signatures 
of persons authorized to act on behalf of the Client. The Advisor and/or the Client, as applicable, will 
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provide to the other Party a revised list of names and specimen signatures of persons authorized to act 
on behalf of the Account or the Client whenever such airthorized persons change. 

(e) Notwithstanding anything to contrary contained in this Agreement, the Client agrees 
that any amounts owed or liabilities incurred by toe Adwsor under tois Agreement, will be satisfied solely 
from the Advisor’s assets. Without limifmg toe generality of the foregoing, in no event shall this 
Agreement give the Client recourse, whether by setoff or otherwise, with respect to any such amounts 
owed or iiabiliUes incurred, to or against any assets of any person or entity other than the Advisor. 

(f) Notwithstonding anything to the contoiry conteined in this Agreement, except as provided 
in Section (5) hereof, the Advisor will not be liable to toe CBentforany losses, damages, costs, expenses, 
or other liabilities arising in connection with their activf&es and services hereunder. 

(g) Notices. Except in the case of notif^s and other communications expressly permitted to 
be given by telephone or by electronic transmisskm atone (including e-maii), all notices and other 
communications provided for herein shall be in writing and shall be sent by e-mail to all the individuals 
listed below, in accordance with the information set forth below unless otherwise instructed by such Party. 
Any such notice shall be deemed duly served at the time sent to all individuals listed below. The sender 
of notice shall use its best efforts to follow each email notice witfi telephonic notice to any of the 
individuals listed below, which will be deemed made when such individual actually fields the phone call; 
provided however, that the effectiveness of the email notice shall not be affected by the failure to make 
such telephonic notice. The Advisor may rely and ^«ll be protected in acting upon any written instruction 
or communication believed by it to be genuine and to have been signed by, or in the case of e-mail, sent 
by, the proper Party or parties. 

Deutsche Bank AG, London Branch 
c/o Deutsche Bank Securities Inc. 

60 Wall Street 
New York, NY 10005 

Alt email notices to be sent to: 

RentecNotirication@nst.db.com 

Additional specifjc contacts; 

Daily Trade Blotter; 

Attn: Vincent Capone 

Tel: (212)250-7221 

Fax: (212)797-4932 

E-mail: vincent.j.capone@db,com 

Attn; Peter Brophy 

Tel:: (212)250-7626 

Fax: (212)797-8733 

E-mail: peter.brophy@db.com 

Payments/Fixings: 

Attn: Vincent Capone 

Tel: (212)250-7221 

Fax: (212)797-4932 

E-mail: vincent,j.capone@db,com 

investment Advisory Agreement / Legal Notices: 

Attn: Frank Nelson 

Tel; (212)250-2983 

Fax: (212)797-0851 

E-mail; frank.x.nelson@db.com 
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Renaissance Technologies LLC 
800 Third Avenue 
New York, NY 10022 

Attn: Mark Siiber / Carla Voipe Porter 

Jim Rowen 

Tel; (212)486-6780 

Fax: (212)758-7136 

E-mail; Silber@rentec.com 

Carla@fentec.com 
JRow8n@r8ntec.com 

Attn: Peter Brown /Bob Mercer 

Tel: (631)444-7000 

Fax: (631)689-4495 

E-mail; Peter@rentec.com 

Mercer@rentec.com 

Attn: Thomas Kerns /Scott Chinsky 

Tel: (212) 486-6780 

Fax: (212)486-7291 

E-mail; TKern5@rentec.com 

Scott@rentec.com 
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12 Representations and Wairanties 

Each of the Parties (or the specrfied Patty, as the case may be) represents, warrants, and agrees 
with the other Party that: 

It is duly organized, validly existing and in good standing under the laws of its jurisdiction of 
incorporation and has all requisite power and ai^rity to own its property, to conduct its business as 
currently conducted and to execute and deliver, and to perform its obligations under, this Agreement, 

This Agreement has been duly authorized, executed and delivered by it and constitutes a legal, 
valid and binding obligation of such Party, enforceable against such Party in accordance with its terms. 

No permits, licenses, franchises, approvals, authorizations, qualifications or consents of. or 
registrations or filings with, governmental airthoritfes are required in connection with the execution or 
delivery by such Party of, or the performance by sucii Party of Its obligations under, this Agreement, 
except for such as have been obtained and are in fuK force and effect. 

The execution and delivery of. and the performanc® by such Party of its obligations under, this 
Agreement do not and will not result in a breach or constitute a violation of, conflict with, or constitute a 
default under, the certificate of incorporation or bylaws of such Party or any agreement or instrument to 
which it is a Party or by which it or arry of its property is bound, which breach, violation, conflict or default 
could have a materially adverse effect on its ability to perform its obligations under this Agreement. 

No actions, proceedings or claims are pending or, to die knowledge of such Party, threatened 
against such Party or any of its property that could affect the validity or enforceability of this Agreement or 
that could have a materially adverse effect on the ability of such Party to perform Its obligations under this 
Agreement. 

The Client represents and covenants that it is and will remain for the term of this Agreement a 
“qualified eligible person" as such term is defined in Rule 4.7 under the Commodity Exchange Act. The 
Client hereby consents to the Account being treated as an ‘exempt account" pursuant to the provisions of 
Rule 4.7. 

13 No Amendment or Restatement of Existing Investment Advisory Agreement. 

The parties agree that this Agreement does not amend or restate the Amended and Restated 
Investment Advisory Agreement dated as of November 16. 2007. between the Client and the Advisor (the 
"Existing Agreement'). The parties hereto acknowledge and agree that this Agreement does not 
constitute a novation or termination of the Existing Agreement or any transactions thereunder and the 
Existing Agreement and the transactions thereunder are in all respects continuing under the terms 
described thereunder. 

14 Govemina Law: Waiverof Jury Trial . 

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH 
THE LAWS OF THE STATE OF NEW YORK APPLICABLE TO CONTRACTS ENTERED INTO AND TO 
BE PERFORMED ENTIRELY WITHIN THE STATE, EACH PARTY CONSENTS TO THE JURISDICTION 
OF THE FEDERAL AND STATE COURTS IN NEW YORK: EACH PARTY HEREBY IRREVOCABLY 
WAIVES. TO THE FULLEST EXTENT PERMITTED BY LAW. ANY RIGHT IT MAY HAVE TO A TRIAL BY 
JURY IN RESPECT OF ANY SUIT. ACTION. CLAIM OR PROCEEDING ARISING OUT OF, OR 
RELATING TO, THIS AGREEMENT, 
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15 Client Receipt of Advisor's Brod>iffe 

The Client hereby acknowledges receipt of the AdvtMjr’s current Fonn ADV Part II or brochure 
statement in lieu thereof. 


[Rest of this page intenb'pnally blank signature page follows] 
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PURSUANT TO AN EXEMPTION FROM THE COMMODITY FUTURES TRADING 
COMMISSION IN CONNECTION WITH ACCOUNTS OF QUALIFIED ELIGIBLE PERSONS, THIS 
ACCOUNT DOCUMENTATION IS NOT REQUIRED TO BE. AND HAS NOT BEEN. FILED WITH THE 
COMMISSION, THE COMMODITY FUTURES TRADING COMMISSION DOES NOT PASS UPON THE 
MERITS OF PARTICIPATING IN A TRADING PROGRAM OR UPON THE ADEQUACY OR ACCURACY 
OF COMMODITY TRADING ADVISOR DISCLOSURE. CONSEQUENTLY, THE COMMODITY 
FUTURES TRADING COMMISSION HAS NOT REVIEWED OR APPROVED THIS TRADING 
PROGRAM OR THIS ACCOUNT DOCUMENT. 


IN \MTNESS WHEREOF, this >^^reement has been entered into the day and year first above 

\«ritten. 


DEUTSCHE BANK AG LONDON 


By: 





Name; 

Satish Ramakrishna 


Title: 

Atlomey-in-Fact 

By: 


^ - 

NamV 

Vt |JkV,SOi 


Title: 

Attorney-in-Fact 

RENAISSANCE TECHNOLOGIES LLC 

By; 



Name; 

James S. Rowen 


Title: 

Chief Operating Officer 


ZJ 


Sati^ Ramakrisiwa 
Managing Dlractpr 
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PURSUANT TO AN EXEmiCW Tm GOWfflOOITY FUTURES TRADING 

COM5l'NS$iON !N CONNECTiON Wnff AiSXJWITS W -<3U^jP^D ELIGISLE PERSONS, THIS 
ACCOUNT OOCUNTENTATION IS NOT REQLW?® TO SE. AND HAS NOT BEEN, BLED WTTH THE 
COMI^5SSiON. THE COM&IODJTY FUTO!^ TRAQWG -CDaffifHSSlON DOES NOT PASS UPON THE 
MERITS OF PARTICIPATING IN A TRADWO^pROORAWOR UPON THE AOEQUACV OR ACCURACY 
OF COMMODITY TRADING ADVISOR GCB^EOUENUY. THE COMI.«>DiTY 

FUTURES TRADING COMMISSION HAS NOT RBVl©¥e0 OR AfSpROVgD THrS TRADING 
PROGRAM OR THIS ACCOUNT DOCUMENT. 

IN, WITNESS- WH^EOF, ttris ^ tjeett enters frite the day and year fiist above 

'^irlKen. 

DEUtSt^t bank as i<3N£>ON 


.. ■ ..... 

Narne: Sati^ l^rnato'shna 
Tie©.: ASomey-in-Fact 


By: . . . 

Name: 

TIKb; Attomey-ln-Faa 


RENAISSANCE TECHNOLOGIES LLC^ 


By: 


.jNfan^ Jam^S-Rowen 
'' Title: CSeef Opergeng Officer 
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APPENDIX I 


Investment Guidelines and Compliance Restrictions 


Part A 

For purposes of caiculations under the Inveshnent Guidefties. all Positions (as defined below) shall be 
valued in USD (converted, if necessary, using the then-appHcabte relevant FX rate of conversion). 


1) Investment Guidelines 


a) Definitions (except where specified below, each defined term here is in respect of the Account 

taken as a whole); 

i) "Underiying Security" or "U" shall mean any one of the following : 

(1) an equity security (Including a depositary receipt) in a company listed on a recognized 
exchange or quoted on an over-the-counter market (e.g., IBM common stock); 

(2) an equity index (e.g., the S&P500 index): or 

(3) an exchange-traded fund (e.g.. the SPDR fund), the value of which is linked to the prices 
of the equity securities comprising a specified index or basket of equity securities). 

ii) “Position' means either: 

(1) a long or short direct holding in an Underlying Security (an “Actual Position”): or 

(2) an interest whose value is derived from an Underlying Security, whether by conversion, 
exchange, exercise or otherwise (a ’Derivative Position"); 

For the purposes herein, every Advisor Position shall be considered as either an Actual 
Position or a Derivative Position, depending on the substance of such Advisor Position. 

ill) “Not/ona/ Shares’ with respect to any Position means (1) in the case of an Actual Position, 
the number of shares (long or short) and (2) in the case of a Derivative Position, the number 
of shares of the Underlying Security into which the Derivative Position is convertible, 
exchangeable, exercisable or otherwise related. In all cases. Notional Shares shall be 
expressed as a positive number. 

Iv) The “Delta' of a Position means the ratio of A over B where; 

(1 ) 'A' - the actual number of shares in an Underlying Security that would be expected to 
have the same change in value as the e;q>ected change in value of the Position given a 
small increase in the price of the Underlying Security assuming all other variables remain 
constant, A will be positive for an increase in value and A will be negative fora decrease 
in value; and 

(2) ‘B" = the Notional Shares of such Position. 

For the avoidance of doubt, the Delta of a tong Actual Positton is +1. and of a short Achral 
Position is -1. 
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v) “Exposure" (Defta-adjusted value) wifri JBSpert to any Position means the product of (i) Delta, 
(ii) the Notional Shares and (ai) the ^re pric» of the Underiying Security, with the share 
price of U converted to USD using the prevailing exchange rate if such price is quoted in a 
currency other than USD, 

vi) “Liquidity Measure" means the daily trading wlume, determined in the following order, 
depending on availability: 

(1) 100 worthing day average tradirtgvolwne 

(2) 0-75 ’ 20 wotidng day average trading voferme, and 

(3) 0.50 '10 woricing day average trading vofcime. 

vii) “Term Baskef means a record maintained by Bie Client relating to the Advisor Positions in 
the Account, in respect of which all of the foHowing characteristics have been specified; (i) a 
country, (il) a currency, (iti) the date on which such record is established (the “Start Date”), 

(iv) the relevant LIBOR Rate and (v) ttie date on which ail of the Advisor Positions included in 
such record are scheduled to be liquidated (the “End Date”); and that identifies, at all times, 
all of the outstanding Advisor Positions in the Account designated by the Advisor to be 
included in such record. 

viii) “Trading Baskef means a reconl maintained by the Client relating to the Advisor Positions in 
the Account, in respect of which all of the following characteristics have been specified: (i) a 
country and (ii) a currency; and that identifies, at ail times, ail of the outstanding Advisor 
Positions designated by the Advisor to be included in such record. 

ix) For each U; 

(1 ) The “Temi Position Set" of U shall consist of all Positions in the Term Basket with the 
same U. 

(2) The “Trading Position Set of U shall consist of all Positions in the Trading Basket with 
the same U. 

(3) The “Position Set of U shall consist of the union of the Trading Position Set and the 
Term Position Set of such U. 

(4) “Actual Trading Gross" shall mean the sum of the absolute values of Exposures of all 
Actual Positions In the Trading Position Set of U; 

(5) "Actual Term Gross" shall mean the sum of the absolute values of the Exposures of all 
Actual Positions in the Term Position Set of U; 

(6) ‘Derivative Trading Gross" shall mean the sum of the absolute values of the Exposures of 
all Derivative Positions in the Trading Position Set of U; 

(7) ‘Derivative Term Gross" shall mean tiie sum of the absolute values of the Exposures of 
all Derivative Positions in the Term Position Set of U; 

(8) “Actual Trading Net shall mean the algebraic sum of the Exposures of all Actual 
Positions in the Trading Position Set of U; 

(9) “Actual Term Net shall mean the algebraic sum of the Exposures of all Actual Positions 
in the Term Position Set of U; 

(10) “Der/VatfVe Trading Net shall mean the algebraic sum of the Exposures of ail Derivative 
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Positions in the Trading PosWon Set of U; 

(1 1 y Derivative Term Net shall mean the a^lwraic sum of the Exposures of all Derivative 
Positions in the Term Position Set of U; and 

(12)“Tofa/ Net shall mean the algebraic sum of Actual Trading Net, Derivative Trading Net, 
Actual Term Net and Derivative Term Net 

b) “Total Gross Trading Exposure” shatt not exreed USD 32 billion, 

where “Total Gross Trading Exposure’ shall mean ttie sum of Actual Trading Gross plus 
Actual Teim Gross plus Derivative Trading Gross plus Derivative Term Gross. 

c) “Capital Needed" shall always be less than or equal to the Capital Available; 

where; “Capital Available' shall mean the sum of the Sub Account Capital Available for ail 
existing Sub-Acreunts; 

where the “Sub-Account Capital Avaitable” for each Sub-Account shall be the sum of 

(i) The Sub-Account Initial Capital Available for such Sub-Account; 

(ii) the aggregate realized and unrealized gains on all Positions In such Sub-Account 
minus the aggregate realized and unrealized tosses in respect of all Positions in 
such Sub-Account: and 

(iii) the sum in such Sub-Account, expressed in USD. of (A) dividend income 
(deteimined based on ex-dividetKl dates) net of any tax withheld, if necessary. 
plus (B) interest income and any short rebates {on an accrual basis), plus (C) any 
other income accrued or realized in such Sub-Account, minus (D) payments in 
lieu of dividends {determined based on ex-dividend dates) in such Sub-Account 
grossed up for any dividend withholding taxes, if necessary, minus (E) interest 
expense and finance charges in such Sub-Account, minus (F) other expenses 
agreed by the Client and the Advisor from time to time, including, without 
limitation, the Advisor Fees for such Sub-Account. 

For the avoidance of doubt, the sum of (ii) and (ill) (defined as the ‘Sub Account 
Additional Capital Available') should equal the true economic increase or decrease in the 
value in each existing Sub-Account. 

and “Capital NeadacT shall mean the greater of (A) 5.555555% of the Total Gross 
Trading Exposure and (B) the lesser of (X) the sum over all Us of the absolute value of 
the Total Net and (Y) the sum of : 

(1) “Alpha" multiplied by the sum over all Us of the absolute value of the Total 
Net; plus, 

(ii) "Beta’ multiplied by the absolute value of the sum over all Us of the Total 
Net; plus. 

(ill) "Gamma" multiplied by the maximum of 0 and the difference between (the 
sum over ail Us with the absolute value of Total Net positions greater than 
2.5 times the Liquidity Measure of the absolute value of the Total Net) minus 
(3% of the sum over all Us of the absolute value of the Total Net). 
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where: 

1. “y^/pfta” shall mean 0.{)453216, 

2. "Beta" shall mean 0.2046784, and 

3. “Gamma" shall mean 0.99206 


2) Position Guidelines 


a) The “Issuer Position’ for any U shall not be greater than 4% of an issuer’s total outetanding 
shares where: 

“Issuer Position" for a U shall equal the algebraic sum of the number of shares in all Positions 
in such U in the Position Set, exclusive of Positions that are Derivative instruments with 
negative Delta. 

b) The sum over all Us with Total Net posrtkms greater than 2.5 times the Liquidity Measure of 
the absolute value of the Total Net stouW not be greater than 54% of Capital Available. 

c) The sum over all Us with Total Net positions greater than 5 times and less than 10 times the 
Liquidity Measure of the absolute value of the Total Net should not be greater than 13.5% of 
Capital Available. 

d) The sum over all Us with Total Net positions greater than 10 times tee Liquidity Measure of 
the absolute value of the Total Net should not be greater than 1 3.5% of Capital Available. 

e) The sum over all Us of the absolute value of the Total Net for U divided by “Total Trading 
GMV” times the fraction of the total trading volume in U executed by the advisor for the 
account on any day should be less than 20% where: 

"Total Trading GMV” is the sum over all Us of the absolute value of the Total Net. 


PartB 

Compliance Restrictions 

1 ) The Advisor shall not cause the Account to purchase or invest in securities the offering of which 
constitutes “new issues," as defined in NASD Rule 2790, as amended from time to time, or any 
successor rule of the Financial Industry Regulatory Auteority. 

2) The Advisor shall not cause the Account to purchase or sell, invest in or dispose of securities 
issued by Deutsche Bank AG or any of its affiliates. 

3) The Advisor (a) shall not cause the Account to acquire 5% or more of any class of voting security 
for which reports are required pursuant to Section 13(d) of the Securities Exchange Act of 1934, 
as amended, and (b) shall not cause the Client, through its ownership of the Account, to become 
an ‘affiliate’ of any issuer. As used herein “affiliate" has the meaning ascribed to it in each 
applicable Jurisdiction. 

4) The Client, acting reasonably and in good faith, has determined that it is necessary or advisable 
to liquidate certain positions in the Account, or take other remedial actions in relation to the 
Account, in order to csjmply or maintain compliance with applicable laws, rules, regulaftons or 
recommendations of regulatory authorities (including self-regulatory oiganizations), internal 
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policies or risk management requirement of Deutsche Bank Group or this Agreement and has 
delivered written notice to the Advisor indicatlr^g such actions to take and the Advisor has failed to 
(in the Clienf s sole reasonable opinion) effect such instructions of the Client. 

5) The Client shall provide the Advisor with a Hst (the "Restricted List”) of issuers, securities, 
industries and/or counti’ies in whkti tt>e Account fe prohibited from buying or selling investments. 
The Client shall provide an updated Restricted List to the Advisor (i) as promptly as practicable 
upon any change in such list sin<» its most recent distribution to the Advisor and (ii) no less 
frequently ttian daily. Except to ttie extent set out in the table of permissible activities below, the 
Advisor shall not cause the Account to trade in any investment included on the Restricted List. 
For the avoidance of doubt, if the Account Is holding securities or obligations when such 
securities or obligations are placed on ttw Restricted List, the Advisor shall only be deemed in 
violation of these restrictions if the Advteor engages in a transaction with respect to such 
securities or obligations after receiving the Restrir^d List that contains such restrictions. The 
following table sets forth the various calegorfes of restrictions that the Restricted List shall 
(ximprise, and includes permissible activities that the Advisor may take In respect of such 
restrictions: 


Restriction 

Category 

Pennissfble Activities 



Full Reshiction 

For the first Exchange Business Day on the relevant Exchange (“Relevant 
Exchange Business Day") following a security being categorized as “Full 
Restriction," rto trades will be permitted. Permitted Trades (as defined 
betow) may be executed, upon notice to the Client, during the second and 
third Relevant Exchange Business Days following the security being 
categorized as "Full Restriction.’’ After the close of business on the toird 
Relevant Exchange Business Dayfoltowing the security being categorized 
as “Full Restriction", the position will be frozen and the Advisor will be 
prohibited from trading the security unless it is removed from the Restricted 
List. 

As used herein, "Permitted T rades" means a trade or trades that eliminate 
exposure to the restricted security by selling all or any part of a pre-existing 
long position or buying-in ail or any part of a pre-existing short position, at 
then-current market prices, (a) in ordinary market transactions or (b) in 
transacttons with an Unaffiliated Account (as defined below), provided that 
securities transferred to such Unaffiliated Account are not transferred back to 
the Account in a single transaction or series of transactions. 

As used herein. ‘Unaffiliated Account” means an account managed by toe 
Advisor in which no Deutsche Bank entity has any beneficial interest. 

Offering 

No trades are permitted. 

Affiliate Related 

The Advisor may, upon notice to the Client, sell a pre-existing long position, 
sell short and/or buy-in a pre-existing short position. Such transactions 
should be executed at then-current market prices in accordance with the 
provisions of (a) and (b) in “Full Restriction’. 

DB Investment 

No trades are permitted. 
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APPEWDiX H 

Form of Supplemental Investment Advisory Agreement 
[Confihued on next page] 
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SUPPLEMENTAL INVESTMENT ADVISORY AGREEMENT 


relating to M 

AGREEMENT dated as of W {the ‘Suii^temente! Agreement”) between Deutsche Bank AG 
London (the “ Ciienf L and Renaissance Technoiogies LLC (the “ Advisor” ). This Supplemental 
Agreement constitutes a "Supplemental Agreement* as referred to in, and supplements, forms a part of 
and is subject to, the Master Investmerjt Advisory ^reement between the Client and the Advisor, dated 
as of December 15, 2008 (the “ Master Aareemenr ). This Supplemental Agreement, combined with the 
Master Agreement, forms a complete agreement wtto re^ject to Bie sub-account referenced herein(as so 
combined, the “ Sub-Account W Investment Mvisorv Aareement” ). Capitalized terms used herein and 
not defined herein shall have the meaning given to them In the Master Agreement. 

in consideratton of the premises and rmrfeial promises hereinafter set forth, the parties hereto 
agree as follows; 

16 Creation of New Sub-Account 

(a) The Advisor is hereby notfied of the establishment of a new Sub-Account, labeled Sub- 
Account [•] (the “Sub-Account") of the Account. 

(b) The Sub-Account shall be managed as though the Client has made available $[•] (the 
“Sub-Account Initial Capital Available “). to tf« Advisor for use in the Sub-Account. 

17 Supplemental Investment Guidelines and Restrictions 

(a) In addition to those Master Investment Guidelines imposed on the Account, and by 
extension the Sub-Account, the Supplemental Investment Guidelines and Restrictions (the “Supplemental 
investment Guidelines”), attached hereto as Appendix S-l, shall apply to the Sub-Account. 

(b) A violation of any provision of the Supplemental Investment Guidelines shall constitute a 
Supplemental investment Guidelines Violation under Section 8fc) of the Master Agreement, subject to the 
applicable cure period described below. 

In the case of a breach of the following Supplemental Investment Guidelines set out In Part A.1 of 

the Supplemental Investment Guidelines, the following cure period shall apply: 

1- H 

In the case of a breach of the following Supplemental Position Guidelines set out in Part A.2 of 

the Supplemental Investment Guidelines, the following cure periods shall apply; 

2. lil 

In the case of a breach of any provision of the Supplemental Investment Guidelines not set out in 

{(i) or (ii)] above, there shall be no cure period. 

18 Sub-Account Termination 

(a) Unless previously terminated, this Supptemental Agreement shall terminate on [•]. if the 
Supplemental Agreement terminates pursuant to this Section 3(a). the Client will be deemed (solely for 
the purposes of conducting a Liquidation of the Sub-Account) to have delivered a termination notice to 
the Advisor and Section 9 of the Master Agreement shall apply. 
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{b} {For purposes of Section 9{b> of fte Master Agreement, the Net Asset Floor for this Sub- 
Account shali be an AssetNAV (of this Sub-Accc«Jnt) of {•!}. 

(c) Nothing in this Section 3 shall be seen to impair any rights the Client has under Section 8 
of the Master Agreement . 

19 Mlsceiianeous. 

(a) This Supplementa! Agreement may only be amended by the written agreement of the 
parties hereto. 

(b) The iiiegaiity, invalidity or unenforceablfity of any provision of this Agreement under the 
law of any jurisdictton shall not affect its legality, validity or enforceability under the law of any other 
jurisdiction nor the legality, validity or enforceability of any other provision. 

(c) Each of the parties (or the specified party, as the case may be) represents, warrants, 
affirms and agrees to the Representations and Warranties in Section 12 of the Master Agreement, as if 
they had been made as of the date hereof. 

20 Governing Law. 

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH 
THE LAWS OF THE STATE OF NEW YORK APPLICABLE TO CONTRACTS ENTERED INTO AND TO 
BE PERFORMED ENTIRELY WITHIN THE STATE. 


[Rest of this page int^tionally blank; signature page follows] 
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IN WITNESS WHEREOF, this Agreement has been entered into the day and year first above 

written. 

DEUTSCHE BANK AG LONDON 


By; 

Name: 

Title: Attomey*in-Fact 


By: 

Name: 

Title; Attomey-in-Fact 


RENAISSANCE TECHNOLOGIES LLC 


By; 

Name: 

Title; 
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APPENDIX S-l 

Supplemental Investment Guidelines and Compliance Restrictions 


(i) Sub-Account: Investment Guidelines 

Part A 


1) Supplemental Investment Guidelines 
t-1 

2) Supplemental Position Guidelines 


PartB 

Compliance Restrictions 


For the avoidance of douW. the Compliance Restrictions located in the Master Investment 
Guidelines and Compliance Restrictions are incorporated by reference into this Supplemental 
Agreement. 


[•1 
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APPENDIX S-» 

Country Tier pursuant to Appendix S'l 


I*] 
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APPENOiX S-m 


, 20 __ 

Renaissance Technologies LLC 

800 Thiixl Avenue 
New York, NY 10022 


Dear Sirs: 

With respect to the Supplemental Inveshront Advisory Agreement relating to Sub- 
Account {•] between Deutsche Bank AG, London Branch, (“Clienr) and Renaissance 
Technologies LLC (the “Adwsoi'), dated W, (the “Supplemental Agreement") which 
supplements the Master Investment Advisory Agreement between the Client and the Advisor, 
dated December 15. 2008 (the “Master Agreement”), the Advisor will receive a management fee 
calculated as: 

[fee to be negotiated by the parties and their counselj 

Capitalized terms used herein and not defined herein shall have the meaning given to 
them in the Master Agreement. 


{Rest of this page intentionally blank] 
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Very truly yours. 

DEUTSCHE BANK AG LONDON 


By: 

Name: 

TiOe: Attomey-in-Fact 


By; 


Title: 


Name: 

Attomey-in-Fact 


Agreed and Accepted: 

RENAISSANCE TECHNOLOGIES LLC 


By: 

Name: 

Title; 


{Signature page to Fee Letter] 
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APPENDIX Hi 

[List of Third Party Brokers pursuant to Section 3(c)] 


NYSEARCA 

Bloomberg 

DOT 

Jefferies Execution Services 

NASDAQ 

Instinet LLC 

BATS 

CIBC 

NeoNet 

G-Trade 

CHl-X 

Deutsche Bank Securities Inc. 
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APPENDIX IV 

Form of Liquidation Control Notice 


Dear Sirs: 

in connection with Section 9(a) of the Master Investment Advisory Agreement between 
Deutsche Bank AG, London Branch, (the ■Client*) and Renaissance Technologies LLC (the 

"Advisor”), dated , 2008 (ttie ’Agreement"), the Advisor is delivering to the Client this 

notice. [The Advisor has received notice from the Client indicating that [the Supplemental 

Investment Advisory Agreementfs] relating to Sub-Account[s] ] [the Agreement] wili be 

terminating on (DATE TERMINATION WILL BE EFFECTIVE] pursuant to Section 8(b) of the 
Agreement.] The Advisor hereby informs the Client that the Advisor has determined that a 

Liquidation of [the following Sub-Account[s]: of foe Account] [the Account] may adversely 

affect substantially similar positions foat the Advisor manages on behalf of other clients, and the 

Advisor shall commence and manage the Liquidation of [the following Sub-Accounts: of the 

Account] [the Account], subject to the provisions of Section 9(b) of the Agreement. 


Capitalized terms used herein and rwt defined herein shall have the meaning given to them in the 
Agreement. 


Very truly yours. 


RENAISSANCE TECHNOLOGIES LLC 


By: 

Name: 

Title: 
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APPENDIX V 

Form o1 Equity Portfolio AfMfv^is 


EQUITY PORTFOLIO ANALYSIS 


Report Currency 

USD 

Trade Date 


Volume Constraint 








Names 


Names 


Names 


Shares 


Shares 


Shares 


Cloee Value 


Close Value 


Close Value 


Last Value 


Last Value 


Last Value 


Avg. Days to Trade 


Avg Days to Trade 


Avg. Days to Trade 


%of Avg. Volume 


% o( Avg. Volume 


% of Avg. Volume 


Mid Spread (BPS) 


Mid Spread (BP^)~ 


Mid Spread (BPS) 


Mkt. Impact 


Mkt. Impact (BPS) 


Mki Impact (BPS) 


Value at Risk (VAR) 


Value atRisk(VAl^) 


Value at Risk (VAR) 


Bata Exposure 


Beta Exposure 


Beta Exposure 


Beta 


Bela 


Seta 


Residual Risk 


Residual Risk 


Residual Risk 


Avg. Dally Return 


Avg. Daily Return 


Avg. Daily Return 


Volatility 


Volalillty 


Volatility 


Alpha 


A^ha 


Alpha 


Index Ttit, 


Index Ttk. 


Index Trk. 
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EQUITY PORTFtMJO ANALYSIS 
rCapHallzatlan Breakdownl 











Last Value 

Weight 

% of Mht Cap 

% of Avg. Volume 

Mid Spread (BPS) 

MM. Impact (BPS) 









OK. IB 








1 to 10B 








1010 SOB 








50 to 100B 








Atiove 100B 








Totals: 
















Mkt. Cap 


Last Value 

Weight 

% Of MM Cap 1 

% of Avg. Volume 

Mid Spread (BPS) 

MkL Impact (BPS) 









Oto IB 








1 to 1 0B 








10 to SOB 1 








50 tolOOB 








Above 100B 








Totals- 
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EQUfTY PORTFOLIO ANALYSIS 
fLIauidWv Breakdown? 


Liquidity 









Last Value 

Weight 

% of Mkt Cap 

% of Avg. Volume 

Mid Spread (BPS) 

Mkt. Impact (BPS) 

00 to 05% 




— 




06% to 10% 








10% to 15% 








100% to 200% 








15% to 20% 








20% to 25% 








25% to 30% 








30% to 50% 








50% to 100% 








Above 200% 








UNKNOWN 








Totals: 








SELL 



HHIHHi 

■■■Hi 








% of Mkt Cap 

% of Avg. Volume 

Mid Spread (BPS) 

MM. Impact (BPS) 

00 to 05% 

— 







06% to 10% 








10% to 15% 








100% to 200% 








15% to 20% 








20% to 25% 








25% to 30% 








30% to 50% 








5C% to 100% 








Above 200% 








UNKNOWN 








Totals; 









263720 


Appendix V — Page 3 


Strictly Confidentia 


i rorCifcuIatioiVCommittee Members and Staff Only 


DB-psi ocKioaose 




408 







409 


EQUfTY PORTFOLIO ANALYSIS 
tE»ch»nae Breakdown! 
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EQUrTY PORTFOLIO ANALYSIS 
lEiichanqe Brcakdowni 






HI—: 


mpiPiPiiB 










ADC 


Not Setup 










BBBH' 

bbbb 







HIB^^I 


BBHI^I 

^^^BBi 




HBBHi^B 

^^SBS 

bhbbi 


^bmbbi 



BBSBSiBSB^SB 



BIBHH 


BBBB 




^^BHBHBI 

HHIBli 

BHBB 

bbi^bb 


(bER 








S5 a 1 


Mol Saiup 







HEX 


MeWOKi Sioa Excfiaog* 


bibi^i 




' JSb 




IBBHB 

BHH^B 

^^^bbh 

BBBHH 


mumiiiiii 


IHIBHI^Hi 




HBBBI 



— ,*JTTi».TK.jja.i».ii 

BI^^H^HHB 

BHI^HI 

BB^BI 


BBBBI 




ihhhbbb 


^■BlBi 

^^^bIbb 

bbhbi 

NMS 


NASDAQ NaUonai Mawei System 






NSM 


NASDAQ NAonsi Marvel System 






NYS 


New vorv Slock Evehanse 






OSA 


Cseva Snci Excnarge 






^ 


Oslo Sloek Escnenge 






PAH 


Part* Sloek Evcnsnso 








Stocknotm Slack Escnange 






swx 


Snts* bkcfienge 








loronlo Stock bvcnange 






rvo 


Tokyo Slock ExcNang* 






VTX 


ViRT X Exctiange 














Total*- 
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EQUITY PORTFOUO ANALYSIS 
»n<>cx BrcaK<townl 


BUY 


BBSIHI 

pmii 


— 

■tffirw 



















&|||i|j||H 



mum 

HHHl 

HHHH 

HHHH 

HHHH 

HHHH 

HHHH 

ASX200 

mniiBBi 




HHHl 

miHi 


^HHH 

mHHH 

m^mH 

j^m^H 

BEL20 

BHHIH 


IHIIH 



HH^H 


^mHH 

I^HHIH 

HHHl 

HHHH 

CAC40 

HHHIH 

HHHI 


miiifiii 

miiin 

HHHl 

HHHH 

HHHH 

mHHH 

imHH 

mHHH 


HBHH 




Biiiiiiiii 

imiHi 

i^m 

imHHI 

HHHH 

^mHH 

HHHH 


HHHH 

nmum 

HHHH 

HHH 

HHHl 

HHHl 

HHHH 

HHHH 

HHH^I 

HHHH 

HHHH 


HHHH 


HHH 

BHBH 

HHHH 

^HHH 

^I^HI 


HHHH 

HHHH 

HHHH 

MEX25 

HHIHii 

IUBB 

HHHI 

inmiiii 

IHIHH 

HHH 


l^H^H 

HHHH 

HHHH 

HHHH 

I8EX35 

mnnB 



mmn 

mm 

HH^I 

imiHi 


mHHH 


HHHH 

'HHi&Si3IHi 




H^IH 

H^im 

im^H 


imiH 

i^mHi 


H^^^H 


HHHH 


m^mn 

HHH 

HHHl 

HHHl 

HHHH 

HHHH 

HHHH 

mHHI 

HHI^I 

MSCl-CANAOA 









HI^^H 

^^HHI 

I^HIH 

MSCl-EMGMKf 


HHHH 

bhhb 

I^HHH 


BBiH 

mHHij 

umiHri 

^bh^h 

^IHHI 

HHHH 

MSCi-US 

imiiim 



miHB 

mHHl 

i^imH 


miHHi 



mHHl 

MSCI-WORLO 












NASDAQ 












N KKei-1225 












Non-index 












OSX 












OMX 












SSP5O0 












SMI 












SPMIQdO 












TOPX 












TXS60 












TSX Composite 












Totals. 
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EQUITY PORTFOUO ANALYSIS 

lln<toM Sreakdownl 


■1 

Index 


Last Value 

Welant 


Bela 


Volatllittf 

C-VolaUlllv 

% ol AVB. 
Volume 

Mid Spread 
(BPSl 


AEX 












ASX200 












BEl.20 












CAC40 












DAX30 












ETOPIOO 












CTOP300 












HEX25 












iaex35 












MUAX 












MIB30 












"ms6i-canada 












MSCI-6MGMKT 












MSCI-US 












'“M”r.(ii-w6RLb 












NASDAQ 












N XKSl-1225 












Non -index 












OSX 












OMX 












S4PSOO 












SMI 


I 










SPMIB40 
























TXS60 












TSX Composite 












Totals. 
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1 BUY 









Industry 


Last Value 

Weiahi 

Volatility 

C-Volati1itv 

Volume 

■R&SM: 

■RlilSBi 

AdvortiBlng 








1 




mumm 


HHHH 

HHHH 



Agriculture 





imBH 

HH^HI 


BBBbI 

Airlines 








1 

Aj>parei 



mhhhi 





1 



■miiiiiHiiiii 


■iHHii 





Auto Part* & 









Banks 









Beverages 




nmm 


HHHH 


BIB^I 

Biolecttnoiogy 



BSBBB 



HHIH 

^h^Bb 


Building Maienais 



ilHI^lHi 

i^i^i 

BHIHIH 

^HHHI 

IBBHB 

IBHB 

Chemicals 



IHIIIIIIIIIIIIIH 

mBiH 

hibhhh 


BBIBI 

■■IB 

Clused-end Funds 









Coal 









CornrrMieial Services 









Computers 









CosmeScs/Personal 









Dietnbubon/Wholesele 









DivnrslfleO Finan Serv 









Plectnc 









Clectncal 









Electronics 









Energy-Alternate 









Engineering & 
Conatrucnon 









Entertainment 
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nCTignTmt 






Industrv 


Ls St Value 

Weiohi 

Volalllltv 

C-Volatllitv 

% of Avfl. 
Volume 

Mid Spread 
JBPS] _ 

Mht. Impact 
-LBPSJ 

Environmental Control 









Pood 









Food Service 









Forest Product & 
Paoer 









Gas 









rtana/Machine Tools 









Healthcare-Products 









Healthcare- Services 









Holding Companies- 
Oi versified 









Homs Builders 









Home Fumisnmgs 









Household 

F'roducta/Wares 









Housewares 









Insurance 









internet 











■miiifin 




imiii 

■■■ll 


irontsteei 









Leisure Tinw 









Lodging 









Machinery- 

ConsiaMinlno 









Machmery-Oiversified 









Media 









Metal 

Fabncate/Hardware 









Mining 









Miscellaneous 

Maitufaetur 









0*flce Furnishings 
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EQUfTY P 

findi 

r>RTF OLIO ANA 

islrv BrMkdowr 

LYSIS 

J 





induttrv 


Last Value 






■■'.iHJli.'.l-Wl 










Office/Buslness Equip 









Oils Gas 









CM: & Gas Servicas 


■■■■■■■ 


■HfiH 

■jllllllHI 




PacKaqing & 
Containers 









Pharmaceuticals 









Pipelines 









REITS 









Rea! Estate 




















______ 


____ 


HUH 

HHHH 

HHHI' 

Semiconductors 






























miiiiimii 


mmi 



umiiim 

nnmiii 





imuB 


^^HHI 

HHI^B 

HI^Hi 

Textiles 


■■mimii 

■■■iiiiiim 

miiiiiH 





Toys/Games/HobOies 









Transportation 









TrrcKing & Leasing 









UNKNOWN 









Venture Capital 









Water 


















Totals 
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EOUtTYPORTFOLfOAMAI YSIS 
(Induatrv Breakdawnl 




^igmui 


mm^ni 




Industry 


Last Value 

Welafit 

VoUtllllv 

C-Volatllltv 

Volume 

Mid Spread 
<BPS> 

Mkt. knpact 
(BPS) 

Advertising 









Aerospace/Defense 









Agneuliure 









Aiilines 









Apparel 









Auto Manuftchjrers 









Auto ®8rts & 
Eouiomeni 









Barks 









Beverages 









B'Olacnnology 









Rjllding Materials 









Cnemicais 









Coal 









Commeroai Sarmoes 









Computaca 









Ccsmabcs/Parsonal 

Cara 









O'Stnbunon/Wriolasaie 









Divorsified Finao Serv 









Elactnc 









electrical 

ComniKouIn 









Electronics 









Energy-Allernale 

Sources 









Engineering & 
Conatniclion 









Sntenamment 









Environmental Control 









Food 
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FOlllTY P 

flrtdi 

GRTFOUO ANA 

«trv Breakdown 

LYSIS 

I 





Industry 


Last Value 

Walatit 

VolaUlltv 

C-VoUtllllv 

Volume 

(Bl^) 

Mkt. Impact 
jaPS)_ 

Oil S Gas Services 









Pacitaoing & 









Phermaceuticals 









Pipelines 









REITS 









Real Estate 









Retail 









Savings & Loans 









Semiconductors 









ShipPuilOing 










Software 









Std'age/Vyatetiousing 









TeiaeommunieaBons 









Textiles 

HHUHHHHHBB 


HHHiH 

HBHH 

HIHBH 



mnumi 

Toys-'Camea/HoOCiies 




HHlHi 




HHHil 

Transportation 









TrocXing & Leasing 









UNKNOWN 









Venture Capita! 









Water 


















ToUls 
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strictly 


From: "Rick Doucette" <rdoucette6gweiss .coai> 

To: Frank X Nelson/db/dbcomeDBAMERICAS 

cn=joe genovese/ou=db/o=dfccom@(toamericas 
CC: Jog Gcnovcsc/db/dbcomfiDBAmericas 

"Marcus Peckrcan" <mpeckraan8gweiss.coro> 

"Steve Kleinraan" <skleinman8gweiss-ccan> 

Date: Feb 26 2009 15:17:05 

Subject: RE: MAPs comments 

Frank 


11:00 AM tomorrow is ok with us. Should we call you or you call us? 


Rick 


From: Frank X Nelson [mailto:fxank.x.tielsongdb.com] 
Sent: Thursday, February 26, 200S 1:26 PM 
To: Rick Doucette 

Cc: Joe Genovese; Marcus Peckman; Steve Kleinman 
Subject: Re: MAPs comments 


How does Ham tomorrow work for a call? 


"Rick Doucette" <rdoucette8gweiss.com> 
02/25/2009 06:33 PH 


To 

Frank X Nelson/db/dbcom0DBAMERlCAS 


cc 

"Marcus Peckman" <inpeckman8gweiss.com>, "Steve Kleinraan" 
<s kleinraan@gweiss . com>, 

Joe Genovese/db/dbcom@DBAraerlcas 


Subject 
MAPs comments 


Permanent Subcommittee on Investigatians 
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Frank 


I have owed you a response on the documentation tor the new MAPs structure. We 
have a series of issues we would like to highlight. Some are more 
discussion/negotiaoing items, son« cause us to have to change the way we 
operate, and others are potential deal breakers. Let me explain. 

Things that could be deal breakers: 

a. Loss of time premium in the event of; 1) breaking through the 
barrier, 2) misbehavior, 3) default under ISDA terms, and 4) additional 
termination events(?). 

a. We would lose the unamortized premium under the above situations if 

DB decided not to buy back the option. That value could be as much as 20% in 
the early stages of the options life, (which is much shorter, 18 to 24 
months, than our ocher options, 5 years plus). 

i. Another problem is that with the sale 
of the option is that there is no pre-set determination of how the value of 
the 

option would be determined (intrinsic value, plus liquidity haircut) and what 
bid/offer spread would be used for the proffer. 

b. The financing is applied on the full notional value of the option, 
not the actual notional that is invested in the underlying portfolio. 

a. This is potentially an enormous cost that penalizes us significantly 
when there is stress in the markets and we reduce our invested balances in 
order 

to reduce the risk of draw-downs, an action that is also in the best interest 
of 

DB. This doesnt seem fair. 

Things that causa us to change the way we operate: 

a. Loss of the cross collateralization (ability to borrow against the 
excess equity) of the option. 

a. Historically, we have been able to fund the operating expenses of 
our business by borrowing against the excess equity value of the option. 
Additionally, we have been able to use the MAPs account as our primacy asset 
because we can access capital to fund positions held in our OGI, LLC prime 
brokerage accounts with Deutsche Bank (for non-allowable securities) and our 
other prime brokers (UBS; Citigroup and Credit Suisse) . 

b. The loss of this flexibility will cause us to reduce the amount of 
capital we can invest in the MAPs product to insure that we have sufficient 
resources to fund our business expenses and outside capital requirements. I 
believe that this would reduce the amount of capital we can invest by 40% to 
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60%. We can adjust how we handle our cash managenent to reflect this new 
paradigm, but it will take scone time to determine how much outside liquidity 

need to maintain in order to meet our obligations outside of the MAPs product. 
This will cause us to use conservative assui^tions until wc have enough 
practical experience to know the expectational range that would be required. 

Things we would like to negotiate: 

a. The liquidation process of the option. 

a. We need to negotiate the ability to cross sell the positions in the 
MAPs account into our prime brokerage account for OGI as the cash to fund the 
purchases will be tied up in the option until settlement. We would like to 
propose a simultaneous purchase and sale of the option and the underlying, in 
effect, we would like to get a parent in kind of the underlying securities on 
the liquidation of the option. 

fa. The barrier concept. 

a. When we meet with you and Satish, we discussed the concept of doing 
away with the barrier structure and instead using a level leverage function 
that 

would cap the leverage of the notional at 1C times the equity of the option. 

If the value of the option drops, the amount of the notional exposure 
underlying the option would drop, much the same as the delta notional value of 
an option drops as the underlying stocks price moves farther 
out-of-the-money. In effect, the leverage would be fixed at 10 times to the 
equity value of the option, subject to some minimum dollar threshold. 

b. Additionally, the barrier price was raised substantially from the 
level used for our other options. Our other options used a price of 94 as the 
knockout price. The proposed structure uses 97.7, which we believe is too 
tight. 


G. The maturity of the option. 

a. Is it possible to extend the maturity of the option beyond the 18 to 
24 month target? 

Frank, give roe a call so we can talk about the above. The obvious big issues 
are the first two. It would be inappropriate for us to strike a new option if 
we canno t get any resol ution to these items. I will be in 
Hartfoxd^H|||H||l|^^H tomorrow and Friday. Thanks, 


Redacted by the PermtiM^ 

Subcommittee on Investl^tiow 


This e-mail is being sent to you for your information pursuant to your 
request. 

This information is not warranted as to completeness or accuracy. The views 
expressed in the message are those of the individual sender, except where the 
message states otherwise and the sender is authorized to state them to be the 
views of George WeissAssociates, Inc. or any of its affiliated entities. This 
message is for the named person's use only. It may contain sensitive and 
private 

proprietary or legally privileged information. No confidentiality or privilege 
is waived or lost by any mis-transmission. You must not, directly or 
indirectly, 

use, disclose, distribute, print or copy any part of this message if you are 
not 
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the intended recipient. 


Thio coitimunication may contain confidential and/or privileged information. 
If you are not the intended recipient (or have received this communication 
in error} please notify the sender iinroediately and destroy this 
communication. Any unauthorized copying, disclosure or distribution of the 
material in this communication is strictly forbidden. 

Deutsche Bank does not render legal or tax advice, and the information 
contained in this comunication should not be regarded as such. 
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From: Satish Ramakrishna <satish. ramakxishna@db- coia> 

To; Bill Broeksmit <bili.broeksmit@db.coia> 

cn=bill broeksmit/ ou=db/o=dbcora@dbainericas 
Date; Aug 25 2009 06:44:45 

Subject: Re: RenTech MAPS 

Bill - couple of clarifications 

- deleveraging is smooth, not only "If half the capital is depleted" - it 
starts from 100. 

A 

- RoA when I looked at it last was closer to 110 bps. I will check and let 
you know. 

Best Regards, 

Satish Ramakrishna 
Deutsche Bank AG, London 
Global Markets Equity 

Global Prime Finance Risk & Complex Prime Finance 
# 1342, 60 Wall Street, New York 


Pisarczyk 



■ — « Redacted by tbe Permanent 

Subcommittee on Investigattomt 


Original Message 

From: Bill Broeksmit 

Sent; 08/25/2009 10:47 AM GDT 

To: Anshu Jain 

Cc: Satish Ramakrishna; Jonathan Hitchon; Barry Bausano 
Subject: RenTech MAPS 

The Renaissance synthetic, non-recourse PB facility (MAPS) tends to use around 
$15 billion of BS and produces ROA in area of 80 bps. Current facility is up 
for renewal in early 2010- We think we and one other PB (Barclays or CS, don't 
know their size) are only providers MAPS to client. AUM in relevant fund 
(Medallion) is almost all partners' wealth and friends and family. This is the 
fund with the legendary track record (35S average annual returns over past 
20Y) . (Somewhat puzzlingly, the Renaissance fund open to outside investors 
(RIEF, a 175/75 S+P plus style) has badly underperformed S+P this year and AUM 
is down from $25 billion to less tha $10 billion) . 

Following is a more detailed description of the MAPS facility: 

The Renaissance MAPS trade is a synthetic, non-recourse PB-inspired facility. 
We carry the equity longs and shocts, as directed by Renaissance, on our BS 
and pass the performance of portfolio to Renaissance via swap. Equity longs we 
carry on behalf of Renaissance show up as trading assets for DB and shorts 
appear as securities borrowed (asset) and securities sold but not yet 
purchased (liability) . 

This trade format is much less BS efficient than a traditional PB account 
because in a PB account I can net receivables and payables with same customer. 
So if an equity long/short account has equal amount of longs (financed by us) 
and shorts (borrowed from us versus posting of cash collateral), PB receivable 
wrt that account nets to zero. 

Renaissance trade is only different from a straight synthetic PB facility in 
that it is non-recourse. Facility allows client maximum of 18X NAV in gross 
value of longs plus shorts, or a 9X9 long versus short portfolio. 
Diversification requirements and other sub-limits are tighter than more 
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traditional equity long/short PB facilities - EM exposures are restricted, as 
are illiquid and concentrated positions. If client started the day with 
maximum leverage Sit has never done so), longs wotild have to underperform 
shorts by 11* to burn through capital and put us into non-recourse loss 
territory. We have triggers in place that allow us to sieze control of the 
portfolio at any point during the day if half of the capital is depleted (ie, 
5.5% long underperformance of shorts). Biggest risk is an August 2007 event 
when equity long/short trades got too crowded and there was a sudden shake-out 
- they were then running at 12x leverage and they delevered immediately. . 

Since 

they stagger their individual MAPS trades, if one option ran into trouble, 
they could redistribute the long/short portfolio into the other 
{deeper-in-the-money and hopefully less levered) options. 

This structure {long option on underlying portfolio) is a capital asset if 
held by the partners for more than one year. Size of portfolio tends to be 
between S8 and 12 billion long and same amount of short. Maximum allowed usage 
is $16 billion X $16 billion, though this has never been approached. 

Pricing is: we lend to finance longs at FF+37.5 bps and borrow cash pledged 
against securities borrowed at FF-37.5 bps. Most of the money is actually made 
by lending them specials that we have on inventory and they pay far above the 
regular rates for that. In addition, their positions help us internalize other 
clients' exposures, so it helps reduce financing cost across the platform. 


Bill Broeksmit 


Office; +44 {0)20 7545 7899 



Retlaned by me Permanent 
Subcommittee ob Investigations 
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EXECUTION copy 


Deutsche Bank 


13 


D^jfsche Bank AG London'’ 
c/o Deuteche Bank Seairities !nc. 
60 Wal Street 
NewYwk, NY 1CXD05 
Tetef^one; 1-212-250-2500 


MOSEL EQUrriES L.P. 

do Renaissance Technotogles LLC 

800 Third Avenue 

New York, NY 10022 

Attn: Mark Silber / Carla Volpe Porter 

Tel; {212)486-6780 

Fax; (212)758-7136 

BARRIER OPTION TRANSACTION - Cash Settled - 
DBS! Reference No. 941-50310 

Dear Sirs; 

The purpose of this letter agreement (ttiis ‘Confirmayon*) is to confirm the terms and conditions of 
the transaction entered info between DEUTSCHE BANK AG. LONDON BRANCH ('Party A' or ‘Seller’) 
and MOSEL EQUITIES L.P. ("Party B," w “Buyer," and together with Party A. the 'Parties’) on the Trade 
Date specified below (the “Transaction'). This Confirmation ajnslitutes a ‘Confirmation* as referred to in 
the ISDA Master Agreement specified below. This Confirmation constitutes the entire agreement and 
understanding of the parties with respect to the subject matter and terms of the Transaction and 
supersedes all prior or contemporaneous witten or oral communications with respect thereto. 

DEUTSCHE BANK AG IS NOT REGISTERED AS A BROKER DEALER UNDER THE U.S. 
SECURITIES EXCHANGE ACT OF 1934. DEUTSCHE BANK SECURITIES INC. ("DBSI" or 
“DESIGNATED AGENT’) HAS ACTED SOLELY AS AGENT IN CONNECTION WITH THIS 
TRANSACTION AND HAS NO OBLIGATION. BY WAY OF ISSUANCE, ENDORSEMENT, 
GUARANTEE OR OTHERWISE WITH RESPECT TO THE PERFORMANCE OF EFTHER PARTY 
UNDER THE TRANSACTION. DEUTSCHE BANK AG. LONDON BRANCH IS NOT A MEMBER OF 
THE SECURITIES INVESTOR PROTECTION CORPORATION (SIPC). 

1. The definitions and provisions contained in the 2000 ISDA Definitfons (the "Swap 
Definitions’) and in the 2002 iSDA Equity Derivatives Definitions (the “Equity Definitions', and together 
with the Swap Definitions, the “Definittons’), in each case as published by the international Swaps and 
Derivatives Association, Inc. are incorporated into this Confirmatton. In the event of any Inconsistency 
between the Swap Definillons and the Equity Definitions, the Equity Definitions will govern. In the event 
of any inconsistency between either set of Definitions and this Confirmation, this Confirmation witi govern. 
For purposes of the Equity Definitions, the Transaction shall constitute an “Index Option Transaction’. 


I Deutsche Bai^ AG is regulate by the FSA for the coxtduct of desisted isvestment business in the UK, is a 
member of the London Stock Exchange and is a joint stock corporatioo with limited iiabihty incorporatsd in the 
Federal Republic of Germany HRB No. 30 000 District Court of Frankfun am Main; Branch Registration No. in 
England and Wales BR000005, Registered address: Winchester House, 1 Great ■Winchester Street. London EC2N 
2DB, Telephone; +44 20 7545 8000. 

Chairman of the Supervisory Board; Clemens Borsig. Board of Managing Directors; Josef Ackennaaa, Hennann- 
Josef Lambcrti, Hugo Baimiger, and Stefan Krause. 
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This Confirmation constitutes a “OKiftmafem" as referred to in, and supplements, forms a part of 
and is subject to. the 1992 ISDA Mastw ^reement, induding the Schedule thereto dated as of 
December 15, 2008 as amended and supplemented ftxxTti time to 8me (the "Agreement’'), between 
Party A and Party B. For the avoidance of doubt, the Transaction strali not be subject to the provisions of 
any other agreement between Party A and F^rty B, inciudir>g aiy other ISDA Master Agreement and any 
Credit Support Annex thereto. All provisions contained in the Agreement govern this Confirmation except 
as expressly modified beiow. All provisions txmtained or mcwporated fay reference in the Agreement wiit 
govern this Confinoation, except that, wthixit limiting the fwegoing, in the event of any inconsistency 
between Uiis Confirmation and any provisions contained tr hicorpcrated by reference in the Agreement 
with respect to any p)ayment obligations of Party A or Party B, the terms of this Confirmation shall govern. 
For the avoidance of doubt, notwithstanding anythir^ m S^ion ^d) or Section 6(e) of the Agreement to 
the contrary, any pjayment or delivery required to be made in connection with the termination of the 
Transaction shall be calculated and paid in accordance the provisions contained in Oiis Confirmation. 


2. The terms of the particular Transactiort to which the Confirmation relates are as 
follows: 


General Terms 

Trade Date; 

Effective Date; 

Term; 

Tenor; 

Option Type: 

Option Style: 

Buy«’: 

Seli^ 

Index; 

Business Day; 

Business Day Convention: 
Exchange Business Day; 


October 8, 2009, whidi is the first date on w^ich trading 
m the Basket (as defined below) can occur. 

The Trade Date 

The p)eriod from and including the Trade Date to but 
excluding the Final Valuation Date. 

The number of days in toe period from and including the 
Premium Payment Date to but excluding the Scheduled 
Expiration Date. 

Call 

Europrean . 

Party B 
Party A 

The NAV Index Level 
New York 

Following Business Day. 

For each Exchange (as defined below), any Scheduled 
Trading Day on which such Exchange is open for trading 
during its regular trading session notwithstanding such 
Exchange closing prior to its Scheduled Closing Time. 
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Transaction Details 

Number of Options: 
Strike Price; 

Notional Amount: 

Initial Leverage; 
Premium; 

Premium Payment Date: 
Calculation Agent; 


One 

100 

USD3.600.000.000 

USD2,825.000,OOQ 

USD400.000.000 

The third (3rd) Business Day immediately foiiovwng the 
Trade D^. 

Designated Agent 


Procedure for Exercise 
Expiration Time: 
Expiration Date; 


Automatic Exercise: 


5 p.m. (local time in New York City). 

The date wtiich is the earliest of; (i) December 18, 2010, 
(the “Scheduled Expiration Date’), (li) the first date on 
which the NAV Index Level is at or below the Barrier 
NAV Index Level (such event and date described in this 
clause (8) shall be referred to herein as an "Eaiiy 
Expiration Event" and an ’Early Expiration Date", 
respectively) arKi (iii) any other date on which the 
Transaction Is terminated or expires In accordance wth 
the Confirmafion or the Agreement. 

Applicable. 


Seller’s Agent’s T-^ephone 
Number and Facsimile 
Number and Contact 
Details for Purpose of 
Giving Notice: 


Valuation 

Final Valuation Date; 
Pricing Period; 


Seller’s 
Agent’s Name: 
Specified 
Location: 

Tel: 

Fax: 

Email: 


Satish Ramakrishna 

60 Wail Street, 4*^ Floor 
New York, NY 10005 
(212) 250-4928 
(212) 797-9358 
satish.ramakrishna@db.com 


The last Pricing Day in the Pricing Period, 

The period commencing on, and including, the 
Expiration Date and ending on. and including, the earlier 
of (i) the Expiration Date, or if such day is not a Pricing 
Day, then the first (1si) Pricing Day immediately 
following the Expiration Date, and (ii) the 14th Business 
Day immediately following the Expiration Date, provided, 
however , that tl% Pricing Period shall not be deemed to 
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Valuation Method: 


NEWrORK\53397 


commence ur^ the earlier of (a) the Advisor (as defined 
in Mast«- Investment Advisory Agreement (as defined 
b^ow)) commendng a Liquidation (as defined therein) of 
tfie Sub-Aosxint (as defined therein) relating to the 
Basket and (b) the Seller having the right, under the 
Master Inws^ent Advisory Agreement, to take control 
irf the Sub-Account relating to the Basket, provided, 
farther, ttiat flie Pricing Period may be a longer or 
shCMt«' period as mutuatiy agreed upon by the Parties. 
provided, fialher. faat the Pricing Period shall be 
deemed to contiruje until such time as the Calculation 
^ent has determined, in accordance with customary 
FMractices, that R has ended. In the event that the Buyer 
disputes the Calculation Agent's determination of the 
Priang Pwlod and can reasonably demonstrate that an 
InvestinwTt manager could have liquidated and reduced 
to cash a portfolio substantially simHar to the Basket in a 
shcMler period subject to the same conditions considered 
by tee Calailation Agent in determining the Pricing 
Pwiod. then Buyer and Seiler shall mutually determine in 
gtxKl faith any adjustment to the Pricing Period and the 
Pricing Period shall end on the last day of such adjusted 
pwiod. Note^hstanding the foregoing, if an Early 
Expiration Event has occurred, the commencement and 
termination of the Pricir>g Period will be as determined 
by the Calculation Agent at such time. 

Upon the expiratiwi or termination of the Transaction, for 
purposes of establishing the NAV Index Level used to 
calculate the Cash Settlement Amount, it shall be 
assumed that (i) all Effected Positions shall be liquidated 
during the Pricing Period and (ii) each Designated 
Position Shalt be deemed liquidated at such time and 
price as the Investment Advisor, ttie Seller or any 
manager chosen by the Seller would have liquidated in 
conformity with the liquidation provisions of the Master 
Investment Advisory Agreement (as defined below), it 
also shall be assumed that Seller, or any manager 
chosen by Seller to exercise control over the Basket, 
shall, commencing on the Expiration Date or as soon as 
is practicable thereafter, conduct an orderly liquidation 
and reduction to cash of all Effected Positions contained 
in the Basket, in a commercially reasonable manner and 
in accordance with the provisions of the Master 
Investment Advisory Agreement relating to effecting a 
liquidation, with the objective of minimizing market 
impact and preserving the remaining equity value of the 
Basket. Except in the case of an Early Expiration Event. 
R shall be assumed, in conducting the liquidation. Seller 
or any manager chosen by Seller to exercise control 
over the Basket (if applicable) shall give due regard to 
effecting propKsrtionate reductions of any economic long 
positions and economic short positions. Notwithstanding 
the foregoing, if Section 9(b) of the Master Investment 
Advisory Agreement applies and the Investment Advisor 
has advised the Seiler in a timely fashion to accept the 
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Pricing Day; 

Settlement Terms; 

Cash Settlement: 
Settlement Currency 
Term Rate; 

Debit Spread: 

Remaining Tenor; 

Optionality Value; 


Intrinsic Value: 

NAV Index Level: 

NBWYORX\53397 


bid that estaWished the Market Bid Level <as defined 
th««in). then fw purposes of esteiblishing the NAV index 
Level used to c^ojiate ihe Cash Settlement Amount, the 
Basket shaH be deemed to have been liquidated at the 
Market Value (as defined In the Master investment 
Advisay A^eem^t). 

Fw eadi Trading Basket, an Exchange Business Day on 
which a Market Disruption Event has not occurred. 


Af^icaUe 

USD 

2.07% 

The Spread applied to the Basket Debit Balance in 
accordance wth the U.S. Spread Schedule (as outlined 
below). 

As of any day during the period from and induding the 
Premium Payment Date to but exduding the Scheduled 
Expiration Date, the number of days remaining in the 
Tenor, from and including the day on which such 
determination is bdng made to but excluding the 
Scheduled Expiration Date. 

As of any day during the period from and induding the 
Trade Date to but exduding the Premium Payment Date, 
an amount equal to; 

Initial Leverage x {Term Rate + Debit Spread ) x Tenor 
365 + {j'erm Rate x Tenor^ 

: and as of any other day during the Term of this 
Transaction, the greater of (i) zero and (ii) an amount 
determined by the difference of (a) the Optionality Value 
calculated for the previous day minus (b) the quotient of 

(x) the Optionality Value as of the Trade Date divided by 

(y) Tenor. 

As of the Trade Date, an amount equal to (i) the 
Premium minus (ii) the Optionality Value as of the Trade 
Date (the 'Initial Intrinsic Value"); and as of any other 
day during the Term of this Transaction, an amount 
(which may be positive or negative) equal to the sum of 
(a) the In^insic Value calculated for the previous day 
plus (b) the change in Basket Base Performance for 
such day (which may be a positive or negative number). 

As of each day during the Term of this Transaction, an 
amount determined as follows; 
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l(X)4-flOOx <iafe I 

Notional Amount J 

Barrier NAV Index Level: As of the Trade Date, 106.604597; and as of each day 

dumg ttie Terrn of this Transaction, an amount 
detomined as Miows: 

^ rtft I Premium — Optionality Value \ 

lCK)x .977+ 

^ Notional Amount J 

Cash Settlement Amount: Cash Setflement Scenario *A' or Cash Settlement 

Scenario “B* (each, a ‘Cash Settlement Scenario”), as 
spedfiat herein, determined as of the Final Valuation 
Date. Except as otherwise stated herein, if for any 
reason this Transaction is terminated or expires prior to 
U>e S<^€Kluled Expiration Date, the measure for any 
payment owred shall be Cash Settlement Amount 
Scenario ‘A’. For the avoidance of doubt, if a Party 
deitvers a notice specifying an Expiration Date and the 
grounds on wrhich such termination notice is being 
delivered, the Cash Settlement Scenario associated with 
such grounds shall be the Cash Settlement Miount, 
rKJtwithstandftig the occurrence, between the delivery of 
tile termination notice and the ExpH'ration Date specified 
therein, of circumstances or events giving rise to the 
alternative Cash Settlement Scenario. 

(i) For the avoidance of doubt, without limitation, the 
following events will result in the Cash Settlement 
Amount being Cash Settlement Scenario “A:” 

(a) a termination of the Transaction, effected by Buyer, 
as the result of the occurrence of an Additional 
Termiration Event described in Paragraph 4(d)(1), 
Paragraph 4(dXii') or Paragraph 4(d)(iv) of this 
Confirmation: 

(b) a termination of the Transaction, effected by Buyer, 
as the result of the occurrence of an Additional 
Termination Event described in Paragraph 4(e) of this 
Confirmation; 

(c) a termination of the Transaction resulting from the 
occurrence of an Event of Default other than one 
described in paragraph (ii)(c) below; 

(d) a termination of the Transaction resulting from the 
occurrence of a Termination Event other than one 
described in paragraph (ii)(d) below; and 
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(e) all ev«ite that result in the Transaction being 
twminated. eittrer automaticaiiy under the terms of this 
^reCTient, or by action of one of the Parties, where the 
C^h Setdement Amount ts not othenvise specified. 

(li) For fte avotdatce of doubt, without limitation, the 
Wlovnng events will result in the Cash Settlement 
Micwnt being Cash Setdement Scenario “S’: 

(a) a temtinafion trf the Transaction, effected by Buyer, 
as the result of tt>e ocjcurrence of an Additional 
T^minatfon Event described in Paragraph 4{d)(ii) of this 
Confimiatlon; 

(b) a temlnaKon of the Transaction, effected by Buyer, 
as the result of the occurrence of an Additional 
Termination Event described in Paragraph 4(f) of this 
CtMTftmaaon; 

(c) a lerminalion of the Transaction effected by Buyer as 

result of the oaxirrence of one of the following 
Evente of Default 

(1) a breads by Seiler of an agreement in 
accordance with Section 5{a)(ii) of the 
Agreement 

(2) a misrepresentation by Seller in accordance 
with Section 5(a)(iv) of the Agreement; 

(3) a default fay Seller under Section 5(aXv)(2) 
of the Agreement: 

(4) a defeult by Seller under Section S(a){vi) of 
the Agreement; 

(5) the occurrence of an event described in 
Section 5(aXvii) of the Agreement in respect of 
the Seller; and 

(6) a "merger without assumption" in respect of 
the Seller as described in Section 5{a)(viti) of the 
Agreement; 


and 

(d) a terminafion of the Transaction resulting from the 
occurrence of one of the follov/ing Termination Events; 

(1) an Illegality in accordance with Section 
5{bXi) of frie Agreement in respect of which the 
Seller is the sole Affected Party; 

(2) a Tax Event in accordance with Section 
5(b)(iiXy) of ffie Agreement in respect of which 
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fte effective date of the Change in Law has not 
yet (xxwfred and Seller has delivered notice to 
t«7ninate the Transaction; 

(3) (X) an Additional Termination Event 
desCTib^ in the second paragraph of Paragraph 
4(1) of thfe Confirmation or (Y) the designation by 
^ler of an Early Termination Date in 
accordance with Paragraph 4(n) of this 
Confirmation, provided that in the case of (X) or 
(Y) above, such Termination Event occurs in 
r^pect of any change in applicable law or 
Change in U.S. Tax Law, as applicable, that has 
not become effective; and 

(4) a Tax Event Upon Merger in accordance with 
Section 5(b){iii) of the Agreement in respect of 

Seller is the sole Affected Party; 

(for the avoidance of doubt, each reference to provisions 
in the Agreement are as amended by the Schedule 
ihereto). 


Cash Settlement Scenario "A*: The greater of (i) zero, and (ii) an amount determined 

as follows: 


{mVM^ Level -strike Price). 


Cash Settlement Scenario "B”; The greater of (i) zero, and (!i) an amount determined 

as follows; the sum of (a): 

(AM Vhdex Level - Strike Price) x 


plus (b) 0>e Optionality Value. 

Cash Settlement Payment Date: The th^ (3rd) Exchange Business Day immediately 

following the Final Valuation Date. 

Eariy Settlement Amount: Without altering the foregoing or the final determination 

of the Cash Settlement Amount or the Seller's 
obligations in respect thereof, from time to time on any 
day during the Pricir>g Period, Buyer may request, and 
upon such request Seller shall make, a payment to 
Buyer (all such payments less all repayments of such 
payments by Buyer to Seller being, the ‘Early Settiwnerrt 
Payment’) In an amount equal to the Available Early 
Settlement Amount (as defined below). If such request 
is made by Buyer on or prior to 5:00 p.m., New York 
time, on a Business Day then Seiler shall make such 
payment to Buyer prior to 2:00 p.m., New York time on 
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the next Business Day. tf such request is made after 
5:00 p.m.. New YchIc time, on a Business Day, Seller 
shdl make suc^ pajroent to Buyer prior to noon, New 
Ywk time, chi the second succeeding Business Day. If 
tfte Seller determines that the Early Settlement Payment 
on any day during the Pricing Period exceeds the Early 
Settlement Amount for such day. then the Seller shall so 
nofi^ Buyw and fH-ior to 5:00 p.m.. New York time on the 
next Business Day, Buyer shall repay such excess to 
^fler. Few eadt day in the Pricing Period, the Early 
Se^nt«Tt Payment on such day shall bear interest at a 
rate ec^^ to the overnight USD-Federal Funds - H.15 
few such day. On the Cash Settlement Payment Date, 
Bu^ sh^l repay to Seller an amount equal to the Early 
Settlement Payment together with interest accrued 
tfiereon. 

Few tfie^ purposes, at any time; 

<i) "Available Early Settlement Amount' equals the 
excess, if any, of the Early Settlement Amount at such 
hme over the Early SetUement Payment at such ttme; 

(ti) "Early Settlement Amount' means (x) if the Net 
Hedge Ratio is greatw toan or equal to .05, zero and (y) 
otoerwise, the amcxint that equals the product of .75 
multiplied by (Intiinsic Value - (Gross Basket 
Value/{Notional Amount x 1 .60)/Premium)); 

(iii) ‘Gross Basket Value" means the sum of (x) the total 
USD market value of all Basket Positions held long plus 
(y) the absolute value of the total USD market value of 
all Basket Positions held short; 

(iv) “Net Hedge Ratio" mearts the absolute value of the 
amount determined by the following formula: (x) total 
USD market value of all Basket Positions held long less 
the absolute value of the total USD market value of all 
Basket Positions held short divided by (y) Gross Basket 
Value. 


Adjustments For Potential 
Adjustment Events: 

Consequences of Merger Events: 

Nationalization or Insolvet^cy: 

Calculation Agent Adjustment: 


NeWYORK\S3397 


Calculation Agent Adjustment (as defined below) 

Calculation Agent Adjustment (as defined below) 

Calculation Agent Adjustment (as defined below) 

For purposes of Adjustments for Potential Adjustment 
Events. Consequwees of Merger Events and 
Nationalization or Insolvency, ail with respect to the 
r^evant Basket Positions which comprise the Basket 
from time to time, toe Calculation Agent will make such 
adjustments to the Share price, the then applicable 
Basket Base Performarree, the NAV index Level and any 
other variable relevant to the exercise, settlement or 
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payment t«ms of the Transaction, as the Calculation 
^^nt, acting in good faith and commercially reasonable 
mctfirter, determines appropriate, with reference (as 
deemed a^^'c^ate) to any relevant adjustment rules 
and prec^ents in effect for any primary options 
exchange for exchange-traded options contracts on the 
retevant ^ected Basket Positions and in consultation 
Buyer. 

Additional Terms 

The followng additional terms shall applyto tills Transaction. 

3. Further Definitions: 

The Basket - 

“Baskef means a record maintamed by the Cateuiatton Agent for this Transaction identifying, at 
ail times, all of the positions that (i) actually result from transactions specified by the investment Advisor 
(as defined below) to be induded in such record (the 'Effected Positions') or (ii) are Designated Positions 
(as such term is defined in the Master Investment Advisory Agreement, tiie Designated Positions together 
with the Effected Positions, the “Basket Positkms’). Few the avoidance of doubt, any dividend, interest or 
any other income that would have been received or accrued on or in respect of, or any expense incurred 
with respect to, any Designated Positiewt, wBI be deemed credited or debited to the Basket as Basket 
Income or Basket Expenses, as the case may be. If a Designated Positicwi would have been entered into 
but for the fact that the intended Desigriated Posifion violated the Investment Guidelines and Compliance 
Restrictions (as defined below) at the time such transaction was spec?ied by the Investment Advisor, then 
such position shall be void ab initio and therefore rrat, at any time, a component of the Basket. To the 
extent that a Designated Position subsequently violates the lirvestm^rt Guidelines emd Compliance 
Restrictions, it shall be deemed to have been (X) in the case of a lor^ position, sold, and (Y) in the case 
of a short position, covered, as of the time such Investment Gukleiine violation occurred. The Basket 
may be divided, at any time, into sub-recewds, each constituting either a Trading Basket or a Term Basket 
(each as defined below). 

"Basket Base Pwformance’* means, during a period, the sum (expressed In USD), during such 
period, of (i) Basket Gains and Losses plus (ii) Basket Income and Expenses. 

‘Basket Gains and Losses’ means, during a period, the difference (expressed in USD), during 
such period, of (i) realized and unrealized gains in respect of the Basket Positions minus (ii) realized and 
unrealized losses in lespect of the Basket Positions. 

“Basket Inccxne and Expenses’ during a period means (i) Basket Income minus (ii) Basket 
Expenses. 

“Basket income’ during a period means; the sum. expressed in USD, of (i) dividend income 
(determined based on ex-dividend dates that have occurred during such period), net of the non-U.S. and 
U.S. withholding taxes, if any. that would be imposed on a holder of the retevant position that (a) Is a 
resident of the Federal Republic of Germany, (b) is entitied to the benefits of income tax treaties between 
the Federal Republic of Germany and other countries, (c) properly treats such dividend income as 
effectively connected with its U.S. trade or business and (d) has provided property compieted and 
exeojted certifications claiming such treaty or effectively connected income status; provided, howrever. In 
the case of Effected Positions, dividend income will further reduced by any additionai taxes (and 
penalties and interest associated therewith) incuired by Seller Uiat would not have been incurred by the 
Seiler in the absence of the relationship between Seller and Buyer under this Transaction, plus (Ii) 
interest income, reedvaUe and received, on any USD Basket Credit Balance, such interest calculated at 
the relevant Benchmark Rate minus the Spread applicable to the USD Basket Credit Balance (as stated 
below) plus (i!i) the product of (a) tiie Rebate Share Value (as defined below) on frie USD Trading Basket 

10 

NeWYORK\53397 


Strictly Confidenti3l-4Jot for Circulation/Committee Members and StaH Only 


DB4>Si 00000190 



435 


multiplied by (b) the difference of (1) relevant Short BOTchmark Rate (as defined below) minus (2) 

(A) to the extent such Rebate Share V^ue is not composed of Hard-To-Borrow Shares (as defined 
below), the relevant Spread on such Rebate Share Value (steted in the U.S. Spread Schedule below) and 

(B) to the extent such Rebate Share Value is comf»sed of Hard-to-Borrow Shares, a short spread 

reflective of the Hard-To-Borrow nature of such Shares as detwmined by the Calculation Agent, plus (iv) 
interest income receivable on any Non*USD Basket Credit in each case such interest calculated 

at the relevant Benchmark Rate minus the Spread apji^icabte to such Non-USD Basket Credit balance, 
plus (v) the product of the Rebate Share Value for each Non-USD Trading Basket multiplied in each 
case by the relevant Benchmark Rate, plus (\n) total acmied and paid interest income on Term Basket 
realized gains and dividend income, that have be«i realized or paid respectively between Term Basket 
Reset Dates, calculated at the LIBOR Rate, plus (vii) all oOier income enumerated in the Basket 
Performance Report. Each interest calculation unda" this definitkm shall be performed using the currency 
associated with the specified Trading Basket for sudi Trading Basket and all non-USD amounts shall be 
converted to USD at the spot rate for such currency at die time the Basket Income calculation is 
performed. As relates to Basket inrome, with respect to any Basket Position, “wibiholding taxes" shall 
include stamp and excise taxes whether or not collected by wi^hdding. 

“Basket Expenses* during a period means: the sum, expressed in USD, of (i) payments in lieu of 
dividends (including any U.S. or non-U.S. vwthholding taxes required to be withheld by Seller with respect 
to such payments in lieu of dividends), provided, howewr, that in the case of Effected Positions, Basket 
Expenses will be increased by any addifional taxes (and penalties and interest associated therewith) 
incurred by Seller that w/outd not have been irKiurred by Seller in the absence of the relationship between 
Buyer and Seller under this Transaction, plus (ii) any interest expenses, excluding accrued interest 
expenses on any USD Basket Debit Baiant», plus (iil) total accrued and paid interest expense on the 
USD Basket Debit Balance, calculated at the Debit Rate on the USD Basket Debit Balance (using the 
applicable Spread from the U.S. Spr^d Schedule below), plus (tv) total accrued and paid interest 
expense on any Non-USD Basket Debit Balance, in each case calcuiated at the Debit Rate on such Non- 
USD Basket Debit Balance (using the applicable Spread from the Non-U.S. Spread Sdiedule below), 
plus (v) total accrued and paid interest expense on any Term Basket open long position, in each case 
calculated at the Debit Rate on such Term Basket open long portion’s notional amount (using the 
applicable Spread from the Non-U.S. Spread Schedule below), plus (vi) the stock borrow fee payable on 
any Non-USD Trading Basket, in each case such fee calculated as the product of the Rebate Share 
Value for such Non-USD Trying Basket multiplied by (a) to the extent such Rebate Share Value is not 
composed of Hard-To-Borrow Shares, the relevant Spread on such Rebate Share Value (as stated in the 
Non-U.S. Spread Schedule below) and (b) in the case of Hard-to-Borrow Shares composing such Rebate 
Share Value, a short spread reflective of toe Hard-To-Borrow nature of such Shares as determined by the 
Calculation Agent, plus (vii) toe stock bomcw fee payable on any Term Basket open short position, in 
each case such fee calculated as the product of the Teim Basket open short position's notional amount 
multiplied by (a) to the extent such Term Basket open short position's notional amount is not composed 
of Hard-to-Borrow Shares, the relevant Spread on such Tenn Basket open short position's notional 
amount (as stated in the Non-U.S, Spread Schedule below) and (b) in the case of Hard-to-Borrow Shares 
composing such Term Basket open short position's notional amount, a short spread reflective of the 
Hard-to-Borrow nature of such Shares as determined by the Calculation Agent, plus (vlii) total accrued 
and paid interest expense on Term Basket realized tosses and payments in lieu of dividends, that have 
been realized or paid respectively between Term Basket Reset Dates, calculated at the LIBOR Rate, 
plus (ix) all other expenses enumerated in the Basket Performance Report, plus (x) any investment 
advisor fees accrued during such period, whether or not actually paid by Seller. Each interest calculation 
under this definition shall be performed using the currency associated with the specified Trading Basket 
for such Trading Basket and all non-USD amounts shall be converted to USD at the spot rate for such 
currency at the time the Basket Expenses calculation is performed. As relates to Basket Expenses, with 
respect to any Basket Posibon, '\vithholding taxes’ shall include stamp and excise taxes whether or not 
collected by withholding. 

“Basket Perfoimance Report' means a periodic report prepared and compiled by the Calculation 
Agent in its sole discretion (but after consultation with the Investment Advisor), setting forth (among otoer 
things) toe Basket Base Performance, as well as such other Items the Calculation Agent determines, in Its 
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sole discretion, affects the perfomiance of the option. The most current Basket Performance Report as of 
any date shall be available to Buyer on a daily tesis. 

“Benchmark Rate" means, (i) for the Trading Ba^et, as of any day, the FEDSOPEN Rate 
for such day (or if sudi day is not a Business Day as of tti© preceding Business Day) determined by 
reference to the FEDSOPEN Index as published by the Federal Reserve and as disseminated via 
Bloomberg and (ii) for each Non-USD Trading Basket, foe apf^icabie rate specified in the Non-USD 
Benchmark Rate Schedule on Schedule II hereto, or if no rate is so specified, the recognized overnight 
rate for the applicable currency as determined by foe Cateulation Agent, in good faifo, or if such overnight 
rate is not available, the one w/eek rate for such ainency as determined by the Calculation Agent, in good 
faith. 


“Debit Rate" means the sum of (i) foe Bemfomark Rate for any Trading Basket or foe LIBOR Rate 
(as defined below) for any Term Basket, as the case may be plus (ii) for tx>th USD Basket Positions and 
Non-USD Basket Positions, the Spread for foe Basket Debit Balance as listed in foe applicable Spread 
Schedule below. 

“Exchange” means, in respect of each Basket Position or foe related underlying seoirity, the 
primary exchange or quotation system (or any successOT thereto), if any, on which such underlying 
security is actively traded or quoted. 

“Hard-to-Borrow Shares” means, as determined by the Calculation Agent, (i) in respect of Basket 
Positions recorded under the USD Trading Basket, any Shares that are components of foe USD Trading 
Basket from time to time for v>4^tch the market rebate rate is lower than foe normal rebate rate received on 
“general collateral" shares in connection with a theoretical stock borrow arrangement, and (ii) in respect of 
Basket Positions recorded under a Non-USD Trading Basket, any Shares that are components of such 
Non-USD Trading Basket from time to time for which the market fee rate is higher than the normal fee 
rate paid on “general coliateraT shares in connection with a theoretica! stock borrow arrangement. 

"LIBOR Rate” means, in respect of each Term Basket, the one^nonth LIBOR interest rate on the 
Start Date (as defined below), and on each T^m Basket Reset Date. 

“Non-USD Basket Credit Balance* means, for each Non-USD Trading Basket, at any time, the 
excess, if any, of (i) the sum of (a) the ojmulative realized gains on all former Basket Positions in such 
Non-USD Trading Basket, plus (b) the Short Proceeds Miount for such Non-USD Trading Basket, over 
(ii) the sum of (a) the aggregate of the initial ‘cost basis" of all open long Basket Positions in such Non- 
USD Trading Basket, plus (b) the cumulative realized losses on afl former Basket Positions in such Non- 
USD Trading Basket, and (c) all adjustments, as determined by the Calculation Agent, for any other paid 
income and expense items allocable in a currency other than USD to the Basket, but excluding accrued 
and unpaid income and expense items. Non-USD Basket Credit Balance determinations shall be made 
on a Share ‘settlement date' basis and shall be denominated in the currertcy associated with such Non- 
USD T rading Basket. 

“NorvUSO Basket Debit Balance' means, with respect to each Non-USD Trading Basket, at any 
time, foe excess, if any, of (i) the sum of (a) foe aggregate of foe initial “cost basis" of all open long Basket 
Positions in such Non-USD Trading Basket, plus (b) the cumulative realized bsses on all former Basket 
Positions in such Non-USD Trading Basket, over (ii) foe sum of (a) foe cumulative realized gains on all 
former Non-USD Basket Positions in such Trading Basket, plus (b) the Short Proceeds ^ount for such 
Non-USD Trading Basket and (c) ali adjustments, as determined by foe Calculation Agent, for any ofoer 
paid income and expense items allocable in a currency other than USD to foe Basket, but excluding 
accrued and unpaid income and expense items, orovid^. that, for all Non-USD Basket Debit Balances 
greats than zero, solely for purposes of determining Basket Expenses, the Calculation Agent shall reduce 
any such Non-USD Basket Debit Balances by subtracting from the aggregate of such amounts the Unused 
Initial Leverage (any pcxtion of the Unused Initial Leverage not so subtracted, the "Remaining Unused 
Initial Leverage"). The specific Non-USD Basket DeWl Balances from which any Unused Initial Leverage is 
subtracted shall be determined by the Calculation Agent in Its sole disaetion but in no event shall any Non- 
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USD Basket Debit Balance be reduced befow raro. Non-USD Basket Debit Balance detaminations shall be 
made on a Share “settlement date" basis and sh^l be denominated in fine currency associated with such 
Non-USD Trading Basket. 

“NorvUSD Basket Positions’ means the Basket Positions recorded in a Non-USD Trading Basket 

“Non-USD Sub-Basket’ means, for a ghren currency specified in respect of a Non-USD Trading 
Basket, a record maintained by the Calculation Agent WwiU^ng, at all times, all of the Non-USD Trading 
Baskets specifying that same currency. The Cdciiation /^ent may elect to include in a Basket 
Performance Report information relating to any or all Ncwi-USD Sub Baskets, which infomiation shall be 
reported in the currency associated with such Non-USD Sub^asket. By way of example and not of 
limitation, a report relating to a Non-USD Sub-Ba^et for a period may state (among other things) the 
Basket Credit Balances or Basket Debit Balances {as the case may be) of the relevant Non-USD Trading 
Baskets for such period, the stock borrow fees on sur^ Non-USD Trading Baskets payable during such 
period, and any other information selected by fine C^culation Agent for inclusion in such report, with alt 
amounts reported in the applicable currency. 

“Non-USD Trading Basket' means each Tradirig Basket that shall contain all Basket Positions 
representing Shares in respect of which tiie Exchange is not located in the United States. 

“Rebate Share Value* means, at any time. In resp>ect of any Trading Basket, the maricet value 
from time to time of ail Basket Positions in such Trying Basket that represent open short sales of equity 
securities. For the avoidance of doubt, a separate Rebate Share Value may be specified for each 
Trading Basket, induding the USD Trading Basket and all Non-USD Trading Baskets. The Rebate Share 
Value for a given Trading Basket shall be specified In the currency associated with such Trading Basket 

“Related Exchange(s)‘ means, in rasped of each Basket Position or the related underlying 
security, the primary exchange or quotatiwi system (or any successor hereto), if any. on which futures 
and/or options contracts \Mth respect to such underlv^ng security are actively traded or quoted. 

"Remaining Unused Initial Leverage" is as defined above in the definition of Non-USD Basket 
Debit Balance. 

‘Short Benchmark Rate' means, in resp)ecl of the USD Trading Basket, (i) for any day prior to the 
Scheduled Expiration Date, (a) to the extent the Rebate Share Value of the USD Trading Basket Is less 
than or equal to the Initial Leverage, the Tenn Rate, and (b) for any Rebate Share Value of the USD 
Trading Basket in excess of the Initial Leverage, the Benchmark Rate (which rate can be expressed as a 
weighted average rate for the purposes of calculation and reporting); and (ii) for day during a Pricing 
Period occunlng on or after the Scheduled Expiration Date, the Benchmark Rate, 

“Short Proceeds Amount" means, for each Trading Basket, at any time, the sale price(s) received 
for the Basket Positions that represent open short sales of eqijty securities in such Trading Basket. A 
Short Proceeds Amount shall be expressed in the currency of the associated Trading Basket. 

"Term Basket* means a record maintained by the Calculation Agent in respect of which all of 
the following characteristics have been specified; (i) a country, (ii) a currency, (til) the date on which 
such record Is established (the "Start Date"), (iv) the relevant LIBOR Rate and (v) the date on which 
all of the Basket Positions included in such record are scheduled to be liquidated (the “End Date"); 
and that identifies, at all times, all of the outstanding Basket Positions designated by the investment 
Advisor to be included in such record. Solely for purposes of calculating "Basket Expenses" the 
Calculation Agent shall reduce (but not below zero) the notional amount of open long positions In 
Term Baskets by subtracting from the aggregate of such notional amounts any Remaining Unused 
Initial Leverage. The specific open long positions from which any Remaining Unused Initial Leverage is 
subtracted shall be deteimined by frie Calculation Agent in its s<^e discretion. 
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"Term Basket Reset Date’ means, in respect of a T»m Basket, the 15th day of each calendar 
month on a Modified Foilowing Business Day Conversion. 

"Trading Basket’ means a record mantained by the CataJtetion Agent in respect of which aii of 
the following characteristics have been spedfied: (i) a county and (u) a currency; and that identifies, at all 
times, all of the outstanding Basket Positions designated by the Invesbnent Advisor to be included in such 
record. 

"Unused Initial Leverage" means, at any flme trf delermmation..(l) If USD Basket Debit Balance is 
a negative amount, the absdute value of sudi amourrt, c^h«wise 00 zero. 

“USD Basket Credit Balance' means, at any fime, ttte excess, tf any, of (i) the sum of (a) the 
Initial Intrinsic Value, plus (b) the cumulative r^Kzed gains on all former USD Basket Positions, plus (c) 
the Short Proceeds Amount for Uie USD Trading Bastet. over (H) the sum of (a) the aggregate of the 
initial “cost basis' of all open lor>g USD Basket Positiorrs, plus (b) the cumulative realized losses on all 
former USD Basket Positions, plus (c) the abst^te v^e of Ute ^bate Share Value for the USD Trading 
Basket, and (d) all adjustments, as determined by the C^cuiation /^nt, for any other paid income and 
expense items allocable in USD to the Basket, but excluding accrued and unpaid income and expense 
items. Basket Credit Balance determinations siwll be made on a Share "settlement date" basis. 

"USD Basket Debit Balance" means (i) any day priw to the Scheduled Expiration Date the 
difference, whether positive or negative, between (a) the sum of (1) the aggregate of the initial "cost 
basis" of ail open long USD Basket PcsHions, plus (2) the cumulative realized losses on all former USD 
Basket Positions, plus (3) the absolute value of the Rebate Share Value for the USD Trading Basket, and 
(4) all adjustments for any other paid income and expense items allocable in USD to the Basket, but 
excluding accrued and unpaid income and expense Hems, minus (b) the sum of {1 ) the Initial Intrinsic 
Value, plus (2) the Initial Leverage, plus (3) the cumulative realized gains bn all former USD Basket 
Positions, plus (4) the Short Proceeds Amount for the USD Trading Basket; and (ii) during any period 
beginning on the Scheduled Expiration Date and ending on the Final Valuation Date, the difference, 
whether positive or negative, behween (a) tine sum of (1) the aggregate of the initial “cost basis" of all 
open long USD Basket Positions, plus (2) the cumulative realized losses on all former USD Basket 
Positions, plus (3) the absolute value of the Rebate Share Value for the USD Trading Basket, and (4) ail 
adjustments, as determined by the Calculation Agent, for any other paid income and expense items 
allocable in USD to ffie Basket, but excluding accrued and unpaid Income and expense Items, minus (b) 
the sum of (1) the Initial intrinsic Value, plus (2) the Short Proceeds Amount for the USD Trading Basket, 
plus (3) cumulative realized gains on all former USD Basket Positions provided that, in the case of (i) 
and (ii), if on any day su(^ difference is negative then for purposes of calculating “Basket Expenses" for 
such day the "USD Basket Debit Balance" shall be deemed to be zero. Basket Debit Balance 
determinations shail be made on a Share "setflement date" basis. 

'USD Basket Positions’ means the Basket Positions recorded in the USD Trading Basket, 

‘USD Trading Basket* means the Trading Basket that shall contain all Basket Positions in respect 
of which the Exchange is located in the United States. 

U.S. SPREAD SCHEDULE 
Applies to the USD Trading Basket 


Tvoe 

Soread 

Rebate Share Value 

37.5 basis ooinls (0.375%) 

Basket Credit Balance 

25 basis ooints (0.25%) 

Basket Debit Balance 

37.5 basis points (0.375%) 
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Non-U.S. SPREAD SCHEDULE 
Applies to all Non-USD Trading Baskets 
and all T«m Baskets 



Soread 

Rebate Share Value 
in respect of Non-USD Tradir^ 
Baskets and Term Baskets using a 
Benchmark Rate of One44onth 
USD-LIBOR-BBA 

^ basis pointe (0.60%) 

Basket Credit Balance 
in respect of Non-USD Tradirtg 
Baskets and Term Baskets using a 
Benchmark Rate of One-Month 
USD-LIBOR-BBA 

25 basis points (0.25%) 

Basket Debit Balance 
in respect of Non-USD Trading 
Baskets and Term Baskets usir^ a 
Benchmark Rate of One-Month 
USD-LIBOR-BBA 

35 basts points (0.35%) 

Rebate Share Value 
in respect of all other Non-USD 
Trading Baskets and Term Baskets 

As determined in good faith by 
the Calculation Agent upon 
consultation wnth the 

Investment Mvisor 

Basket Credit Balance 
in respect of all other Non-USD 
Trading Baskets and Term Baskets 

As determined in good faith by 
the Calculation Agent upon 
consultation witii the 

Investment Advisor 

Basket Debit Balance 
in respect of all other Non-USD 
Trading Baskets and Term Baskets 

As determined in good faith by 
the C^cuiation Agent upon 
consultation with the 

Investment Advisor 


4. Additional Provisions: 


(a) Basket Position Composition : A Basket Position is a record reflecting the purchase or 
sale of any of the following: any equity securities in a company and listed on a recognized exchange, 
depositary receipts listed on a securities exchange in the United States of America, equity linked 
securities, OTC derivatives, index futures, exchange-traded funds, other equity linked securities (besides 
OTC derivatives, index futures, and exchange-traded funds), interest rate and currency transactions, or 
any other financial instruments that may be agreed to between the parlies together with such other 
securities and assets arising by reason of any Potential Adjustment Events or Merger Events in respect of 
shares comprising the Basket from time to time (in eadi case, a "Share" and collectively. “Shares"). For 
the avoidance of doubt, Basket Positions may be records of purchase and sale transactions not actually 
executed. 

(b) Share Pricino Method: Shares that are traded on a U S. national securities exchange or 
the NASDAQ National Market System shall be valued at any time at the last sale price quoted for Shares 
on the Consolidated Tape on the date and at the time for which value is being determined, or, if no sale 
occurred on such date, frien at the mean between the “bid" and the “asked" prices on such date as 
reported in any recognized interdealer quotation system. Other Shares traded over-the-counter shall be 
valued at die mean between the “bid* and the "asked" prices quoted for such Shares. Shares not so 
traded as described herein shall be valued at tfieir fair market price, as determined In a commercially 
reasonable manner by the Calculation Agent; the Calculation Agent shall perform valuation of such 
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Shares in accordance with criteria regardir^ valuation times and share pricing methods communicated by 
Seiler in writing to Buyer in a Basket Perfoitnance Report oh- otherwise. With respect to any position not 
described above, the Calculation Agent in vsrfulr^ stocJcs, securities or other investments, may select 
such other metiiods of valuation as it in good faitti shall d^m aj^opriate under the circumstances and. 
once determined, all such valuations shall be final and conclusive in the absence of manifest bad faith. 
The Calculation Agent shall use the actual fi-acfe execajfion pridng fix selling andfor acquiring the Shares 
(the “Share Execution Price”) in connection wth (I) any option expiration (including any Early Expiration 
Event), and (ii) determinations of any Basket Debit Balances or Basket Credit Balances, in the case of 
Designated Positions, except as otherwise described her»n, the timing and price for the deemed selling 
and/or acquiring of a Designated Positior\ shdl be as detennined by ttie Calculation Agent in good faith 
and a commercially reasonable manner, at such prices as would reasonably be expected to be the 
execution prices if the trade giving rise to the Designated Position had actually and timely been executed. 
The Calculation Agent’s valuation of the Basket or Its valuation m^odology may differ from the valuation 
methodology it uses for its own books and records or other internal purposes. 

(c) Termination and Early Expiration Notices : In correction with Termination Events under 
this Confirmation in which Buyer is an Affected Party and Seller has the right, upon delivery of notice to 
Buyer, to terminate this Transaction, tfien SeJI«^ may exercise such right to ta-minale by delivery of a 
Seller Termination Notice, substanliaity in the form attached hereto as Annex i. In connection with 
Termination Events under this Confirmation in which Sella" is an Affected Party and Buyer has the right, 
upon delivery of notice to Seller, to terminate this Transaction, then Buyer may exerdse such right to 
terminate by delivery of a Buyer Termination Notice, substantially in the form attached hereto as Annex It. 
Notwithstanding the provisions of Section 6(a) of the Agreement, the Early Termination Date in respect of 
this Transaction shall be the day on which the Seller Termination Notice or Buyer Termination Notice, as 
relevant, is effectively delivered provided that if such day is not an Exchange Business Day. the Eariy 
T erminatlon Date shall be the first Exchar^ Business Day to occur after such day. 

If an Early Expiration Event otxxjrs. this Transaction will automatically expire at the time of such 
occurrence. In such instance. Seller may, sol^y as a courtesy and vwfoout obligation, give notice to 
Buyer of the occurrence of such Early Expiration Event. If Seller determines to provide such notice. It 
may do so substantially in the form attached hereto as Annex I. For the avoidance of doubt, 
notwithstanding the delivery or non-delivery of such a notice, an Early Expiration Event occurs 
automatically at the time the conditions described in clause (ii) of tiie definition of Expiration Date have 
occurred. 

Except as otherwise specified herein, upon the occurrence of an event or circumstances giving 
Buyer the right to terminate this Transaction prior to the Scheduled Expiration Date (excluding an Event of 
Default in respect of Seller under Section S(a)(vii) of the Agreement, but Including, without limitation, any 
other Event of Default in respect of Seller or any Termination Event in respect of Seller), Buyer shall 
deliver a Buyer Termination Notice within 15 days of the accrual of such right to terminate this 
Transaction or Buyer shall be deemed to have waived such right to terminate this Transaction as the 
result of the occuirence of such event or circumstances, provided that for foe purpose of determining 
when a Buyer’s right to terminate this Transaction accrues under Section 5(a)(ii) of foe Agreement or as 
the re^lt of a Termination Event, Buyer shall be deemed to have delivered any notice required to be 
delivered by Buyer under Section 5(aXii) or Section 6(b)(i) of the Agreement, as foe case may be. at the 
time Buyer learned of Seller's breach of agreement or obligation hereunder or of the facts giving rise to 
such Termination Event, as the case may be. 

(d) Investment Advisor : Buyer acknowledges that Renaissance Technologies LLC (the 
“Investment Advisor") has been engaged by Seller to manage the composition of the Basket on a 
discretionary basis for the account of Seller, pursuant to (a) the Investment Guidelines and Compliance 
Restrictions (the "Master Investment Guidelines and Compliance Restrictions ") set forth in the Master 
Investment Advisory Agreement dated as of December 16, 2008, between Seller (or its specified affiliate) 
and the investment Advisor (the “Master Investment Advisory Agreement,') and (b) the Supplemental 
Investment Guidelines and Compliance Restiictions (the 'Supplemental Investment Guidelines and 
Compliance Restrictions," and together with the Master Investment Guidelines and Compliance 
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Restrictions, the “Investment Guidelines and Compliance Restric^ons") set forth in the Supplemental 
Investment Advisory Agreement dated De<»mber15, 2(K)8, as may be amended from time to time, 
between the parties to the Master investmwrt Advis<»y Agreement, {the "Supplemental investment 
Advisory Agreement,’ and together with the Master Inves&nent Advisory Agreement, the “investment 
Advisory Agreement"). While Seller, in the normal course of its business, shall review investment 
Advisor’s compliance with the Investment Guid^nes and Compliance Restrictions, Seller shat! have no 
liability to Buyer - and Buyer hereby waives any rights of action against Seller - in connection with 
investment Advisor’s non-compliance wflth said Investment Guidelines and Compliance Restrictions - or 
any other terms of the investment Advisory Agreemwit 

if (i) the investment Advisory Agreement or ttie Supf^emental Investment Advisory Agreement is 
terminated after notice of termination by Seiler for cause (as set out in the Master Investment Advisory 
Agreement); (ii) Seller delivers notice tt>al it fe t^minating the Supplemental investment Advisory 
Agreement Vilthout cause under the provisions of tt>e Mastw Investment Advisory Agreement and either 
(x) the investment Advisor has delivered rwjtice. in acawdance wnth the Master Investment Advisory 
Agreement, that it shall commence and man^e the Liquidation or (y) three Exchange Business Days 
have passed without the investment Advisor delivering such a notice, (iii) investment Advisor delivers 
notice that it is terminating the Investment Adviswy Agreement for cause (as set out in the Master 
Investment Advisory Agreement) and erthw (x) the investment Advisor has delivered notice, in 
accordance with the Master Investment Advisory ^reement. that it shall commence and manage the 
Liquidation or (y) three Exchange Busir>ess Days have passed without the Investment Advisor delivering 
such a notice, or (iv) the investment Advisory Agreement or the Supplemental Investoent Advisory 
Agreement should terminate for any other reason, then for purposes of Section 5{b)(v) of the Agreement 
the occxirrence of any of clause (i), (ii). (iii) or (iv) above shall be an Additional Termination Event with this 
Transaction as the sole Affected Transaction and Seller as the sole Affected Party. Upon the occurrence 
of such an Additional Terminatior» Event, Seller shall timely deliver to Buyer notice of such event and 
Buyer shall have the tight, but not the obHgaiion, vwthin 3 days of effective delivery of such notice (but not 
more than 3 days), to terminate this Tran^clion. by delivery of a notice to Seller substantially in the form 
attached hereto as Annex 11. in the case of (1). (ifi) or fiv), if ffiis Transaction is terminated, the Cash 
Settlement Amount shall be Cash Settlement Sr*nario “A.' In the case of (ii). if this Transaction is 
terminated, the Cash Settlement Amount shall be Cash Settlement Scenario “B." 

(e) Additional Termination Event Relating to Seller CDS Spreads : The occurrence, from time 
to time, of a CDS Spread Event X or of a CDS Spread Event Y shall constitute an Additional Termination 
Event in respect of which Seller shall be the sole Affected Parly and this Transaction and ai! other 
Transactions between Seller and Buyer shall be Affected Transactions. Notwithstanding the provisions of 
Section 6{b)(iv)(2) of the Agreement or any other provision of the Agreemeit to the contrary, in the event 
that such an Addilionat Termination Event occurs (the date of such occurrence being a ‘ Trigger Date *> 
and Buyer does not designate, as a result thereof, an Early Termination Date in respect of all (and not 
less than all) Transactions within fifteen (15) days of the related Trigger Date then Buyer shall be deemed 
to have waived such Additional Termination Event and no CDS Spread Event X or CDS Spread Event Y, 
whichever gave rise to such Additional Termination Event, may again occur during the ninety (90) day 
period that commenced on the related Trigger Dale. 

For purposes hereof the “ CDS Spread * on any Business Day shall be the average of the mid- 
market (average of bid and offer for USD100.000.000 notiortal protection) five year senior debt credit 
default swap (’COS') spreads in respect of Seller, as quoted by: Barclays Capital Inc., Citigroup Global 
Markets Inc., Goldman, Sachs & Co.. J. P. Morgan Securities Inc. and Morgan Stanley & Co. 
Incorporated (each, and any successor thereto, a “Reference Dealer") (quoted at Bloomberg function 
CDSW, although if Buyer in good faith and in a commercially reasonable manner determines such a 
quote available at Bloomberg function CDSW is Inconsistent with market conditions, it may confirm the 
quote directly with such Reference Dealer and such directly confirmed quote shall be used in place of the 
applicable one found at Bloomberg Function CDSW. if diPerent), measured as of 3:00 p.m. New York 
time on such Business Day. In the event that, at such time, any one or more of the Reference Dealers 
specified above has not provided a quote of tiie CDS spreads in respect of Seller, the CDS Spread shall 
be the average of the CDS spreads quoted at such lime by the other Reference Dealers provided that if, 
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at such time, fewer than three of sudi Referee* Dealers have fM’ovided such a quote, Buyer and Seller 
shall reasonably agree to include, in the averaging calculation, the quote of another recognized dealer or 
dealers, so that three such quotes have been averaged, for the purpose of determining the CDS Spread; 
provided, however, that if one or more Reference D^er provid^ such a quote and the Buyer and Seller 
are unable to reasonably agree as to an additional recognized dealer or dealers (as applicable), the 
average of the quotes obtained from avaiiaWe Reference Ctealers (or if only one Reference Dealer is 
providing a quote, such quote) shall be used to detwmlne ttie CDS Spread. A CDS Spread Event X will 
occur if the CDS Spread is 325 basis points ot mwB on at least three (3) consecutive Business Days. A 
CDS Spread Event Y will occur if the CDS Spread Is at least 4K) basis points on any Business Day. 
Buyer shall not buy, sell or oti^erwise engage in transactiwts vwth respect to CDS of the Seller. No affiliate 
of Buyer may engage in fransactions with respect to CDS of 8te Seller for the purpose or with the intent of 
increasing such spread in order to trigger the provfeions of Ws Paragraph. 

(f) Fundamental Change to the Investment Guidelines and Compliance Restrictions : If Selier 
makes a fundamental change to the Investment GukJelines and Compliance Resections, as determine 
by Seller in its reasonable discretion, then S^ler shall notify Bu^r of such change and Buyer shall have 
the right, but not the obligation, to terminate this Transaction, by deltvery of a notice to Seiler substantially 
in the form attached hereto as Annex It. If Bu^r ^ects to laminate this Transaction pursuant to this 
paragraph, the Cash Settlement Amount shall be Cash Settlement Scenario "B." 

(g) Post-Settlement Adjustments: Notwitifslanding anything to the contrary in the 
Agreement, if, (i) after the Transaction has terminated and any Cash S^lement Amount has been paid, 
Seller or Buyer becomes aware of (a) an operational misbooking or (b) any accrued but unpaid income or 
expense (as of the Final Valuation Date) that. (1) differed from the amount actu^fy paid. (2) was 
determined to be in error or (3) was not acttially paid In accordance with the value at which it had been 
booked by the Selier, and (ii) the occuirence of a situation described in clauses (a) or (b) affected the 
calculation of ffie Cash Settlement Amount, then the Party that becomes aware of such fact will notify the 
other Party, and the Parties wiit negotiate in good faith to allocate any payment adjustment between 
them. This provision shall survive the termination of this Confirmation or ttje Agreement. 

(h) Change in Definition of Ind^nifiable Tax : Solely for the purposes of this T ransaction. the 
term Indemnrftable Tax wi! be defined to exclude any tax imposed on any payment under this Transaction 
that is based on, related to, in respect of, or measured by, in whole or in part, the declaration, payment or 
receipt of any dividend on any Shares comprising from time to time the Basket. 

(0 Taxes : For purposes of determining Basket Base Performance, Basket Gains and 
Losses. Basket Income and Expenses, Basket Credit Balance, Basket Debit Balance and any other item 
used to calcxjiat© or affecting any of such amounts, gain, loss and any other income or expense items will 
be computed and taken into account without giving effect to any Tax that might be imposed in respect or 
by reason thereof (except to the extent that withholding taxes (including any penrdties and interest 
associated with such taxes) are expressly induded In Basket Irtcome or in Basket ^penses). 

(j) Non-Confidentialitv. Except as otherwise hereinafter set forffi in this paragraph, the 
parties hereto agree and acknowledge that ffie structure and tax aspects of the Transaction and ail. 
materials provided by either party with respect to such structure and tax aspects are, and have always 
been, non-confidential, and are not the proprietary information of either party. Notwithstanding anything 
herein to the contrary, each party and each Affiliate thereof (and each employee, representative, or other 
agent of any of the foregoing) may disclose, and has always been entitled to disclose, to any and ail 
persons, without limitation of any kind, the tax treatment and tax structure of the Transaction and all 
materials of any kind (including opinions or other tax artalyses) that are provided to such party (or 
Affiliate) relating to such tax treatment and tax structure (provided, however , that the names and ail other 
identifying information of all entities and persons have bron property erased from such materials prior to 
the disclosure thereof unless and to the extent such information is necessary or helpful in understanding 
the tax treatment or tax structure of the transaction). Each party otherwise agrees not to disclose arty 
proprietary, non-public inft^mation regarding the other party (“Confidential information') it may have 
received in connection with the Transaction, including, wiffiout limitation, that such party has entered into 
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the Transaction with the other party, and agrees that it shall not disclose or use the name of the other 
party (or any Affiliate thereof) for markets^ other purposes rwt direcfly relating to the implementation of 
the Transaction hereunder. Notwithstanding the foregoing, either party may disclose any such 
ConfidenSa! Information if required by law or requNed or requited by any judicial, governmental or other 
regulatory body, provided it gives prior written notice of surft required disclosure to the other party. 
Confidential Information of a party shall not indude any Information in the public domain or information 
obtained from any third party not under a duty not to dlsdose it 

i^) Reporting . Seller represents tiiat for fox pkjrposes, it and any Affiliate thereof \wli report 
the Transaction, as a deriNrative financial iristiument, arfo, for accounting, regulatory, tax and aii other 
purposes, it and any Affiliate thereof will treat and repcxt the Effected Positions and any other assets or 
positions that may be credited to or included w^ln the Baskets (other than in respect of Designated 
Positions) as assets and positions of which Seller is 0>e sole legal and beneficlai owner and to which 
Seller is the party, as the case may be; wowded. ttiat k\ foe event of a dispute between the parties as to 
the proper characterization of foe Transaction and related assets subsequent to a Change in U.S. Tax 
Law, Seller will in good faith make its own detmnination of such characterization and treat and report the 
T ransaction and related assets in accordance writh Its good faith determination. Seiler represents that for 
U.S. federal income tax purposes all payments received under the Transaction will be ti-eated as 
effectively connected \Mth the conduct of a trade or business within the United States and as attribufabie 
to a trade or business carried on by it through a permanent establishment in the United States. (For 
purposes of this section the teim "Change in U.S. Tax Law" means the (a) enactment, promulgation, 
execution or ratification of, or any diange in w amendment to, the U.S, Internal Revenue Code of 1986, 
as amended, or the Treasury Regulations promulgated thereunder (including any proposed changes that 
are not required under such proposal to be fxospective only) or (b) the announcement of the application 
or official interpretation thereof by the United Slates Infernal Revenue Service or the United States 
Department of the Treasury, as the context requires), or (c) any action taken by a taxing authority, or 
brought in a court of competent jurisdiction, on or after the date on which the Transaction is entered into 
(regardless of whether such action is taken or brought with respect to a party to foe Agreement) (which 
includes, for the avoidance of doubt, the commencement of a tax audit of Seller (that occurs on or after 
the date on which the Transaction is entered into) irt which Seller believes, in its sole discretion, that foe 
auditor will propose that Seiler treat the T ransaction in a manner other than described above). 

(t) Additlonai Termination Events. Notwithstanding the provisions of Section 5(aXiv) of the 
Agreement, if any of foe representations made by Buyer in Part 2(b) of the Schedule to the Agreement in 
respect of this Transaction proves to have been iricorrect or misleading in any material respect when 
made or repeated or deemed to have been made or repeated, such incorrect or misleading 
representations shall constitute an Additional Termination Event under Section 5(bKv) of the Agreement, 
and Buyer shall be the sole Affected Party and this Transaction shall be the sole Affected Transaction. 

if during the term of the Transaction (and solely with respect to this Transaction), as a result of 
any event described in clauses (x) or (y) of Section 5(bXii) of the Agreement, (which clause (x) will 
include, for foe avoidance of doubt, the commencement of a tax audit of Seller), Seiler makes its own 
reasonable determination, after consultation with Buyer, foat it is substantially likely that either it is under 
an obligation to withhold or remit any tax on account of, or relating to, foe declaration, payment or receipt 
of any dividend on any Shares comprising from time to time the Basket, or it will receive dividends on 
such Shares net of withholding tax. in each case due to the relationship between Seller and Buyer under 
this Transaction, then such determination shall constitute an Additional Termination Event under 
Section S{b)(v) of the Agreement, and Buyer shall be the sole Affected Party and this Transaction shall be 
the sole Affected Transaction, 

(m) Transferability. The option constituting the Transaction shall not be transferable by Seller 
without the prior written consent of Buyer which consent shall not unreasonably be withheld or delayed. 
The option constituting the Transaction shall be transferable by Buyer (and any transferee of the option 
constituting the Transaction) in whole or in part at any time to another U.S, Person (other than U.S. trusts 
under section 7701(a){30) of the Code unless Seller in its sole discretion consents) vrith the wfritten 
consent of Seller upon written notice, which consent shall not be unreasonably withheld and shall be 
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delivered within a reasonable period of t«T»e. Wittioul Rmitation to the foregoing, for pKjrposes of this 
provision. It shail not be unreasonable for SeHer to withhold cor^nt If toe transferee (x) is not a customer 
of Seiler (or a related party thereto) and is unwOling or unaWe to meet Seiler’s then standards for 
customers (y) would otherwise violate Selier’s standard operating procedures (for example, on account of 
know-your-customer ailes or limits on exposi^ to any pwticuiar customer) or (z) would, in the 
reasonable belief of Seller, increase any risk (induding, vwttxMJt limitation, tax risk) to Seller. Any 
purported transfer in violation of this provision shall be vc^ and of no effect. 

(n) Tennination Foilovwna Regulatory Change. Nohn^standing anything to the contrary in 
this Confirmation. Seller may designate an Eaiy Termination Dale and terminate this Transactton upon 
not less than fifteen (15) Business Days prior written notice to Buyer, in the event that in the reasonable 
opinion of Seller (supported by the written odraon of natkxraily recognized counsel reasonably acceptable 
to Buyer): (i) any change after the Trade Date in appilcaWe law (including, without iimitation, any laws, 
treaties, ordinances, rules, regulations, ruiij^s. interpwetattons and authorizations of the United States or 
of any politicaf subdivision, regulatory body having authority over Seller) materially and adversely affects 
Seiler’s capital charges directiy resulting from the Transaction and Buyer declines (in its sole judgment) to 
make any additional payments determined by Sell®' {in its sole judgment) that would make Seiler 
indifferent to such change, or (ii) Setter's fax posrtkm vwth respect to the Transaction is affected due to 
any Change in U.S. Tax Law (as defined in 'Reporting' above), if Seller elects to terminate the 
Transaction pursuant to this paragraph, the Cash Settlement Amount shall be (i) Cash Settlement 
Scenario “A" if the change in applicable law or Change in U.S. Tax Law has become effective or (ii) Cash 
Settlement Scenario ’B", otherwise. 

5. Additional Representations: 

Buyer and Seltw each make (and as Indicated, Buyer makes) the following additional 
representations: 

(i) it is entering into the Transaction as principal and not as agent or in any other capacity, 
fiduciary or otherwise and no other person has an interest herein. 

(ii) ft has, in connection with the Transaction (a) the knowledge and sophistication to 
independently appraise and understand the financial and legal terms and conditions of the Transaction 
and to assume the economic consequences and risks thereof and has, in fact, done so as a result of 
arm’s length dealings with the other party; (b) to the extent necessary, consulted with its own independent 
financial, legal or other advisors ar^ has made its own investment, hedging and trading decisions in 
connection with the Transaction based upon its own judgment and the advice of such advisors and not 
upon any view expressed by the other party; (c) not relied upon any representation (whether written or 
oral) of the other party, othw than the representations expressly set forth hereunder and is not in any 
fiduciary relationship with the other party; (d) not obtained from the other party (directly or indirectly 
through any other person) any advice, counsel or assurances as to toe expected or projected success, 
profitability, performance, results or benefits of the Transaction; and (e) determined to its satisfaction 
whether or not the rates, prices or amounts and other economic terms of the Transaction and the 
indicative quotations (tf any) provided by the other party reflect those in the relevant market for similar 
transactions. 

(ili) it is not a private custom® {as defined in the Rules of The Securities and Futures 
Authority). 

(iv) it understands that the offer and sale of the option constituting the Transaction is 
intended to be exempt from registratton under the US Securities Act of 1 933. as amended (the “ Securities 
Act'L by virtu© of Section 4(2) thereof. In furtherance thereof, it represents and vrarrants that (a) it is 
experienced in investing In or otherwise entering into options and other financial instruments similar to the 
Transaction and has determined that the Transaction is a suitable investment for it, and (b) it is an 
institution which qualifies as an “accredited investor* or ‘qualified institutional buyer" as such terms are 
defined under relevant regulations promulgated under the Securities Act. 
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(v) Buyer understands and specifically ackrKJwledges and agrees that the composition of the 
Basket as well as the Basket Base Perfcwmance sh^l be under sole discretionary trading authority of 
investment Advisor, an Investment advisw indepeirfent of Selt^. A copy of the investment Advisory 
Agreement has been previously made available to, and has been reviewed by, Buyer. Buyer has 
obtained all the information it desires regarding ttte ln\«stm«it Advisor, induding, for the avoidance of 
doubt, investment advisor fees. Buyer agrees and aidcnovrfedges toat neither Seller nor the Designated 
Agent take any responsibility for such infwin^fon. Buyer has made an independent judgment of the 
experience and expertise of the Investment AdvisCH’. Buyer agrees that it shall not attempt to direct or 
influence the choice of investments in toe Basket Buyer acknovvfedges and agrees that Buyer has no 
lights under the investment Advisory Agreement and Is not a third party beneficiary thereto. 

(vi) Buyer represents to Seller, that has suffident expelence with derivative 

transactions or similar securities or inslrumente to make a determinaUon to enter into a Transaction linked 
to the securities underlying or referred to in such derivative transactions, and has the capacity and 
authority to invest directly in the securities underling or referred to in such derivative transactions. This 
representation shall be deemed to be true and acoirate on each day that this Confirmation remains in 
force and effect. 

(vii) Buyer acknowledges that Basket Positions may exist in the absence of actually executed 
transactions. Buyer understands that the existence of a Basket Position does not necessarily indicate 
that an actual purchase or sale of Shares occurred, and that the Basket Base Performance and the value 
of the Cash Settlement Amount may be affected by retxwds of transactions that did not actually occur. 
Buyer and Seller agree that nothing in this Ccmfirmation obligates toe Seller to actually purchase or sell 
any of the underlying securities from \^»ch a B^kel Position is derived. 

(viii) Buyer has received an opnion of counsel from its own tax advisor with respect to the 
Transaction, 

(lx) Buyer and Seller acknowledge that Buyer has no rights in the Basket, including rights to 
receive distributions on, the proceeds from disposition of. or information received in respect of, the 
Basket. 


(x) Buyer acknowledges that it has no voting rights in respect of any security which may be 
held by Seller. Buyer and Seiler acknovriedge and agree that Seller wiii not take account of the interests 
of the holder of the option constituting the Transaction or any third party In voting or otherwise exercising 
any of its rights, as owner, in the Basket. 

(xi) It is the intention of the parties that the obligations of Seller in respect of the Transaction 
evidenced fay this Confirmation are general recourse obligations of Seller. To the extent that, in any 
relevant proceeding or under any applicable law. Buyer should have the right to marshall, to appoint a 
receiver over, or otherwise have recourse to, the ownership or equity interest of Seiler in the Basket, 
Buyer hereby waives, and agrees not to enforce, such righto provided that such waiver and agreement 
shall not reduce or limit the obligations of Seiler hereunder. 

6. GOVERNING law: THIS CONFIRMATION WILL BE GOVERNED BY AND CONSTRUED IN 
ACCORaVlCE WITH THE LAWS OF THE STATE OF NEW YORK APPUCABLE TO CONTRACTS ENTERED INTO AND TO 
BE PSIVORMED ENhRELYWlTHlN THE STATE. 

7. The time of dealing will be confirmed by Seller upon written request. 

8. Deutsche Bank AG London is regulated by the Securities and Futures Authority. 


NEWYORK\53397 


21 


Strictly Confidential— Not for Circulation/Commitfee Members aid Staff Only 


DB-PSl 00000201 



446 


9. Account Details: 

Payment to Party A; The Bank of NY 

ABA 021-000-018 
Account # 8900-353570 
Accmmt Deutsdie Bank 

Payment to Party B: To be. and as, provided by Party B. 


10. Notices and other CommunicatiCHis: 

Contact particulars for notices and other oammunications (incSuding reports) shall be delivered in 
accordance with Section 12 of the Agreement to ttte rdevait person or persons specified in Schedule 1, 
hereto. Notwithstanding anything in Section 12 of the Agreement to Uie contrary, notices sent by e-mail 
shall be deemed delivered when sent. 


Each Party has agreed to make paymente to other in accordance with this Confirmation. Please 
confirm that the foregoing correctly sets Iwth the terms ctf our agreement by sending a return executed 
acknowledgment hereof to such effect to the attention of Adam Tolchinsky, Legal Division (Fax No. (212) 
797-4562). 

[Signature Page Follows] 
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We are very pleased to have concluded this Transaction with you. 


Regards. 


DEUTSCHE BANK AG LONDON 

By: 

Nam'^ ^tish Ramakrishna 
Title: AJt6i^ey4p2fact 


By:_J 

Name; 

Title; 


ChtHrsfiktr 

Attofney-in-Fact 


DEUTSCHE BANK SECURITIES INC., 

acting solely as Agent in connection with 
this Transaction 




By: 

Name; Satish Ramakrishna 
Title: ManaginttOirector 



Name^ — ^C^inr^vCoMK^ 
Title; Managir^g Director 


Confirmed and Acknowledged as of the date first above written: 


MOSEL EQUITIES L.P. 

By Renaissance Technologies LLC, 
Its General Partner 


By: 

Name: 

Title: 
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We are very pieased lo have concfuded^U^is TransacSioTTVwih you. 
Regards, 

DEUTSCHE BAHK AG UONDOH 


By: . : 

Name: Satish RariiaKrishna 
Tiae: AitoFney-Itt-Facj 


. 

Name; 

TiHe; Attomey-irt-Fact 


DEUTSCHE BANK SECURlTtES JNCn 
acting solely as Agent in connection, vwtii 
this Transaction 


By: 

Name; Satis.h Ramakrlshna 
Title: ^Aan.aglng Director 


By:_ 

Name: 

Title: 


Confirmed and Acknowledged as of, the date first above written:. 

MOSEL EQUITIES L.P. 

By Renaissance Technologies LLQ, 
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SCHEDULE t 

Contact Particulars for Notices and OUier Communications 


Contact Particulars for Party 

Copies of All Notices: 

Specified Confacfs; 

Confirmations: 

Telephone; 

Fax No.: 

E-maii: 

Payments/Fixings; 

Telephone; 

Fax No.; 

E-mail; 


RwtedMotification@list.db.com 


Adam Tdchinsky 
(212)250-2537 
(212)797-4562. 
adam .tdchlnsky@db.com 

Vincent Capone 
(212) 250-7221 
(212) 797-4932 
vir»cent.j.capone@db.com 


Basket Base Performance; NAV index Levels;Basket Perfwmance Reports: 
Peta^ Brophy 

Telephone; (21 2) 250-7626 

Fax No.; (212)797-8733 

E-mail: Petw.Brophy@db.com 


Early Expiration Event/Notice: 
Telephone; 

Fax No.: 

E-mail: 


Satish Ramakrishna 
(212)250-4928 
(212) 797-9358 
satish.ramakhshna@db.com 


Contact Particulars for Party B: 

Early Expiration Event/Notice: Peter Brown 
Bob Mercer 


Teiephone: 

Fax: 

Emaii; 


(631)444-7000 

(631)689-4495 

Peter@rentec.com 

Mercer@rentec.com 

TKems@rentec.com 

Silber@rentec.com 

Carla@rentec.com 

JRowen@rentec.com 


Thomas Kerns 
Mark Silber 
Carla Volpe Porter 
James Rowen 
(212) 486 -6780 
(212) 756-7136 


Basket Base Performance; NAV index Levels; Basket Performance Reports: 
Thomas Kerns 
Scott Chinsky 

Telephone; (21 2) 486-6780 


Fax No.: 
Email; 


(212) 486-7291 
TKems@rentec.com 
Scotl@rentec.com 
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Confirmations: 
Telephone: 
Fax No.: 

Email: 


Mark Sflber / Carla Vo^ Porter 

(212)486-6780 

(212)758-7136 

Siiber@rentec.com 

Carla^entec.com 
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SCHEDULE H 

Non-USD BENCHMARK RATE SCHEDULE 
Applicable to the specified Non-USD Trading Basket and the Term Basket 


Country / Exchanae on whk^ 
securities trade 

Benchmark Rate 

Australia ! Australian Stock 
Exchanae fASX) 

On&Month USD-LIBOR-BBA^! 

Belgium / Euronext Brussels / 
NYSE Euronext 

One-Month USD-LIBOR-BBA 

Canada / Toronto Stock Ext^ange 
(TSE) 

One4»4onth USD4.IBOR-B8A 

Finland / Helsinki Stoc^ Exchange 
(HEX) 

One-Month USD-LIBOR-BBA 

France / Euronext Paris / NYSE 
Euronext 

One-Month USD-LIBOR-BBA 

Germany / Frankfurt Stock 
Exchange 

One-Month USD-LIBOR-BBA 

Ireland / Irish Stock Exc^ar^e 
(ISE) 

One-Month USD-LIBOR-BBA 

itatv / Borsa Italiana 

One-Month USD-LiBOR-BBA 

Japan / Tokyo Stock Exchange 
rrsEi 

One-Month USD-LIBOR-BBA 

Mexico / Bolsa Mextcana de 
Vaiores /BMV) 

D8 Internal Funding Rate 

Netherlands / Euronext 
Amsterdam/ NYXE Euronext 

One-Month USD-LIBOR-BBA 

Norway / Oslo Bors 

One-Month USD-LIBOR-BBA 

Singapore / Singapore Exchange 
(SGX) 

DB Internal Funding Rate 

South Africa / Johannesburg Slock 
Exchanae (JSE) 

One-Month ZAR-JIBAR-SAFEX 

Spain / Boisa de Madrid 

One-Month USD-LIBOR-BBA 

Sweden / Stockhotmstwrsen AB 

One-Month USD-LIBOR-BBA 

Swtzeriand / Swiss Exchange 
(SWX) 

One-Month USD-LIBOR-BBA 


2 As used on this Sctiedule II, ‘USD-LiBOR-BBA* shall have the meaning specified in the 2006 ISDA 
Definitions. 
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ANNEX > 


(DATE] 

MOSEL EQUITIES L.P. 
[FULL ADDRESSl 

Attn; [ ] 

Tel; [ ] 

Fax; [ ] 


lEARLY EXPIRATIONI fSFt l FR TERMlNATIONt NOTICE 
Dear Sire; 

The purpose of this notice is to inform the Buyer that pursuant to the original terms of the Barrier Option 
Transaction (the “Subject Transaction’), entered into between tine Buyer and the Seiler, and identified by the 
Confirmation bearing DBS! Reference Number 941-50310 (the "Confirmation”): 

[At the close of business on [ J. NAV Index Level is at [ ] which is less than or equal to the Barrier 

NAV index Level. This constitutes an Early Expration Brent. The Subject Transaction has expired in 
accordance with the terms of the Confirmalicm.]^ 

[The Seller is electing to terminate the Subject Transaction, under the terms of the Confirmation, in 
accordance with [DESCRIBE RELEVANT CONFIRMATION PROVISION], upon receipt of this notice.]'* 

Capitalized terms used but not defined herein shall have tiie meanings set forto in the 
Confirmation. 


Very truly yours, 

DEUTSCHE BANK SECURITIES INC. 


By; 

Name; 

Title: 


By-._ 

Name; 

Title: 


^ Delete if this notice not is not being delivered pursuant to an Early Expiration Event. 
^ Delete if this notice is being delivered pursuant to an Early Expiration Event 
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ANNEX » 


IDATE] 

DEUTSCHE BANK AG LONDON 

do Deutsche Bank Securities Inc. 

60 Wall Street 

New York, NY 10005 

Attn: Satish Ramakrishna/[Kam Singh] 

Tel: (212)250-4928 

BUYER TERMiNATiON NOTICE 


Dear Sirs: 

Reference is made to the Barrier Option TransacHon (the 'Subject Transaction’), entered into 
between Mosel Equities L.P. (the ’Buyer") and Deutsche Bank AG, London Branch (the ’Selier"), and 
identified by the Confirmation bearing DBS! Reference Number 941-W31 0 (the “Confirmation'). 

Capitalized terms used but not defir>ed herein shafl have the meanings set forth in the 
Confirmation. 

The purpose of this notice is to inftwm the S^ier that the Buyer is electing to terminate the 
Subject Transaction, under the terms of the Confirmatbn, in accordance with pESCRiBE RELEVANT 
CONFIRMATION PROVISION], upon rec^pt of this notice. 


Very truly yours, 
MOSEL EQUITIES L.P. 


By: 

Name; 

Title: 
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From: CN=Frank X Neison/0U=db/0=dbcom 

To : rdoucetteSgweiss- com 

cn=joe genovese/ou=db/o=dbcom8dbamericas 

CC: CN=Joe Genovese/OU=db/0=c&com@DBAmericas 

Date: Oct 12 2009 09:23:35 

Subject: Re; FW: DB Option - possible new development 

We'll reach out to both our internal and external tax counsels and revert 
back, thanks. 


"Rick Doucette" 

<rdoucette8gweiss . 

com> To 

Joe Genovese/db/dbcom@DBAir.ericas, 

10/12/2009 09:10 Frank X Neison/db/dbcomeDBAMERICAS 

AM CC 

Subject 

FW: DB Option - possible new 
development 


Frank and Joe 

Both Steve and Bob, (our best tax minds), are concerned about the risk of 
passage and its affects on the MAPs product. Id be interested in hearing 
what your people and counsel feel about the risks. Talk to you later this 
week . 

Rick 


From: Robert Gendreau 

Sent: Tuesday, October 06, 2009 6:50 PM 

To: Steve Kleinman? Rick Doucette 

Cc; Marcus Peckman; Jeffrey Dillabough 

Subject; RE: DB Option - possible new development 

I agree that the codification of the economic substance doctrine would be 
a 

powerful tool for the IRS. According to Joshua Odintz, Acting Treasury Tax 
Legislative Counsel, codification of the economic substance doctrine is now 
likely. However, questions remain about ironing out differences between the 
various versions proposed by the administration and both houses of Congress. 

For instance, Section 453 of the proposed Health Act (H.R. 3200} would 
institute new non-economic substance penalties ranging from 20^ to as high as 
40% (for transactions not adequately disclosed on the taxpayers tax return). 
The Health Act proposes to create a strict liability penalty one to 
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which 

there is no defense of substantiai authority, disclosure plus 
reasonable 

basis, basic reasonable cause and good faith, or even enhanced 
reasonable 

cause and good faith In the case of any underpayment attributable to any 
disallowance of claimed tax benefits by reason of a transaction lacking 
economic substance . 

In addition, the proposed codification of the economic substance doctrine 
contains significant ambiguity, in that it would provide: The determination 
of whether the economic substance doctrine is relevant to a transaction (or a 
series of transactions) shall be made in the same manner as if this subsection 
had never been enacted. In other words, the code section, if enacted, will 
tell us how certain corrputations relevant to application of the economic 
substance doctrine are to be performed, but it will not resolve the more 
controversial and difficult questions when to apply the doctrine and which 
transactions {or portions of transactions}- need to be tested separately under 
the doctrine. Accordingly, there is likely to be room for a large amount of 
good faith dispute as to the existence (or lack of existence) of any 
underpayment at all in many cases in which the IRS asserts that the economic 
substance doctrine, even in its codified form, should apply. 

Again, significant details still need to be worked out as a number of versions 
are still floating around. However, it looks to be quite certain the 
codification of the economic substance doctrine will happen. It will be 
interesting to see how the final code section is worded, and to what extent 
penalties are increased. 

- - Bob 


From: Steve Kleinman 

Sent: Tuesday, October 06, 2009 5:24 PM 
To; Rick Doucette 

Cc: Marcus Peckman; Robert Gendreau; Jeffrey Dillabough 
Subject; DB Option - possible new development 

Below is an article about the codification of the economic substance 
doctrine which, if enacted, could have serious ingjlications with respect to 
the DB option transaction. While this proposal will not con^Jletely eliminate 
the benefit of the option structure, nevertheless, this will be a powerful 
tool for the IRS. It appears to be able to apply retroactively. 

Jeff and Bob, do you agree? 

Steven C. Kleinman 
CFO Emeritus 

Weiss Multi-Strategy Advisers LLC 
One State Street 
Hartford CT 06103 

Tel; 860.240.8974 
Fax:860. 240. 8924 


Joint Committee explains economic substance codification 
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Commentary from: "Corporate Tax Insights on Checkpoint" by Jack Cummings 


In September the Joint Committee on Taxation issued JCS-3-09 describing in 
great detail the President's 2010 Ctoinibus Budget's proposal to codify the 
economic substance doctrine (BSD) . Of course the proposal, and earlier 
proposals in the Senate and the House, do not really undertake to fully codify 
the doctrine, but rather only to codify the test applied once the doctrine 
is determined to apply. Indeed, the proposal's signal feature is defining a 
test for economic substance tdiile not defining when the ESD is to be applied 
to a taxpayer's case. 


However, statements in the JCT Description make it clear that the ESD is now, 
and is expected to continue to be, applied as if the following were a section 
of the Code: 


Sec. XXX. ECONOMIC SUBSTANCE DOCTRINE 


GENERAL PROVISIONS. - A taxpayer whose facts {as properly determined) 
otherwise satisfy the requirements {as properly interpreted) for a tax 
benefit (whether viewed as a benefit to taxpayers generally, or 
beneficial due to the particular facts of the case), shall be denied 
that tax benefit if: 


the transaction underlying those facts was motivated by a purpose to 
obtain that tax benefit; 


the benefit was not intended by congress; and 


the taxpayer fails to prove satisfaction of the statutory econond.c 
substance test once the Service asserts application of the ESD. 


EXCEPTION FOR INDIVIDUALS. - This section shall not apply to a tax 
benefit claimed by an individual taxpayer with respect to a transaction 
that is not part of a trade or business or profit making activity. 


ECONOMIC SUBSTANCE TEST. [the two-prong test] 


PENALTIES ATJD INTEREST ON UNDERSTATEMENTS. - Liability for additional 
tax determined in whole or in part through the application of this 
section shall be increased by a strict liability penalty of 30 percent 
(20 percent for disclosed positions) of the related understatement of 
tax; in addition the taxpayer may not deduct interest attributable to 
such an understatement. 


Conclusion. Of course the actual wording of the statutory language proposed 
does not include subsection (a) . This is rather odd, once you realize what 
might be in subsection (a) . But the proposal is not really that interested in 
making clear the unknown. The JCT Description states: ...the codification and 
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penalty regime intends to change the taxpayer's cost-benefit analysis and 
deter some aggressive taxpayer behavior. 


In other words, the legislation is a partial substantive rule of law that is 
both severe and vague enough to hopefully scare taxpayers away from the 
line 

up close to which taxpayers frequently desire to walk. Enactment is expected 
this year or next. 


JCS-03-09 can be viewed/downloaded at: 

http: //www. j ct . gov/publications .htinl?func=startdownfild=3 57 6 


This e-mail is being sent to you for your information pursuant to your 
request. This information is not warranted as to completeness or accuracy. The 
views expressed in the message are those of the individual sender, except 
where the message states otherwise and the sender is authorized to state them 
to be the views of George Weiss Associates, Inc. or any of its affiliated 
entities. This message is for the named person's use only. It may contain 
sensitive and private proprietary or legally privileged information. No 
confidentiality or privilege is waived ox lost by any .mis-transraission. You 
must not, directly or indirectly, use, disclose, distribute, print or copy any 
part of this message if you are not the intended recipient. 
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From: "Jeffrey Dillabough" <jdiliabough0gweis5. coin> 

To: Frank X Nelson <f rank.x.nelsonSdb. coiii> 

cn=peter brophy/ou=db/ o=dbcoin@dbainericas 
CC: Peter Brophy <peter.brophy@db.ccaT»> 

"Rick Doucette" <rdoucette@gweiss . com> 

"Steve Kleinroan” <sklein3nan@gweiss.com> 

"Marcus Peckman" <mpec)cman@gweiss . coin> 

"Robert Gendreau" <rgendreau@gweiss. cono 
Date: Oct 26 2009 15:07:50 

Subject: DB/Weiss MAPS option 

Hi Frank, 


We have had an opportunity to walk our outside tax counsel through the revised 
option program, the history of negotiations and where we are to date. In doing 
so, our tax counsel had a number of questions. Accordingly, I put together a 
brief issues list below that can serve as the agenda for discussion at our 
meeting Wednesday. Please feel free to forward it to your outside tax counsel. 


1) Cash Settlement Amount: Scenario A versus Scenario B. The difference 
between these two scenarios is that Scenario A involves an additional 
forfeiture 

by Weiss of the optionality value of the premium (20?) . Weiss does not feel it 
should incur a Scenario A event unless it relates to an item under Weiss 
control. This flows through a number of critical events, including adverse 
changes in law and tax law or environment, audit events, DS credit events, 
unintentional breach of the investment management agreement (including 
investment restrictions) by Weiss, etc. 

2 ) Cross margining: Under the old MAPS structure, Weiss could use 100% of the 
options market value to cross collateralize its OGI account. Under the 
proposed structure, DB advises that only 25% cross collateralization is 
permissible. 

3) Cross selling: DB will not allow Weiss to cross sell positions held in the 
DB account to other prime brokers in connection with its routine rebalancing 
activities . 


4) Moving positions in the case of option termination: DB will not permit 
Weiss to cross the positions at the end of the option into a Weiss account. 


5) Third party custodian: In the event that DBs credit deteriorates in terms 
of CDS spread or agency ratings, Weiss requested that DB be required to 
transfer 

some of the account balance to a third party custodian. DB advises that it 
cannot permit this in conjunction with the 25% cross margining described in 2) 
above. 


Please let us know if there are any items you would like to add to this list. 


Permanent Subcommittee on Investigations 
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Kind regards. 


Jeff 

Jeffrey D.Dillabough 
General Counsel 

Weiss Multi-Strategy Advisers LLC 

320 Park Avenue, 21st Floor 

New York, NY10022 

Tel: (850) 240-8941 

Fax: (860) 240-1256 

Email: jdillabough@gweiss.com 


This e-mail is being sent to you for your information pursuant to your 
request . 

This information is not warranted as to conpleteness or accuracy. The views 
expressed in the message are those of the individual sender, except where the 
message states otherwise and the sender is authorized to state themto be the 
views of George Weiss Associates, Inc. or any of its affiliated entities. This 
message is for the named person's use only. It may contain sensitive and 
private 

proprietary or legally privileged information. No confidentiality or privilege 
is waived or lost by any mis-transmission. You must not, directly or 
indirectly, 

use, disclose, distribute, print or copy any part of this message if you are 
not 

the intended recipient. 
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From: 

To: 

CC: 

Date : 
Subject: 


Parag Patel <paxag.patel@db. com> 

Satish Ramakrishna <satish. raniakrishnaSdb. coin> 
Kam Singh <)cam. singh@db.com> 

Nov 25 2009 05:56:03 

Re: Rentec Mosel EurOption S4 


Satish, 


could you confirm you agree we should not hedge this lates 


Rentech Option 4: 

Term Rate = 1.88375=i 

Optionality Value = $60,093,490 

Trade = Nov 20, 2009 

Expiry = Dec 28, 2010 

3niL = 26.063bps @ close 24th Nov 

(See attached file: MAPs Checklist — Op#4 — 11.20.2009.xls) 
WE RECEIVE FIXED Act/360- / PAY FLOAT 3mL Qtrly Act/360 


Current aggregate unhedged rate exposure = $172ir. 


$60m 

$72ni 

$40m 

hedged 


option 4 
option 3 
option 2 

option 1 


exp 12/10 
exp 12/10 
exp 06/10 
exp 12/09 


Parag Patel 

Tel: +44 20 7545 5212 

Deutsche Bank AG 

GPF Risk £ Complex Prime Finance 

Global Markets 

London 


Peter 

Brophy/db/dbcom8DB 

AMERICAS To 

Satish 

20/11/2009 14 : 14 Ramakrishna/db/dbcomQDBAMERICASSDEUBA 

INT 

CC 

Frank X Nelson/db/dbcom@DBAjnerlcas, 

Kevin Hartison/db/dbcom@DEAinericas, 

Parag Patel/NewYork/DBNA/DeuBaeDBEMEA 
Subject 

Re: Rentec Mosel EurOption tt4 
(Document link: Parag Patel) 
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Term rate for Oct deal was 2.07% = Libor 1.22 + .85 
Financing Tenor was 430 days 
Initial Leverage was 7.06X 

Terra rate proposed for this deal 1.884% = Libor 1,034 + .85 
Financing Tenor 391 days 
Initial Leverage 8.45X 

Problem is they were targeting the 7x Init Leverage again but that only gets 
us to a 16.6% Optionality Val. 

We either need 8.45X Init Leverage or Libor + 133bps Term Rate????? 


Peter P. Brophy 

Global Head of Client Reporting 
DB GME Global Prime Finance 
60 Wall St. NY, NY 10005 
Office 212-250-7626 Cell 732- 552-6303 


Satish 

Ramakrishna/db/dbc 

omgDBAMERICAS To 

Peter 

11/19/2009 09i55 Brophy/db/dbcora@DBAmericas@DEUBAINT, 

PM Pa rag 

Patel/NewYork/DBNA/DeuBaQDBEMEA, 

Kevin Harriscn/db/dbcom@DBAjne£icas, 

Frank X Nelson/db/dbcom@DBAMERICAS 


Subject 

Re: Rentec Mosel EurOptio.n #4 
{Document link: Peter Brophy) 


No issues. What Libor rate was used on the last one and the new one? 

Best Regards, 

Satish Ramakrishna 
Deutsche Bank AG, London 
Global Markets Equity 

Head, Prime Services Risk fi Complex Prime Financing 
# 1342, 60 Wall Street, New York 
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+ 1 212 250 4928 New York 


4- 1. 212 250 4051 Asst: Magdalena Pisarczyk 


Original Message 

From: Peter Brophy 

Sent: 11/19/2009 08:44 PM EST 

To; Satish Ramaktishna; Parag Patel; Kevin Harrison; Frank Nelson 
Subject: Rentec Mosel EurOption #4 

Per my conversation late this afternoon with Tom Kerns and Dan Korani - Mosel 
has increased the size of the Option they are interested in entering into to 
$300M Premium with a $2.7B Notional level. 

They want to execute the tomorrow or Monday at the latest. 

1) Current Roiled up Levels are; 

Cash $ 3.5B 

LMV $10. 5B 
SMV $10. 5B 

2) Old American style option will be exercised early before y/e. 

Cash outflow $2B 

3) EurOption #1 expires 12/22. 

Ca-sh outflow $500M 

4) Dan Korani predicts Dec 31 Rolled up Levels to be 
Cash $ 1 . 5B 

LMV $8B 
SMV $8B 

So at year end balance sheet usage, leverage and cash balances will all be 
down compared to current levels.. 

Rentec is looking for our approval on the $300M terms tomorrow morning. 


Peter P. Brophy 

Global Head of Client Reporting 
DB GME Global Prime Finance 
60 Wall St NY, NY 10005 
Office 212-250-7626 


Redacted by the Permanent I 
Subcommittee on InveattgatloM | 
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From: Satish Rainakrishna <satish.ran1akri5hnaSdb.c01n> 

To: Eamon McCooey <eamon.mccooey8db.com> 

CC: Matthew Schwartz <iriatthew.schwartz0db.com> 

Scott Carter <scott . carterSdb. coin> 

Frank X Nelson <f rank . x .nelsonSdb. coin> 

John Arnone<john . arnoneSdb. coin> 

John Cogman <j ohn. cogmanSdb. coin> 

Date: Feb 17 2012 09:26:10 

Subject: Be: Two Sigma Follow-up 

I spoke to Matt about this. MAPS or no MAPS, how much capital are they willing 
to contribute? I can't see this working if, as Matt was suggesting, that we 
contribute all the equity, participate only in downside and receive financing 
spread. 

I asked Matt to come back with how much equity they can contribute, haven't 
heard back yet. Non-recourse financing is one option (MAPS is just a name for 
that} - there is no MAPS trade without a MAPS premium, so they can't get a 
MAPS 

option for free. If they want to get an equity investment, that's worth 
investigating . 

Satish 


Best Regards, 

Satish Ramakrishna 

Managing Director | Head, Prime Finance Americas & Global Prime Finance Risk 


Deutsche Bank Securities Inc. S Deutsche Bank AG London 
Global Markets 


6C Wall Street, 10005-2836 New York, NY, USA 
+1(212) 250 4928Fax 

— Redacted by the Permanent 

+1 

Subcommittee on Investigations 

+1 


satish. ramakrishna 8db.c 


From: Eamon McCooey 
To: Satish Ramakrishna 

Cc: Matthew Schwartz; Scott Carter; Frank X Nelson; John Arnone; John Cogman 
Sent: Fci Feb 17 08:16:32 2012 
Subject; Two Sigma Follow-up 


Satish, 

I was wondering if we could have 15 minutes next week to discuss an issue Two 
Sigma recently presented to us and are looking to see if we could provide a 
structure which could work for them- Their issue is as follows - 

Background 

Two Sigma has historically run a US focused high frequency equity S ETF 
marketing making business in theix HF business (called Galileo) . As you can 
imagine, this business is flat at days end and there is zero financing 
business to be had - however there is good potential for additional DMA 


Permanent Subcommittee on Investigations 
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commissions and liquidity benefits to DB. However, they trade a ton in this 
strategy and quarterly they do an index rebalance arb trade as well. 

Historically, due to borrow constraints as far as availability and sometimes 
due 

to cost reasons (ETFs) become expensive on the HT3 front, they have tried to 
come up with solutions around this. Through their own internal research they 
found out that if they moved this strategy into their OS B/D called Two Sigma 
Securities they then can leverage the market maker exemption rule and not have 
to deal w/ borrow requests ( for costs, availability, etc. reasons) 

However, if they move this strategy to their own BD they then run into net 
capital requirements, mainly due to intra-day leverage constraints which 
prohibits then from running this strategy effectively. 

In our discussions we had thought that a MAPS "like” structure maybe a 
potential solution and wanted to get your feedback. We thought of doing a 
series 

short dated (1 week) MAPS like options where they trade a portfolio for DB so 
they can market maker exemptions and capital relief. As stated above there 
would 

be no to little financing revenue as the portfolio would be essentially flat 
at 

day end but it would be good opportunity to strengthen our relationship with 
the 

client . 


Please let me know if you are around next week to discuss. 


Kind regards, 
Eamon McCooey 


= Redacred by the Permanent 
Subeommitteeon Investigatims 


Eamon McCooey 

Managing Director 1 Head of Prime Brokerage - Americas 


Deutsche Bank - Global Prime Finance 
60 Wall Street, 10005-2836 New York, NY, 
Tel. ■<■ 1(212) 250-6856 
Mobile IfHiHIIIIIIII^^HH 
Email eamon.mccooey@db.com 


USA 


Visit us: https: //giobalprime. db.com/ 


Assistant; Cipriana Pascual -f 1 (212) 250-’?649 
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From: 

To: 

Date: 
Subject : 


Satish Ramakrishna <satish. rainakrishna@db.coin> 
Barry Bausano <barry. bausano@db. coni> 

Sep 14 2011 14:11:09 

FW: quick summary on Rentec Cl] 


Classification: For internal use only 


fyi 


From: Satish Rainakrishna 

Sent: Wednesday, September 14, 2011 2:09 PM 
To: Roger Naylor 

Subject: quick summary on Rentec [I] 


Classification: For internal use only 

Inn hoping you have a rough idea of the situation re the MAPS trades. 

In order to resolve the question of 

” Owner of option controlling the entire underlying 

- Option (really the earliest version) looks like a margin 
account 

I was thinking of using a CPPI like structure 
Equity starts at 100 

Risky Index starts at 100, goes up/dovm every day based on the sum of 

1) the performance of 100ft investment in a model Long/Short 
portfolio (max 900/900, so max leverage 18x on the equity) , run by Mosel 
Equities (which is the Renaissance manager) MINUS 

2) the performance of 100ft investment of above equity in (say) the 
SSP500 or some liquid benchmark index 

We use the following expression for equity invested in the Risky Index 
Q “ (CPPI 80) leads to a multiplier M 

Q > 15, M » 1 

0<Q<15, M goes from 0 to 1, as Q goes from 0 to 15. 


We would hedge, as usual, for a CPPI, by being long index A, short index B and 
would charge the index every day for financing and borrow cost charges. 


Permanent Subcommittee on Investigations 
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On day 1 , the client would pay, say 20 , for this CPPI option. If the next day, 
the Rentec index did not budge, SPX were to gap up 20S, the option would knock 
out (completely delevered, so no chance of going on again and we would write 
that language in) and we would lose 20 on our SPX hedge, which would be 
compensated by the amount we got for the option. 


So we would have 

- independence of (large part of the) asset and option buyer 

- real option CPPIs are totally legitimate transactions 
in the US and elsewhere 

- we have gap risk, but nothing we dont already have in the 
transaction . 


Tell me if this passes the smell test for the structure. I will obviously have 
to get Tax to opine SETG structurers I asked seemed to like it reminds 
them of a different counterpartys option that Rentec was considering. 


Best Regards, 


Satish Ramakrishna 

Managing Director i Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 

60 Wall Street, 10005-2836 New York, NY, U-SA 
Tel. +1(212)250-4928 
Fax +1(646) 461 2661 

Email satish.ramakrishna@db.com 

cid:iinage004 .png@01CC72E7.D5DB6980 


• Redacted by the Permanent 
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From: Satish Ramakrishna <3atish.rainakrishna6db.coifi> 

To: Anthony Tuths Onthony . tuths@db.com> 

Diana Nott <diana . nQttSdb.coni> 

Data: Nov 13 2011 17:56:55 

Subject: RE: Rentec [I) 

Yes, but I know what they are going to want.... 


Best Regards, 


Satish Ramakrishna 

Managing Director | Head, PriKie Services Risk and Complex Financing 


Deutsche Bank Securities Inc. & tteutsche 
Global Markets 

60 Wall Street, 10005-2836 New York, NY, 
Tel. +1(212)250-4928 
Fax -^1(646^6^66^^ 

Mobile 

Email s^^s^^amakrishnaQdb . coti 


Bank AG London 
USA 


= Redacted by the Permanent 
&ibcommtttee on Inv«tigati<His 


Original Message 

From: Anthony Tuths 

Sent: Sunday, November 13, 2011 05:53 PM Eastern Standard Time 

To: Satish Ramakrishna; Diana Nott 

Subject: Re: Rentec [Ij 

Classification: For internal use only 

That's the result of having a real option. They shouldn’t mind this — its 
the 

cost of the option economics they're receiving. You could subtract the cost 
from strategy financing but that’s not economically correct. 


Original Message 

From: Satish Ramakrishna • 

To: Anthony Tuths; Diana Nott 
Sent: Sun Nov 13 15:47:57 2011 
Subject: Rentec 

I have to work thru this slight issue. Way it works now, they don't get back 
any 

of the premium they pay us at the start, the 5.55 amt. To get it back we need 
to 

sell the put back to them after 13m, if spot were 100, for 5.55. 

Need to think this thru... 


Best Regards, 

Satish Ramakrishna 

Managing Director i Head, Prime Services Risk and Complex Financing 


Permanent Subcommittee on Investtgations 
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Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 


60 Wall Street, 10005-2836 New York, NY, USA 
+1 (212) 250 4928Fax 
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From: 

To: 

Date: 

Subject: 


Satish Ramakrishna ksatish.rainakrishnaQdb.cojit*- 
Frank X Nelson <f rank.x.nelsonSdb.coaO 
Dec 16 2011 17:20:16 
Re: Rentec confirm and IMAs [I] 


Thanks. 


Best Regards, 

Satish Rama kri shna 

Managing Director ! Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 


60 Wail Street, 10005-2836 New York, NY, USA 



satish . ramakrishnaSdb . com 


Rcdacled by the Pentnanent 
Sybcommittee on Investigations 


From: Frank X Nelson 
To; Satish Ramakrishna 
Sent: Fri Dec 16 15:57:18 2011 
Subject: RE: Rentec confirm and IMAs (I] 


Classification: For internal use only 
Sorry to hear that. Hang in there 


Kind regards, 
Frank Nelson 


Frank Nelson 


Deutsche Bank Securities Inc. 
Global Markets 


strictly Confidential"Not for Circulation/Col 
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60 Wall Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-2983 

Mob 1 1 e |||||||||||||||[||||[||BI|^^ 

Email frank. x . nelsonSdb . cora 


• Redacted by the PennaneDt 

Sabcommittee oa InvesHgattoas 


cid:imageOO2.png0OlCCBC13.C4ABDEAO 


From: Satish Raraakrishna 

Sent: Friday, Decearfser 16, 2011 4:56 PM 

To: Frank X Nelson 

Subject: Re: Rentec confirm and IMAs [I] 


Best Regards, 

Satish Ramakrishna 

Managing Director i Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 


60 Wall Street, 10005-2836 New York, NY, USA 
+1(212) 250 492SFax 



satish. ramakrishna9db.com 


Redacted by the i’ermaneni 
Subcommittee on Investigations 


From; Frank X Nelson 

To: Satish Ramakrishna 

Sent: Fri Dec 16 15:53:18 2011 

Subject: RE: Rentec confirm and IMAs [I] 


Classification: For internal use only 



Kind regards, 
Frank Nelson 
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Frank Nelson 


“ Redacted by the Permanent 
Subcommittee on invntigations 


Deutsche Bank Securities Inc. 

Global Markets 

60 Wall Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-2983 



Email frank . x. nelson @db. ccan 


cid: image006 .png901CCBC13. 35A5A370 


From: Satish Raroakrishna 

Sent: Friday, December 16, 2011 4:47 PM 

To: Frank X Nelson 

Subject: Re: Rentec confirm and IMAs [I] 


Not me. I was hoping you were. Maybe Jon??? 

Best Regards, 

Satish Ramakrishna 

Managing Director | Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 

60 Wall Street, 10005-2836 New York, NY, USA 
+1(212) 250 4928Fax 



satish. rainakrishna@db. com 


From: Frank X Nelson 

To: Satish Ramakrishna 

Sent: Fri Dec 16 15:16:30 2011 
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Subject: RE: Rentec confina and IMAs [1} 

Classification: For internal use only 

More than happy to help but Im flying blind. Who has been privy to these 
conversations? They need to be involved 

Kind regards, 

Frank Nelson RMlacled by the Permanent 

Subcommittee on Investigations 


Frank Nelson 


Deutsche Bank Securities Inc. 

Global Markets 

60 Wail Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-2983 



Email frank.x.nelson@db.com 


cid;image0O2.png@OlCCBCOE.llA4836O 


From: Satieh Ramakrishna 

Sent: Friday, December 16, 2011 3:28 PM 

To: Frank X Nelson 

Subject: Fw; Rentec confirm and iMAs [I] 


I never heard they wanted changes to the confirm before. Some of this is stuff 
that appears to need agreement with Jim. Shall we call him? 


Best Regards, 
Satish Ramakrishna 
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Managing Director 1 Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 

60 Wall Street, 10005-2836 New York, NY, USA 


+1(212) 250 4928Fax 


■■■■■ 

- Redacted by the Permanent 

SubcommittMon Investigations 


satish . ramakrishna@db . com 


From: Anthony Tuths 

To: Satish Raraakrishna ; Vincent J Capone 

Cc: Eamon McCooey; Manuel J Schnaidman; Diana Nott 

Sent: Fri Dec 16 14:15:11 2011 

Subject: RE: Rentec confirm and IMAs (I] 

Classification: For internal use only 

Satish 


Please see below the changes to the Rentec confirm suggested by U.S. tax. I 
note that some of these changes are in response to changes suggested by 
Rentecs counsel, Winston & Strawn. 1 have not been privy to such 
coTOTiunications. 1 trust you have been involved. 


Basket Income during a period means: the sum, expressed in USD, of (i) 
dividend income (determined based on ex-dividend dates that have occurred 
during 

such period), net of the non-U. S. and U.S. withholding taxes, if any, that 
would 

be imposed on a holder of the relevant position that is either (i) (a) is a 
resident of the Federal Republic of Germany, (b) is entitled to the benefits 
of 

income tax treaties between the Federal Republic of Germany and other 
countries , 

(c) properly treats such dividend income as effectively connected with its 

U.S. 

trade or business and (d) has provided properly completed and executed 
certifications claiming such treaty or effectively connected income status or 
(ii) a United States person (as defined in section 7701(a) (30) of the U.S. 
Internal Revenue Code of 1986, as amended (the Code); provided, however, 
in the case of Effected Positions, dividend income will be further reduced by 
any additional taxes (and penalties and interest associated therewith) 
incurred 

by Seller that would not have been incurred by the Seller in the absence of 
the 

relationahip between Seller and Buyer under this Transaction 
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(k) Reporting. Seiler represents that for tax purposes, it 

and any Affiliate thereof will report the Transaction as a derivative 

financial 

instrument, and, for accounting, regulatory, tax and all other purposes, it 
and any Affiliate thereof will treat and report the Effected Positions and any 
other assets or positions that may be credited to or included within the 
Baskets 

(other than In respect of Designated Positions) as assets and positions of 
which 

either Seller or any Affiliate is the sole beneficial owner and to which 
either 

Seller or any Affiliate is the party, as the case may be; provided, that in 
the 

event of a dispute between the parties as to the proper characterization of 
the 

Transaction [al] and related assets subsequent to a Change in 

U.S. Tax Law, Seller will in good faith make its own determination of such 

characterization [Rider 1] and treat and report (or cause its Affiliate to 

treat 

and report) the Transaction and related assets in accordance with its good 
faith 

determination. [Rider 2] Seller represents that for U.S. federal income tax 
purposes all payments received under the Transaction will be treated either as 
received by an Affiliate that is a United States person (as defined in section 
7701 fa) (30) of the Code) or as effectively connected with the conduct of a 
trade 

or business carried on by Seller within the United State.<5 [] . For purposes of 
this section the term "Change in U.S. Tax Law” means the (a) enactment, 
promulgation, execution or ratification of, or any change in or amendment to, 
the Code , or the Treasury Regulations promulgated thereunder (including any 
proposed changes that are not required under such proposal to be prospective 
only) or (b) the announcement of the application or official interpretation 
thereof by the United States Internal Revenue Service (IRS) or the United 
States Department of the Treasury, as the context requires), or (c) any action 
taken by a taxing authority, or brought in a court of competent jurisdiction, 
on 

or after the date on which the Transaction is entered Into (regardless of 
whether such, action is taken or brought with respect to a party to the 
Agreement) (which includes, for the avoidance of doubt, the coTnmencement of a 
tax audit of either Seller or Buyer, which commencement occurs on or after the 
date on which the Transaction is entered into) in which, as to an audit of the 
Seller, the .Seller has received a notification of a proposed audit adjustment 
with respect to the Transaction, and Seller believes, in its sole discretion, 
that the proposed audit adjustment may require it to treat the Transaction in 
a 

manner other than described above, and in which, as to an audit of the Buyer, 
the Buyer has received a notification of a proposed audit adjustment with 
respect to the Transaction auditor propose that the which adjustment would 
cause the Buyer to treat Che Transaction in a manner other than described 
above; 

Each party will provide the other party with notice of said audit proposal, as 
applicable. ]Ridars to DB/Mosel Option Confirmation W&S DRAFT 12-7-11 

Rider 1: original deleted language: [provide Buyer with notice of such 
determination and, unless Buyer provides Seller with an opinion of tax counsel 
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in form and subscance reasonably satisfactory to Seller within SO days of such 
notice. Seller may] 

based on written advice of counsel concluding that, as a result of such Change 
in U.S. Tax Law, a material risk exists in continuing to treat and report the 
Transaction in the manner set forth above, and will provide Buyer with notice 
of 

such determination, Seiler will 
Rider 2: 

Buyer represents that for tax purposes, it will report the Transaction as a 
derivative financial instrument generating short-term capital gain at exercise 
or maturity. 

Rider 3: deleted language: [For purposes of this section, an action taken by 
the IRS pursuant to the current audits of Buyer (or the commencement of 
additional audits of Buyer) shall not be considered a Change in US Tax Law 
taking 

place on or after the date the Transaction is entered into] 


Redacted by the Permanent 
Subcommittee on investigations 


Anthony Tuths 

Global Structuring, Strategic Transactions 
Deutsche Bank AG 

60 Wall Street, lOOOb-2836 New York, NY, USA 
Tel. +1(212) 250-4997 


Email anthony . tuthsGdb .com 


From: Vincent J Capone 

Sent; Wednesday, December 14, 2011 3:14 PM 
To; Satish Ramakrishna 
Cc: Anthony Tuths; Eamon McCooey 
Subject: RE: Rentec confirm and IM.As {!] 
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Classification: For internal use only 

All attached Please advise if any questions or additional information 
required. 

Thanks 

Vince 


From: Satish Raraakrishna 

Sent: Wednesday, December 14, 2011 3:05 PM 
To: Vincent J Capone 
Cc: Anthony Tuths; Eamon McCooey 
Subject: Rentec confirm and IMAs [I] 


Classification; For internal use only 
Vince ; 


Please send the latest Rentec (your choice of 
trade there are two live ones) confirm and TNA (supplemental as well as 
global) to Anthony Tuths asap. 


Best Regards, 


Satish Ramakrishna 

Managing Director | Head, Prime Services Risk and Con^lex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 

60 Mall Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-4928 
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Redacted by the Permanent 
Subcommittee on Investigations 


Fax +11646) 461 2661 



Email satish. raraakrishnaQdb. com 


Applies only to current trade 


strictly Confidential — Hot for Circulation/Coinmittee M«at8>ers and Staff Only 


DB-PSI 00020748 




478 


INVESTMEN’l ADVISORY AGKEKMKM 


THIS AGRHRMBNT ts made as ol'Scrptember 1, 2002 by and beiween RIiNAlSSANCi: 
Ti-XTLNOLOGIES C'UR1\. a corp<.«ralion organized under ihc laws of Delaware (the "AcKisor";, 
and BASS EQUHIES LTD., an esanpted ctnnpany organized under the laws of Bem-.uda (the 
''Client''). 

The Client iKTeb)' engagts Advisor to perfonn the investment ntanauci-ncnl scr\'iceK 
dc.senhed herein, and Advisor hereby accepts sudi cngagtanenL pursuant to tire lb!!(.nviiig icrnis and 
condiiion.s; 


i. Investment Mimagcmcnt Services. The Client hereby auilu'ri/.cs and appoints 
Advisor to manage the investment of all cash, commodities, securities and other assets compri.sing 
the investment noitioHo placed under the twpcrvisioii of Advisor by the Client {which ponihlio. 
together with all additions, vviihdniwals. substitutions and alterations occuiring ihiring the tenn of 
ih.is Agrccmcni, is rcreiTcti to herein as the *’ Account''). Advisor is authorized, without funher 
approval Iry or notice to the Client, to make all investment decisions concerning the Acctnint, 
inckidiitg allocating ;my portion of the Account or the entire Account to other investment managei'S 
(The “investment Managers"), and to fiirlhw authorize such Investment Managers to make purdia.ses 
and sales and othenvise to effect transactions in s(x:uritics. cominodilies. currcncie.s and other assets 
in the Account (including without limilation entering into shod sales and scasrilic-s lending 
activities). .Ailvisor is authorized to sign, as, auomcy-in-fact on hehalf of the Clicui, any dociunerits 
and take any oilier acuon.s whicli .Advisor coasidcrs necc.s.sarv‘ or .idvisable in oaler to carry out the 
portfolio allocation or tlie trading Ibr the .Aewuni, including hut not liiniied to 'he following; 

(a) to make til! decisions relating to the aliociiili'n of the Account lo the 
ini'cstmcnt Managers, including the .selection of Investment Mamiecrs o.nd amount of alJocalion, 
and 10 delegate such jKneers to Investment Managers as arc necessary or advi.sabtc in order lo carry 
out their tliuies'. 


(h) to effect (both directly or indirectly through Investment Managers) purchases 
ami sales (indnding .short sales) of (i) securities of any type what.s-ocvcr. donoinioaled in any 
euiTcncy, whether or iivil issucti by government cntiiic.s. puilner.ships, tnisl-s or corpnrauons. (ii) aiiy 
put or call o’piious tiicreon (including the writing of options, whether cowered or uncovered), and 
(iii) other sccurnics and inslnimcnls (inclutling derivative transaclion.s) CAinsistcni with the (.'licnt's 
investment policies and prognim; 

(c) to make (bolli directly or indiroclly thniiigh Investment Mijr!!ig(:r.s) all 
decisions relating to the manne.^ method and liming of investment irun-sactions, and to .select, or to 
aulhori/u the Investment .Managers to select, brokcr.s and dealct.s for the otccution, clearance and 
.setllemcn: of any transactions: 
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(d) U) trade (botli directly or indirccliy through Itn-estincnt Managers) on 
rnargin, io bomnv from hiinks, brokers or otho' financial institulions and to pledge assets uf the 
CHcni in contteclion ihercwiih; 


(c) to direct (both dircxttly or indirectly through Iinestincnt Managers) 
custodians to deliver funds or securities for Utc purpose of efieciing transactions, and to instruct 
custodians to exercise or abstain from exercising any privilege or right attaching !<i sncli assets; and 

(il to make and execute, in the name and on behalf of the Clietit. all such 
dociiinents (including, without limitation, customer agrecmaits and other t'KK-inncnis in connection 
with (he cstabiishincni and ninir.tonancc of brokerage accounts) and to lake all such other actions as 
the Investment Advisor considers necessary or advisable to carry out iLs investment management 
duticcs hereunder. 

2. Brokerage. I'he Client irereby delegates to Advisor (which poNver may be further 
delegated In the hwestment Managers) authority to designate llie broker t'r brokei s through whom 
(ill transaeiiims o)) hehaU'of the Account will be made. Advisor (or the Investment Managers) will 
dclcnninc the rale or rates to he paid for brnk^age scrv'ices provided to the AccounL In the course 
of selecting brokers, dealers, banks arid Imaiicial imenncdinrics to clTeci iransactioiis for the 
Account. Advisi)r (or the investment Manager) may agree to .such commissions, rt\;.s and othei 
diargcs on behalf of the Account, as it (or they) shall deem reasonable in the circumstances, taking 
into eoiisiLieruiion all such factors as Advisor deems (or the liivcsimcm Managers deem) relevant, 
including the quality ol' research, execution ajid other services made avuiiuble to it. (or them). It is 
unciei-stood that (he cost of sucli services will not necessarily rqirescnt Uic iowest aisls yvailable, 
that such scrvico.s may no: be u.scd by Advisoi (or the Investment Managcr.s) for the cxclu.sivc 
benefit ol’thc Account, and Ihiil .Advisor is (or the Invcsuncnl Managers arc) under no obligation to 
combine or arrange orders so as to ,so reduce charge.s. 

y. Fees and lApcnscx. (a) Advisor wdl not charge the Client a inaniigcmcnt or 

pcrfonmincc fee. it being understood that sucli fees arc .subsumed in titc maniTgcmcnt and 
pcrfonnance fees clnirgcd to the Mc^nllion feeder funds, which own ai! of the shares of Medallion 
Holdings which owms ail ofthc shares of tiic Client. 

(b) Advisor shall bear its own ovcrlicad and other internal operating costs. Operational 
cxjK’iises of the Client such as interest, custodial, legal, audit and brokerage fec.s and any 
‘subscription or I'cdempiion charges impo.sal by funds in winch tlw Client invests will be boinc by 
the Client, The Client will also bear indirectly its projxntionatc shuic ofibc fees and expenses of 
the funds m which it invests. Organizational cxjximcs and stait-up costs ofthc Client will be borne 
by i\c CHoni and will be expeivsed as tncutTcd. 

4. 1nve.slment Activities for the Account of Others, (a) Advisor and its directors, 
or-i.iiovccs and honclicial (wvnens (and the Investment Managers and tlteir directors, cmpltiyecs and 
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:>e?K'fiC!al owners) nuiv from time to time acquire and dispose of securities or oilier im-cslmcnt 
assets for Hieir own accounis, for the accounts of their families, for the accoiinl of any ailily in 
wiiich Ihcy have a hcncBeud interest or for the acaiuiits of others for whom they may provide 
invesrnuT.t advtsciry or otiicr sendees (collectively, a "Managed Account’'), tiolwithslanding uic fact 
that the Client may have or may take an investmart position for tlie Aocoimt; provided, however, 
lhai Advisor (or the Invesimcm Managci^) shall not cause the Client lo purchase any asset Irom or 
se!! any asset to Advisor {or the Investment Managers), or any of its {or their) partners or employees 
or any account or entity controlled by such j^sons, without the consent of the Client, 

(b) It is undcrstorHl lhai when Advisor detemiines (or the Investment Managers 
dctcnninc) tliat it would he appropriate for the Client and one or more Managed Accounts to 
pailicraatc in an investment opportunity. .AdMsor (or tlic Investment Managers) will seek to execute 
ordcre for the Clicni and for such Managed Accounts on an equitable basis. In such situations. 
Adv isor (nr the Investment Managers) may place orders for the Clicni and each Vfnnagcd Accoiml 
simultaneously, and if all such orders are not fillcxl at the same price, Advistm (or the Invcsinicn? 
Managers) may cause the Clicni and each Managed Accoiml U> pay or receive the avemge of ilic 
prices ai which, the ordens were HUed for the Cli^t and all Managed Acanints. if all such orders 
cnr'.nol he fully executed under prevailing market condition.s, Advisor (or the Investment Managers) 
mav ailocale the securities traded among the Chau and the M;aiagcd .Acatunts in .i manner which it 
oratsiders (or l;u:y umsider) ujuitablc, taking into account the size ot’ the order placed for ihc Cliciit 
and each .such Managed Account. 

5. .Scope of Duties. The Client rea>gni/eH ihul the opinions, recoinmcixiations and 
actit'iis of Advi.sur will be based on advice and inlimnalion deemed to he rclicible, but not 
guaratitccd by or to Advisor, .Advisor shall have no duties or obligations to the Client pursiuitit lo 
this .Agreeincnt other than as set forth herein, and Advij.or shall not be liable to the Client for any act 
or omissii»n in the absence of gross negligence or willful miscoixiucl. 

6. Imlemnineatlon. The Client shall indcjunity Advisor, whicir sltnll ineludo solely 
for puiposes of this Seciioo any of its dirceU)i-s. ofticers. and employees against and hold them 
harmless irom any expense, loss, liability or damage ori.sing out of any claim asserted or tlucalcnal 
lo be a.s.serted by any tiiird party, in connection with Advisor’.s .serving or ttaving sewed as such 
pursuant to thus Agreement; provided, however, that .Advisor sha.tl not be entitled to 
iadetnnitlcation with respect to any expense. los.s, liability damage which was caused by its own 
gross negligence, willful misconduct or reckless disregard of its duties hereunder. 

7. Termination. ITic Client or Advisrir may tenninate this .Agreement at any time 
upon wrillcn notice, u hich .shall be etllvtive when received by the other pany. 

S'. Entire Agreement; Binding Effect; .Assignment, i his .Agrcctncitt represents the 
crdirc agreement amimg; the parlies, shall be binding upon and inure to die bsmellt of the parties 
hereto and iltcir respeenve .siiccc.s!«)r.s, and their right.'; and ohiigalions hereunder sltall not he 
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ass!gnubk\ Iransferabit^ or ticki^abJe withoul the writtai coiisctit of the oihcr party hcrcio. Any 
attempted ossiennicnt. traissfcr or delegation hereof without such consent shall be N'oid. 

9. Waiver; Moddlcation. No provision of this Agreemem may be waived or incKiiiicd 
other than by a writing signed by the parly to be charged with such waiver or modification, i'his 
Agrcenieiit eonstiluies the entire agreement between the Client and Advisor. /\ny .supplcmctu to 
this Agreement shall be in vv'riling, signed by the parties hereto. 

19. Governing Law. This A^xjcmcnt shall be governed by and wmstiocd in 
accordance with the laws of the State of Delaware without ^ving effect to cvnllicis of Urns. 


IN WITNESS WHEREOF, the parties hava: cntcrcti ir.to this .A.grccnic.i'.t as of the day and 
year first above wniton. 


BASS EQUrriES^TD. 

Mark Sdber 
Via' Fresidcnl aitt 


Diren-'tor 


RENAISSANCE JECHNOLOGIBS CORP. 



Vice Pre.sidcnt 
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Jonathan Zenios (SCM), Jerry Smith (SCM), Marty Malloy 
(EFG), and Mark D’Andrea (Prime Brokerage) 


BUSINESS PROPOSAL 


1. Executive 
summary 


COLT is an investment product ftx hedge funds (‘Funds') and is based largely 
on the normal operation of ttie Prime Brokerage business that has already 
received approval from the US New Product Committee. In its original form, 
the SCM Approvals Committee approved COLT on 27 March, 2002 and 
the Global New Product Committee approved COLT on 8 April, 2002. Both 
approvals were subject to FSA approval to treat the SUB as a trading book for 
regulatory purposes. FSA approval is still outstanding, but will be obtained 
prior to closing the transaction. 

Changes to Existing Af^roved Product COLT Structure 


This product proposal differs ftrom the previously approved structure in the 
following ways: 


1 . US Eouitles Added - Overall Leverage Levels Enhanced - US equity 
securities were added to the securities eligible for Project COLT. This 
change enhanced the Fund's tax analysis and enabled Prime 
Brokerage to get additional business from the transaction and gain 
diversity awoss markets. The diversity across markets was an 
important factor in Prime Brokerage setting the haircuts for the 
transaction (i.e., 5% haircut, or $200m in-the-money amount times 20 
for gross trading limit of $4, 000m that is split between long and short 
positions). 

2. US Tax Oi^nion Reeuired and Received - SUB'S profits from the 
transaction will be taxed in the US, We received an opinion from 



3' R egulatory Opinion R e quired and R eceived - SUB will borrow money 
from BB PLC (to accommodate the change in form of the call option as 
noted in #4 below). Since SUB will use that money in part to purchase 

us equity securities, it is important for regulatory purposes that SUB 
not be considered a Regulation X borrower. We received an opinion 
from counsel (Sullivan & Crornwe!l)|||P||||gBIBHHHHHHi 

4. Different Call Ootiort Mechanics - Although the option written by SUB 
continues to be economically a zero-strike option, the mechanics of the 
option have been changed to enhance the Funds' tax position. 
Specifically, instead of a $212m premium and a zero strike price over a 
PB Account with a starting NAV of $200m, the new structure shows a 
$212m prerruum with an effective $1800m strike price^ over a PB 
Account with a starling NAV of $2.000m. In each case, the option is 
in-the-money by $200m. and the overall leverage allowable in the 
transaction would be $3, 800m (Le.. a haircut of 5%, which level is set 


’ Actual strike price would be $2, 000m, but Ute Settlement Amount ot> the Ca8 Option will In ail cases be Increased by 
$200m. which results in an effective strike (Mice of $1 ,800m. 
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and monitored by Pwne Brokerage on the in-the-money amount). The 
only practiG^ drffererrce Is that ttie new version contemplates $1 ,800m 
(of the tot^ $3.®X)m avaBaWe) leverage through the option, where the 
origin^ wreion ted all leverage “outside* the option. 

5. 2 Prime Brokerage A«x)unts - In addition to a prime brokerage 
account wittt ^relays Capital Securities Limited ('BCSL‘), SUB will 
also open a pnme brokerage account with Barclays Capital inc (‘BCI’). 
Both accounts wffl be governed by standard Prime Brokerage 
Agreements. 

6. No BCSL Put Potion - TTie BCSL Put Option has been removed from 
the transaction. Originally, the BCSL Put Option was used to explicitly 
place the catasfrophic risk with Prime Brokerage, which takes that risk 
daily in its business. Subsequently, it was determined friat a put option 
was not ner^ssary to shift that risk, since Prime Brokerage takes that 
risk by entering into a prime brokerage account with SUB (since SUB 
has no other tornte). Importantly, this is similar to risks it takes in every 
agreement and is identical to the risk it takes when it accepts all of a 
funds’ equity as margin. 

7. Synthetic Shewt Sales in PB Account, as Opposed to Actual Short 
Sales rro address Uptick Rules) - Short sales by the SUB (i.e., borrow 
stock from BC! or BCSL and sen it on the open market) would be 
restricted by the uptick rule, which generally prevents short sales of a 
security at the current market price if the share price has been 
declining. To manage this restriction, SUB will create a perfectly 
hedged position (i.e., poo! of long equity positions in original PB 
Account that it would purchase from BCSL with an identical short total 
return equity swap position- counterparty BCSL) at the beginning of 
the transaction with respect to each security in the S&P 500. Since 
SUB will be treated as owning the securities in the PB Account 
(notwithstanding short TRS position held in another account), any 
sales of securities from that pod of long equity positions will be treated 
as sales of long positions (not affected by uptick rules), not short sales. 
The result is a synthetic short sale (I.e., the TRS is a short with respect 
to the securities that have been sold) that should not be constrained by 
the uptick rules. In substance, there should be no change to the 
underlying transaction or the infrastructure areas. However, certain 



b. Risking Systems - H wilt be necessary for the TRS to go 
through Prime Brokerage’s existing risk system (i.e., GEFFE, 
which feeds EDICT). An existing project that accomplishes 
that task is nearing completion (should be available by end of 
May/first week in June). 


General Description of Product COLT Structure 

COLT is targeted at those Funds with a high proportion of US individual 
investors, stable year-on-year returns and strategies involving short-term 
trading. This gives rise to significant short-term capital gains for the Investors 
regardless of whether or not they are invested in the fund for the shorter or 
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longer term. 

COLT provides an after lax t)eneflt to these investors through the conversion of 
their returri from the fund from shwt temi capHtal gains (taxed at 39.6%) to iong 
term capita! gains (taj^ at 20%). 

This would be achieved by substituting toe Fund’s direct execution of its 
trading strategy vwth a cash settl«3 cai! option over a SUB's proprietary 
account whose perftxmance substantiany replicates the Fund's trading 
strategy. Any gain on toe c^l ^tion vwuW be long-term gain provided the call 
option is held by the Fund for at least 12 months. 

Due to the Cali Premium (defined below) and rigorous controls (explained 
below), including de-leveraging and daily risk monitoring, the economic risk to 
Barclays in the fransaction wtHild be confined to a one-day catastrophic risk 
(i.e. gap risk). Structur^ly, tois risk vrould reside in BCSL and BCI, specifically 
within their prime brokerage divisions (‘Prime Brokerage ), Notably. Prime 
Brokerage cuffently undertakes tois same risk in its day-to-day relationships 
with hedge funds. 

The intended launch date is Q2 of 2002 although pre-marketing is expected to 
start in Q1 of 2002. 

SCM would earn fee incorrte at the onset of the transaction of approximately 
$12 million. Further, it is anticipated that increased revenue will be created in 
certain other areas within Barclays Captal: approximately $7m p.a. to $10m 
p.a. from increased clearing charges and execution revenue for Prime 
Brokerage. Further, Renaissance (the Fund that is the first target) has 
indicated that it will move its account to another bank if we do not provide them 
with this product, which would result in approx. $6m per year of lost revenue to 
Prime Brokerage. 


i 

I i 

2. Business Proposal 
description 

Structum Diagram 
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Establishment of SUB 

BB PLC would form a subsidiary (‘SUB’), which would be located outside the 
UK (e.g.. Cayman islands). A SUB is utilized, in part, to eliminate trade 
reporting obligations that would be required if BB PLC participated in the 
transaction directly. 

Loan Arranged By BCSL (EFG) 

SUB would borrow $2, 000m from BB PLC on an unsecured basis (die “Net 
Loan" would equal $1,800m. since $20aTi would be immediately repaid from 
the proceeds of the Call Option). Note that this would be from EFG’s existing 
line with BB PLC. Therefore, COLT does not require a new loan and does 
not create any new issues with respect to large exposure reporting (as EFG's 
line is already covered in that regard). 

Establishment of PB Account 

a. SUB would establish prime brokerage trading accounts with BCSL and 
SCI (collectively, these will be referred to as the 'PB Account'). 

b. SUB would place $2,000m into the PB Account to be used as collateral for 
a strategy identical to that utilized by the Fund ('Trading Strategy’). To 
replicate the Fund’s strategy, SUB would hire the Fund's own investment 
manager ('Trading Manager') to manage the investments. The relationship 
of the amount of collateral to the riskiness of the Trading Strategy will be 
analysed under existing Prime Brokerage standards. 

Call Option 

a. Simultaneous with Uie establishment of the PB Account, SUB would write 
an American-styte call option to the Fund with respect to the value of the PB 
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Accounts (the ‘Call Option'), forvrfiicdi tfie Fund would pay a premium (‘Cali 
Premium') made up of thefollovwng comfxjnents: 

• $20C^ Hie cdlateral for the Trading Sfrategy; and 

• an amount re{HOS«iting SCM's fee from the transaction ($12m in the 
diagram). 

b. The Call OpUon would have a term of 3 years and would be cash settled. 
The strike price of ttte Cal ^tion effKrtively would be $1 ,800m plus 
appropriate charges for the leverage (‘Call Strike’).^ 

BCSL Borrows $4,00(kn of counties and SUB purchases same from BCSL in 

PS Account 

a. With existing collateral In PB Account {$2, 000m) and borrowing through 
norma! Prime Brokerage. SUB will purchase a basket of securities worth 

$4 .000m from BCSL, which BCSL will borrow from a third party. 

b. At the same time, SUB wiB enter into a total return swap to BCSL over the 
same securities just purchased, through which SUB will pay out all dividends 
and receive interest. 

c. In its PB Account SUB wB! sell $2.000m worth of the securities it 
purchased from BCSL, ieavirtg it with $2.000m worth of long positions and a 
short TRS position of i4,000m. or a net $2, 000m short position with respect to 
the equities sold (a -Synthetic Short Position"). 

d. The $2,<X30m proceeds from the sale in “c" above would be used to 
purchase $2,000m of new securities (the "Long Position"). 

e. The Long Position and the Synthetic Short Position create the same type 
of matched position (i.e.. $2.000m long and $2,000m short) planned prior to 
the introduction of this technique. 

Risk Mitigation and Acceleration 

a. The Trading Strategy wll be executed through a prime brokerage 
account, for which the $2.000m will serve as collateral. As a result, the 
Trading Strategy will be subject to the risk parameters approved for the Prime 
Brokerage group® (similar but slightly more restrictive). BCSL's risk to the 
Trading Strategy will be managed in the following ways: 

• De-leveraging; 

o Description in Original Approvals Paper - Suppose that the 
$200m of collateral provided through the Call Premium 
supports $4.000m gross positions (i.e.. 20 times multiple), 
which would allow $2, 000m of long positions and $2, 000m of 
short positions in the Trading Strategy, if the Trading 
Strategy loses $10m, only $190m of collateral would remain. 
Since $190m would only support $3.8QQm of gross positions. 


’ See Footnote #1 , wNdi discusses the effective strike price. 

’ Prime Brokerage clears trades for hedge funds and provides leverage with respect to trading levels, based upon I] 
collateral received the hedge fund, ti) ongoing risk analysis of Ste strategies employed, and III) Gie market 
environment. As losses reduce collateral on hand, Prime Brokerage manages rtsk of loss In two ways; I) it can request 
increased collateral to rationalize me same trading level, or it) it can force a reduction of positions to confomt the trading 
level to an acceptable risk profile. 
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the Trading Manager would be forced t o liquidate enough of 
Ite positions to meet tiiose parameters. I 



intensive, the deleveraging process should manage risk as 
emotively as requestii^ more collateral. 


o Change due to Increased collateral - The result would be 
predsely the same irj Uie new version, but the formula would 
be slightly diffwent (because the initial collateral would be 
$2(X)0m inst^d of $200m). in this version, gross trading 
level would be calculated as 20 times (collateral less 
$1.8(K}m). Therefore, on a loss of $10m, the gross trading 
level would be $3,800m. calculated as 20 times ($1 ,990m 
less $1,KK)m). 

Removal of Manager ultimately if the collateral dropped sufficiently, 
the Trading Manager could be fired and the positions could be 
liquidated. 


b. The Trading Strategy will allow the Trading Manager to execute trades 
with other broker-dealers that are cleared vMth Prime Brokerage. That ability to 
"trade away” must be controlled to ensure that the Trading Manager does not 
exceed daily trading limits during the course of the day. A tri- party agreement 
between the Trading Manager, executing broker and SUB would specify the 
daily notional buy/sei! limits mat the executing broker must adhere too. Ail 
trades wi!i be reported to Prime Brokerage at the end of the day and if limits 
are exceeded Prime Brokerage (on behalf of SUB) would have the right, at its 
discretion, to reject the trades that exceed the limits. In addition, the executing 
brokers that could be used by the Trading Manager will be limited and pre- 
approved before trading. The agreement and limited executing brokers will be 
used to control me executing risk for the structure. 


Targeted Funds 

Transacting with hedge funds can be risky (a notable example is LTCM), but 
careful selection of a hedge fund and appropriate ongoing risk analysts can 
make it both safe and profitable. Hedge funds range from aggressive growth 
funds to the more conservative market rteutral funds. For COLT, we intend to 
target the more conservative market neutral funds, which focus on obtaining 
returns that have a low correlation to the market.* Generally, these strategies 
involve paired positions (i.e., long and short positions) designed to take 
advantage of market inefficiencies. In fact, most will be "relative 
value/arbitrage* strategies, which rely on the expected convergence of a iong 
and short strategy. 

This approval is confined to Funds that trade equities (long and/or short). In 
the current case. Renaissance employs a strategy or portfolio construction 
general known as "Statistical Arbitrage" or equity relative value trading. They 
have a proprietary (and closely guarded) trading model which generates short, 
medium, and long term buy and sell signals based on statistically significant 
historical indicators. While the trading crosses many asset classes for the 


^ Initial targets are Funds that already ut'tfize 8B PLC’s Prime Brokerage, but naw Funds will also be targeted in this 
process. 
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fund, it is only their equity ^cific models that we are considering for the initial 
COLT product. 

3. Strategic overview 

This product is part of ttie strategy to build significant presence in the hedge 
fund market through the trading of sfructured products with high added value 
yielding strong P/L. 

4. Financial 

Projections 

SCM's fee O.e. $1^ In the Ifhistration) would be determined at the onset of the 
transaction as a perxtentage of Fund’s principal investment. The minimum 

SCM fee approved in foe SCM Approvals process is $6m, without vesting. 

In addition, BCSL would earn i) increased revenue from additional volume in 
Prime Brokerage, v^ich has been estimated at between S7m p.a. and $10m 
p.a. ii) increased revernie from vt^umes of trades executed with Barclays’ 
traders, and iii) increased exposure for our hedge fund sales team. 

Further, this trade vwth Renaissance has the added benefit that it would 
prevent Prime Brokerage from losing their account, which accounts for 
approximately $6m p.a. 

Estimated Costs 

Legal fees for documentetion of each trade. Initial cost of SUB and any annual 
cost of mainteirring lx>olcs and records. 

5. Projected Trade 
volumes, Clients 
and Markets 

Trade Volume 

It is anticipated that 1 to 3 transactions vrould be completed in 2002, with an 
investment from each client equal to approximately $100 million to $200 million 
(USD), 

Clients 

Initial targets are Funds that already utilize Prime Brokerage, but new Funds 
wijl also be targeted in this process. 

Markets 

Publicly traded equities (long and short. Including synthetic shorts utilizing a 
total return swap]. 

INFRASTRUCTURE AREAS 

6. Operations 

Befsy Konvalinka - 
(UK) 

[(US) - John 

Brosnan/John 

Rodefeld] 

No Issues, 

7. Information 
technology 

Marty Malloy (BFG) 
(Collateralized 

Finance and prime 
brokerage) 

[(US) Stuart WrittleJ 

Prime Brokerage systems would track each investment in the same manner 
that the system tracks positions of its customers, In the normal course of its 
business, Prime Brokerage automatically feeds the position information into 
EDICT, which is the credit monitoring system that determines the worst 
expected loss from the portfolio. 

In addition, Ptwrie Brokerage securities are automatically sent to Compliance 
for determininq whether Barclays has exceeded any percentage ownership 
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limitations for companies located in variCHJs countries. 

In these respects, COLT wHI cerate In the same manner as a typical third- 
party customer of Prime Brokerage. fVYrth respect to the synthetic short sale 
positions Involvhtg tot^ rehrm swaps over equities, GEFFE and EDICT are 
being updated to accwnmodate risking these types of transactions.] 

On behalf of the SUB, SCM Product Control would receive a daily report of the 
positions in the PB Account. As an Initial matter, SCM Product Control wilt 
coordinate vrith EFG Product Control and Paul Merriman to arrange an 
appropriate electronic f^d frwn Prime Brokerage. As discussed below, SCM 
Product Contn^ vrill input summary amounts into the appropriate systems 
(SOPHIS) to track the accountii^ and regulatory impact of the transaction. 

In addition, Market Risk (^isteir Rew or similar person) will receive a daily feed 
of the positions within the PB Account. Market Risk will review on a weekly 
basis whether tfie trading strat^y has been confined to the investment 
guidelines agreed with each Trading Manager. If the positions are deemed to 
be outside the investment guidelines, Mat1<et Risk will immediately report such 
breach to SCM Product Con&ol (Helen Macgregor) arid Prime Brokerage (Mark 
D’Andrea and James Sbcsmith}. 

B. Risk management 
UK 

lain Douglas 

Cindy Gargano 

Simon Gumey 

Alistair Raw 

Simon Twaddle 

[US 

Credit - 

Ian Prior/Keith 

Hafner/Charlie 

Churchill/Cindy 

Gargano 

Market Risk - 
Adam LldteJ 

Risk in the PB Account is generally confined to catastrophic risk. That risk is 
drastically reduced by the fact that the PB Account Is hedged by the Call 
Option. In fact. 8B PLC’s risk profile Is much more akin to a collateralised 
Prime Brokerage relationship, where the risks generally are confined to 
catastrophic losses occurring over a short period of time. 

Therefore, risks of COLT generally are reduced by the risk management 
techniques approved for use by BCSL’s Prime Brokerage group when 
transacting with hedge funds. In addition to those techniques, specific 
investment guidelines will be agreed with each prospective Trading Manager, 
and the Market Risk team will undertake to analyze adherence to those 
investment guidelines. 

Prime Brokerage Risk Management Techniques 

Trading levels will be constantly monitored and will be reduced as trading 
strategies become more risky. 

In a Prime Brokerage relationship, a Fund would post collateral, say $200. BB 
PLC's internal risk analysts (both credit and market) would assign a multiple to 
the Fund based upon the relative risk of the strategy to be traded and the 
current market conditions. In the example of $200 collateral, a multiple of 20 
would mean that the Fund could acquire up to $2,000 long positions and 
$2,000 short positions (note that tire multiple is for gross positions, or $4,000 
gross, but that is generally split between long and short positions, or $2,000 
each side). Two events could cause the maximum trading positions to be 
affected; i) BB PLC’s internal risk analysis decide to lower the multiple to 
reflect increased risk in the strategy or in the market (l.e., lowering the multijirfe 
to 15 times means that at the same $200 of collateral trading levels of only 
$1 ,500 per side would be warranted), or il) the Fund's strategy loses money, in 
which case the collateral is decreased and it can no longer support the same 
trading level (l.e., loss of $10 means $190 of collateral remaining, times gross 
multiple of 20 = gross maximum of $3,800, or $1 .800 long and $1 ,800 short 
positions). 
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The onlymeaningftjl (flfference between a tvT>ical prime brokerage relationship 
and COLT f^ates to the posabJe remedies available with respect to the trading 
level. In a typical relation^ip, a Fund could do one of two things: i) provide 
more collateral to rationalize the same trading level (i.e., pay $10 to bring the 
collateral upfrt»n$180to$:^0iftttemulfiple remains at 20 times), orii) 
remove positions to reduce ttte tiading level to the currently authorized level 
{i.e., bring the tong/short portions down from $2,000 to $1.8(X)). For COLT, 
only the second remedy existe. Notwithstanding the fact that both remedies 
address the same concerns, risk limits typically rely more heavily on the notion 
that a Fund would be able to access more cash to increase coltaterai. 

In the normal course of its business, Prime Brokerage automatically feeds the 
portfolio information irto EDICT, which is the credit monitoring system that 
determines the worst expected loss from the portfolio {the outcome from which 
will enable Credit to estaWi^ wrttether appropriate leverage exists in the PB 
Account or, altemativety. wh^er deleveraging must occur). To be clear, 
however, deleveraging would occur in accordance with limits imposed by 
Prime Brokerage even if EDICT does not indicate that the collateral is 
insufficient For exanyile, If 20 tknes leverage on $200m supports $4, 000m 
gross positions, a loss of $50m would mandate a reduction of $1 ,00Cm of 
gross positions, even if EDICT determined that a trading level of $4, 000m was 
still appropriate. 

Credit (Cindy Gargano) will be responsible for interpreting the EDICT Data and 
notifying Prirro Brokerage (Martt D’Andrea and/or James Sixsmith) when the 
risk level of the portft^io dictates that insufficient collateral is on hand. Prime 
Brokerage (Mark D’Andrea and/or James Sixsmith) wiil be responsible for 
conveying this information to SCM Product Contrrrf (Helen Macgregor) and to 
the Trading Manager. Further, Prime Brokerage (Mark D'Andrea and/or James 
Sixsmith) will be responsible to make sure that the portfolio has been reduced 
to a point that is supported by the collateral on hand. 

Since COLT eliminates the ability to access more collateral from the Fund, the 
risk limits in the case of COLT would be slightly more conservative when 
compared to its existing prime brokerage business. 

Specific Investment Guidelines 

A limited framework must be agreed within which the portfoiio will be managed 
and stress risks controlled. This framework wilt include measures to 
encourage portfoiio diversification and minimise the related market risk, event 
risk and gap risk exposures. Market Risk and Credit Risk will sign-off on each 
proposed Trading Manager Agreement and proposed PB Account. 

in addition, Market Risk (Mstair Rew or similar person) will receive a daily feed 
of the positions within the PB Account. Market Risk will review on a weekly 
basis whether the trading strategy has been confined to the investment 
guidelines agreed with the Trading Manager. If the positions are deemed to be 
outside the investment guidelines. Market Risk will Immediately report such 
breach to SCM Product Control (Helen Macgregor) and Prime Brokerage (Mark 
D’Andrea and James Sixsmith). Upon consultation with Prime Brokerage, 

SCM Product Control will decide whether to fire the Trading Manager (See 
Product Centred below). 
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Julian Shaw 

Modelling 

No Issues. Standard models wil be used to risk the Call Option. 

3. Legal 

Alex Cameron & Rod 
Smith (UK) 

Richard Knaub (US) 

[(US) -Guy 

Dempsey/Alan 

Kaplan/Malyn 

Sheridan] 

Bi 

10. Compliance 
(UK) 

Frank Mcgarahan 
Robert Nowicki 

Tim Broome 

[(OS) 

Steve Stombelline] 

Controlling Trading Manager’s Ability to “Trade Away" 

The Trading Strategy will allow the Trading Manager to execute trades with 
other broker-dealers that are cleared wffli Prime Brokerage. That ability to 
"trade away” must be confrolled to ensure ttiat the Trading Manager does not 
exceed daily trading limits during the course of the day. A tri- party agreement 
between the Trading Manager, executing broker and SUB would specify the 
daily notional buy/sell limits that the executing broker must adhere too. All 
trades will be reported to Prime Brokerage at the end of the day and if limits 
are exceeded Prime Brokerage (on behalf of SUB) would have the right, at its 
discretion, to reject the trades that exceed the limits. In addition, the executing 
brokers that could be used by the Trading Manager wil! be limited and pre- 
approved before trading. The agreement and limited executing brokers will be 
used to control the executing risk for the structure. 

Trade Reporting 

Since the SUB is not a regulated entity, the SUB would not be subject to the 
trade reporting requirements faced by BB PLC and/or BCSL with respect to the 
equities it trades. 

Notification of Significant Holdings in Various Jurisdictions 

Prime Brokerage must already report significant holdings to Compliance with 
respect to the trades it clears (since the securities are held as collateral in the 
name of BCSL). As a result, positions held through COLT'S Prime Brokerage 
account will be reported in the same manner. Further, since Renaissance is 
an existing Prime Brokerage Client. COLT creates no additional burden. 

11. Finance 
(UK) 

Michael Blackburn 
Prrtesh Pankhania 

John Shone 

Accountino 

London Finance (Pritesh Pankhania) has provided advice, which has been 
agreed by PWC. 

a. SUB will be consolidated with BB PLC. 
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{(US) 

Mike Montgomery 
Ray GarguHo] 


b. COLT wH be acojunted to on trading book [and should be allocated to 
the US branch of BB PtC pn accordance with notion that accounting 
and tax books win be iitoitical In the US)]. 

c. Fee inawne of $12M ^ouid be recognizable immediately. 

d. The Call Option and the P8 ^count would be marked to market and 
should offset in the Income stetement (i.e., there is no intrinsic value to the 
Call Option). 

e. On the balance sheet, the mark-to-market value of the option and the Call 
Premium would be reported as “Amounts Arising from Off-Baiance Sheet 
Derivatives', and ttte fxssrtions in Oie SUB would be reported as “Equity 
Securities” or oihw, depending upon the nature of the investments. 

f. [The synthetic short position ^ould not cause any difficulties from an 
accounting perspective, because the total return swap and the stock 
borrowing between BCSL and the SUB v«il be eliminated in consolidation.] 


Regulatory ^ 

Regulatory treatment has teen agreed with Financial Control (John Shone and 
Michael Blackburn). 

Since the analysis is very fact specific, it must be undertaken for each trade 
and will take Into account the specific positions contemplated within the PB 
Account. Although specific treatment would vary with respect to each strategy, 
the general parameters are set forth below: 

Positions would have to be analysed for Position Risk 
Requirement (‘PRR’) and Credit Risk Requirement (‘CRR’). 

However, since the Call Option would offeet PRR. and CRR 
would be mitigated by margin and various netting 
agreements, this number should be relatively small. 

FSA approval will be sought for the SUB to treat its transactions as trading 
book transactions (following the accounting treatment). In that event, no 
WRAs would reside in the SUB, because a) the Call Option would offset the 
PRR inherent in the PB Account (except for catastrophic risk which would be 
valued at zero under the MARS model), and b) no CRR would be triggered by 
the PB Account, since the SUB would not be extending any credit in the 
transaction with Renaissance. This COLT approval will be subject to receiving 
this FSA approval. 

The residual risk in the SUB is catastrophic risk (I.e. gap risk) that Prime 
Brokerage currently undertakes in its day-to-day relationships with hedge 
funds. GFRM (lain Douglas, Simon Gurney, and Simon Tweddie) is 


* Equity posifions acquired By SUB would be limited by BB PLC's FSA4mpo8ed iimitation related to investments in 
finenciat institutions, in that regard. BB PIC has received a bading book concession from the FSA, which allows BB PLC 
to Invest up to 10% of its share capital (estimated Imt is £880m) into shares of financial institubons. The FSA will be 
approached to extend Htis concession to the SUB. Once accomplished, part of the concession must be allocated to this 
b'sfe. A further limitation would relate to how much BB PLC stock could be acquired by the SUB. Since this is a scarce 
resource, SUB will be prohibited from acquiring 8B PLC stock. 
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comfortable with ttils type of risk (from experience in Derivatives Funds 
business and Prime Bfrrfcerage), and it believes that no WRAs would result 
from that type of market exposure. That is borne out by models that determine 
risk from options, gi>ren various volatilities and strike prices. 

12. Product Control 
(SCM) 

Andrew Westenberger 
Helen Macgregor 

(Prime 

Brokerage/EFG) 

Greg Stevens 

[US 

Jim Kacergis] 

Regulatory and Accounting feed into SOPHiS 

As noted above in the fT section, SCM Product Control would coordinate with 
Prime brokerage to arrange fcx an appropriate electronic feed from Prime 
Brokerage. The fe«l would provide information about each position and wouid 
sum the market values of each lor^ fxjsition, short position and cash balance. 

On a periodic basis, SCM Product Control would feed these sums into SOPHiS 
to ensure that the appropriate accounting and regufatory information is 
captured. 

Directors 

Directors of the SUB would be US employees of 88 PLC. 

Firing Trading Manager if transact outskie investment guidelines. 

As noted above in the IT section. SCM Product Control (Helen Macgregor) 
would be notified by Market Rsk (/^istair Rew) and/or Prime Brokerage (Mark 
D'Andrea or James Sxsmith) as to whether the Trading Manager has 
breached the lnvestrT>ent guidelines associated with the PB Account. After 
consulting with Prime Brokerage, SCM Product Control will inform the directors 
of the breach and the directors will determine whether to terminate the Trading 
Manager. 

Executing agreements on behalf of SUB 

The directors of the SUB will have authority to execute contracts on the SUB's 
behalf. Further, to the extent authorized by the directors, the Trading Manager 
will have the authority to execute trades on the SUB's behalf. 

13. Tax 

UK~ David 

Williams/Jon 
Taylor/Priya Shah 

[US - Barry Berlin] 

UK Tax 

No issues, but reserve the right to view each structure prior to close. Since frie 
transaction will be completed by a Cayman Islands subsidiary of BB PLC, but 
will be managed and controlled from the United States, no UK tax would arise 


US Tax 
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WiUiholding nsk (relevant only if SUB is not treated as tine tax owner of the 
underiying securities) will be borne by the counterparty in this transaction. The 
counterparty would arrange for a US norran^ to receive all payments from 

SUB, which would transfer all US wthhokfing obligation from SUB to the 
nominee. The counterparty would also grant SUB a complete indemnity for 
withholding taxes arid penalties, if any. 

Information reporting risk {again, relevant only if SUB is not treated as the tax 
owner of the underlvina securities) will be borne by counterparty. 

APPENDICES 

1. SCM Approvals 
Paper (Approved 
27/03/02) 


2. Global NPSO 
Approval Paper 
(Approved 08/04/02} 


3. Barclays’ Reg. X 
Opinion from Sullivan 
& Cromwell 


4. Barclays’ US Tax 
Memorandum from 

Akin. Gump 


5. Barclays’ UK Tax 
Memorandum from 
Freshfields 
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Thursday, 4 July 2002 


Barclays Capital ' 

5 The North Colonnade 
Canary Wharf 
-London E14 4BB 
Tel m (0)20 7623 2323 


Ralph Mountford . 

Financial Services Authority 
Major Financial Groups Division 
25 The North Colonnade 
Canary Wharf 
London 
E14 5HS 


Dear Ralph 
PROJECT COLT 
INTRODUCTION 

With regard to project Coit we are seeking FSA’s non objection to the following; 

1 . To extend the Barclays Bank consolidaled b’ading book to Include the subsidiary {‘SUB’), which 
has been specifically formed to undertake the bus^ess described below, 

2. An exemption from having to calculate PRR for the subsidiary on a daily basis. By virtue of the 
type of business undertaken by the SUB and ttie controls that it would be subjected to, no PRR 
charge would arise and that any exposures arising on the equity positions would be o^set, so long 
as the option is in the money. Controls regarding the levels and type of business undertaken by . 
the ‘SUB* will minimise any losses resulting from extreme market moves. 

3. An exemption from having to monitor exposures arising in the ‘SUB’ for the purposes of reporting 
large exposures. For the reasons exptasied in 2 above, there will be no exposure for purposes of - 
large exposure reporting. 

BACKGROUND 

This transaction is'designed to provide hedge frjnds with a tax effective means of undertaklr^g the business 
and for Barclays it would generate both a structuring fee and additional volume for the prime brokerage 
business. 

Project Colt is ah investment product for hedge funds, ('FUND') whereby a nevriy incorporated subsidiary of 
me Barclays Group ('SUB') replicates the frading strategy of me FUND having an Initial value of $2bn. At 
the end of the period the Fund exercises a cash-settled call option with respect to the value of trading 
strategy. During the period of the transaction SUB funds its ongoing activities with margin received from the 
FUND, (by way of the premium on me call option) through prwne brokerage fadiities entered into with 
Barclays Capital inc ('BCi') and Barclays Capital SecuriUes Limited (‘BCSL' ) (External prime brokers will not 
be used.). Whilst me SUB will engage Investment manager of the FUND to act as investment advisor 
regarding its trading strategies, Barclays controls Ute type and level of business undertaken using the prime 
brokerage agreement and the investment management agreement The staicture is designed to be market 
risk neutral, with the risk arising in SUB frewn the frading sfrategies being fully offset by the call option, so 
long as the option remains in the money. Controls exist within me prime brokerage business to ensure mat 
the risk of loss is minimized, and this structure contemplates additional controls to furfrier minimize the risk. 

I Notwithstanding those controls, if the equity positions funded using me prime brokerage accounts lose 
enough to make the option go out of the money, the equity positions held by the SUB would cease to be 
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hedged and give rise to equity exposure. Howev^, the conU-ois are designed to take effect before this 
occurs, and Includes the ability to terminate, the services of Ute Investment manager and to liquidate the 
equity positions (in the same manner as ojrrenfly approved for the prime brokerage business). The option 
is structured with a sWke price of $2 bn v^tch equates with ttie collateral placed with the Subs prime 
brokers. Thus Uiis option wiii be In the money from the outset 

Further details of the structure are attached, Including the additional transaction necessary at the outset to 
create a long position in US securities in subs. 

The risk to the Barclays Group is controlled through the operation of the SUB’s prime brokerage accounts 
opened with BCSL and BCl 

1 . The written call option by the SUB to Sie Bind ensures that any surplus on the prime brokerage 
account (‘PB account’) will be returned to the Fund (so upside on the PB account passes to the 
Fund). 

2. The premium on the written call also acts as the mechanism for passing margin funds to Oie 
SUB’S prime brokerage account (‘The Margin*) 

3. TTie investment Management Agreement finks the Invesfrnent Manager (the Fund's investment 
manager) to the performance of the PB agreement of the SUB and additionally sets boundaries on 
ttie type of trading allowed within the PB account. The boundaries on trading within frie PB 
account act as an additional control to those normally In place with a PB relationship. Adherence 
to these controls will be monitored by Barclays Capital Market Risk, in the event of an exception 
tha invesfrnent management agreement would be terminated, and SUB would be able to^liquidate 
outstanding posifions (through BCSUBCI prime brokers In ordinary course of business).* 

4. The Prime Brokerage Agreements between the SUB and BCSUBC! sets out the level of Equity 
required in the account. If this Equity level is not met then there are a number of remedies 
available to BCSiyBCi such as:- 

(1) Deleverage of the account by the Investment Manager, le selling positions to get above 
the required equity levels. 

(ii) BCi/BCSU taking control of the account If the margin level is eradicated. 

These are the same remedies frat apply to dealing with any PB account, though the additional 
standard remedy in a PB relationship of obtaining additional margin is not available in this 
mechanism. 

The operation of the SUB’s PB account and review of the level of equity will take place through the current 
Infrastructure around the PB business. As described above, there will be an additional control over the 
investment strategy of the PB account by Barclays Capital Market Risk reviewing the account on a dally 
basis to ensure it complies with the Investment Management Agreement. 

Consequently the risk, both credit and market risk, of this structure is the same as any other prime 
brokerage ('PB') arrangement with a hedge fund. Therefore BCSL/BCi (as providers of the PB accounts) 
are subject to gap risk arising over a very short lime frame (i.e. if the controls in place for prime brokerage 
do not operate in time to enable the positions to be deleveraged in order to ensure that an appropriate level 
of Margin continues to be maintained). In addition, although BBPLC Is owner of the SUB it has no direct 
risk exposure to the positions in the PB account since the combination of the option and underlying 
positions In the PB Account fransfer such risk to the Fund and BCSL/BCI, respectively. 

TRADING BOOK TREATMENT 

We seek to extend frie scope Of the trading book to Include the activities of the SUB. "Hie SUB wiif be 
holding short term positions in equides, funded using the prime brokerage accounts and held with trading 
intent. The trading strategy of the SUB will involve transacting a high volume of equity transactions, each 
posllioh being held for a short period. We confirm that the positions would be marked to market daily on a 
prudent and consistent basis as part of the internal Product Control process. The prime brokerage 
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transactions would take the form of reverse repos whldi feH wittiln Sne definition of a trading book asset per 
chapter CB SECTION 3.2.1 

CALCULATION OF THE POSITION RISK RE(3UIREMENT 

As explained above, the level of risk carried by the SUB Is oanfatilled through the operation of the prime 
brokerage accounts. In this way the option should, baning gap risk, always be in the money. In whidt case 
it wiii have a delta of 1 and provide a perfect offset aga&tst the net assets held by SUB, Consequently, as no 
equity PRR will arise in SUB we seek a dispensation from having to calculate the PRR for the SUB. This 
would apply so long as the option remains in the nraiey. 

LARGE EXPOSURE REPORTING 

Similar to the analysis applied to the treatment of posiUon risk above, individual exposures arising in the 
SUB wiii (so long as the call option is in the money) be offset by the synthetic exposures created by the cail • 
option. Consequently for the purposes of large exposure reporting, no exposures to the issuers of the equity 
would arise in these circumstances. 


SUMMARY 

We seek PSA's consent to extend the trading book to indude the SUB, In addition we seek an exemption 
from having to calculate the PRR for the subsidiary on a daily basis as the structure is designed to be risk 
neutral and this would be ensured by applytog the controls referred to above. Simparly no exposures would 
arise in the SUB for the purposes of large exposure reporting. 

The first transaction is due to dose at the end of July. We would be grateful if you could give this your 
consideration. 

Yours sincerely 






John Shone 
Director 

Financial Control 
0207 773 2791 

E-mail john.sbone@barcap.com 
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Barclays Capitol 

Friday, 16 August 2002 5 The North Colonnade 

Canary Wharf 

London E14 4B8 

Tel +44 {0)20 7623 2323 


Gareth Truran. 

Financial Services Authority 

Major Financial Groups Division 

25 The North Colonnade 

Canary Wharf 

London 

E145HS 


BARCLAYS 


Dear Gareth, 
PROJECT COLT 
INTRODUCTION. 


Further to a telephone conversation with Ralph, yesterday evening, I understand that the FSA 
may require the application of the carveout methodology to calculate the PRR arising on the 
sold covered call option. The purpose of this letter is to explain the approach we would propose 
to adopL 

Given the business deadlines we are seeking to progress this in Ralph's absence and are 
hoping it wii! be possible to arrange an opportunity to discuss it early next week. 


BACKGROUND. 

With respect to the subsidiary {‘Patomino") In Project COLT, we believe that Pafomino should 
be treated as having a Trading Book on the basis that 

a. The Instruments (cash, equity securities and Ceil Option) booked in Palomino 
are each Finandat InStnjments, and 

b. Each Finandat Instrument will be marked to market daily in appropriate, 
systems; and 

c. The acdvities of the entity involve trading intent. 


In response to Ralph's comments we would apply carve out methodology to calculate the 
PRR arising on the Call option in Patomino, as set out in chapter TE section 5.3.2 of the 
FSA's Interim Prudential Sourcebook for Banks. As a sold covered option, that Is in the 
money, the PRR would be based upon the market value of the underlying position times P% 
less the mark to market value of the option. 

Importantly, you should note that application of that methodology would /n all cases result In 
nil capital for Palomino (see ‘Proof below for a detailed discussion). 

This result is based largely on the fact that all market risk that would otherwise be present In 
Paiomino from the option arrangement has been passed to BCl and 8CSL as a contractuai 
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matter (this is discussed In more detal !n tt»e discussion below under the definition 'Assets at 
Risk"). Although one might argue that Palomino Is left with a credit exposure to BCl and 
BCSL, any such risk is an intra-group risk that would not trigger a capital charge. 

Since, as discussed, Palomino vriR nrt have any to which capital should be attached, the 
remaining issue relates to the appropriate cap^i treatment of BCl and BCSL. in that regard, 
it is Important to note that the ri^s borne by SCI and 8CSL are the same risks borne by BCl 
and BCSL in the context of their piwte brok^age business. For them, this transaction is no 
different than if a client deposited $200m (l-e., the calf option premium) directly wiUt either of. 
their prime brokerage divisions. In farf. but for soma US regulatory effidendes aeated for' 
the client by using an_ opUon, the transaction would have been documented as a traditional 
prime brokerage account with $20Qm as Initial collateral. 


Proof 

Looking at the appropriate formula best-supports the result of nil capital; 

{Assets at Risk) x (PRA = 16%) - (Value of Call Option} » Capita! in Palomino 

“Assets at Risk“ means the arrount of equity securities and cash that are at risk at any time. 
On the numbers previously submitted, $2.000m of equity and/or cash will be in Palomino’s 
prime brokerage accounts (split between BCl and BCSL). With nothing further stated, one 
might conclude toat $2,0Q0m would be the Assets at Risk for Palomino. However, that is not 
the case because of specific prowsjons in the prime brokerage agreements vrith BC! and 
BCSL that ensure that Palomino wil In all cases receive at least SI .800m back from BCl and- 
BCSL (in relevant proportions). Given that, the true amount of “Assets at Risk* for Palomino 
is only $200m (I.e., $2, 000m assets less $1,8O0m In effect guaranteed by BCl and BCSL). 


An example of tite return profile for Palomino is as follows*. 


Total Value of 
Equities plus Cash 
at Termination 

(combined BCl and 
BCSLaccts) 

Amount returned by 
BCi prime 

brokerage to 

Palomino (assume 
75% of portfolio) 

Amount returned by 
BCSL prime 

brokerage to 

Palomino (assume 
25% of portfolio) 

Total Amount 

received by 

Palomino 

52.500m 

51.875m 

$625m 

$2.500m 

$1.900m 

$1.425m 

$475m 

$1 ,900m 

SlJOOm 

$1.350m 

$450m 

Sl.SOOm 

SO 

$1,350m 

$450m 

Sl.SOOm 


“PRA’ means 'percentage risk addition’, vritich we have assumed a value of 18%, 

'Value of Cali Option* means the value of the call option as determined by SOPHIS (our 
equity derivative reporting system), based upon the appropriate inputs, Including the value of 
the underiying, the strike price, and applicable volatility numbers. Generally speaking, the 
value of the call option at any time will equal the value of the underiying less the strike price. 
Since, as described above, the value of the underlying will never fall below $1 ,800m AND the 
strike price is sat at $1,800m. the option is really equivalent to an option over $200m of 
underiying (i.e.. $2.000m of assets less SI.BOOm) with a strike price of $0. As such, the value 
of tife option would always equal the amount by which the underlying assets exceed 
SI, 800m. in oUier words, the Value of the Call Option will always equal the Assets at Risk. 
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Given the above definitions, examples of the calculafion of capital for Palomino using the 
Carve Out Methodology are asibllows- 


(a) 

(fa) 

Value at Risk = 

(C) 

(<i) 

(e) 

Value of 

(a) less 

guaranteed 
return amount 

{b) times PRA 

Value of Call 
Option = 

(a) less strike 

Capita! = 

(c) less (d), but 
not less than 

Underlvinq 


(16%) 

price 

$0 

SZ.OOOm 

S200m 

$32m 

S200m 

$0 

$2, 100m 

$300m 

$4dm 

$300m 

$0 

$2, 500m 

$700m 

$112m 

$700m 

$0 

$3.000m 

$1.200m 

$192m 

$1.20Qm 

$0 

$1 ,900m 

SlOOm 

$16m 

$1£K3m 

SO 

$1,850m 

$50m 

S8m 

$50m 

so 

$1.8Q0m 

$0 

SO 

SO 

$0 

$ 1.000m 

$0 

SO 

SO 

$0 

SO 

$0 

$0 

SO 

$0 


As suggested, we will ring Bas Rooijmans on Monday to discuss how best to progress this. 
Unfortunately, 1 am out of the office next week, In my absence Nadim Sheikh will be handling 
this matter. 

Yours sincerely 






John Shone 
Director 

Financial Control 

0207 773 2791 

E-mail john.shone@bareap.eom 

Cc Ralph Mountford, 
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. ft e^S. ' 


Thursday, 5 September 2002 


Bas Rooijmans 

Financial Services Authority . 

Major Financial Groups Division 

25 The North Colonnade 

Canary Wharf 

London 

E14 5HS 


Barclays Capita! 

S The North Colonnade 
Canary Wharf 
London Et4 4BB 
Tei HA (0)20 7623 2323 


BARCLAYS 


Dear Bas 
PROJECTCOLT 

i am writing to respond to the various questions that the FSA have raised following the 
conference call held on Wednesday afternoon to discuss Project Colt. 

1 . Does the option give rise to market risk? 

As a sold call option with effectively a zero stnlce price it does net give rise to market 
risk within Palomino Limited. As such it Is equivalent to a forward saie. 

2. Set out the basts for the proposed capital treatment. 

Please refer to the attached paper, which specifically relates to BCSL. BCinc would 
follotM the same principles. Both these entities are consolidated applying art 
aggregation plus based approach. 

3. Provide confirmation as to the internal approvals obtained. 

Within Barclays Capital the Executive Committee and New Products Committee have 
approved the structure. It has also been reviewed by the SCM Approvals Committee 
and is due to be submitted for final approval by this committee on Monday. 

Group approvals obtained include Group Treasury, The Finance Director, The Group 
Risk Director and Capital Applications Process. 

4. Leverage appears high for hedge fund business, is this prudent? 

It is not possible to make a general statement about leverage with hedge funds, since 
the leverage level relates primarily to the level of risk in the strategy employed by the 
hedge fund (whlch vary markedly). This structure is targeted at more conservativa 
market neutral hedge funds that trade equities and focus on obtairilng returns that 
have 3 low correlation to the market Generally, these strategies involve paired 
positions (i.e., long and short positions) designed to lake advantage of market 
inefficiencies. In this Uansaclion if the ftind goes directional (either net long or short) 
then U^e margin requirement will be increased (and correspondingly the leverage 
levels will decrease). In fact, a full directional strategy will be allowed to have at most 
4 times leverage. 


(Upiu! . the arvMtmtrt! banking dmlon of Safclays bank PtC Rt^istenul in (ngTand.lOZSKr. 
Srgi^Icivd office Sflarr^tl Sbeet. kondon EOP UK. Healed W SFA and mefnt?er of the London kenrV 
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Spscific levels of iever^e, whfch are in fine wiUi otfier transactions, have been 
agreed with GFRM as part of fite approvals process. 


S. What is the purpose of the transaction -why did we structure it this way? 

The main reason for Sarclayswas cost efficiencies. We did not need this staicture to 
get around any US regulatory constrafitts r^atlng to leverage. In fact, we could have 
carried out the transaction using 8CSt cfir^ly, but ft would have been punitive re: 
costs in clearing US securities in BCSt through the OTC. The current stmcture 
avoids those costs and provides some tax effidendes for the client. 


Please do not hesitate to contact me should you wish to discuss any of these points further. 


Yours sincerely 






John Shone 
Director 

Financial Control 
0207 773 2791 

E-mail john.shone@barcap.com 
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Direct line: 020 76761566 
Direct fax: 020 76761567 

E-mai!; garelh.truran@fS3.gov.uk 



John Shone 

Director, Financial Control 
Barclays Capital 
5 The North Colonnade 
Canary Wharf 
London E144BB 


By e-mail and post 


13 September 2002 


Dear John 
PROJECT COLT 

I refer to your letter of 5 September 2002 to Bas in which you requested individual guidance 
on the regulatory capital treatment for Project COLT. 

You have provided us with further information oh this transaction in several letters; emails and 
meetings over the last few weeks. In the course of our discussions you have confirmed the 
following; 

•. Neither Barclays Bank pic nor BCSL/BCI incur market risk through the option contract 
with Palomino. 

• Credit and operational controls around this transition are equivalent to those that are in 
place for a standard prime brokerage transaction. 

• All relevant internal approvals for this transaction have been obtained. 

• The prime brokerage agreement between Palomino and BCSL/BCI complies with the 
requirenujnts set out in annex 1 of tPRU (INV) Chapter 10 under ‘reverse repurchase 
agreerr^nt’. 

As a result, I confirm that you may calculate the capital charge for this transaction on the basis 
oflPRUdNV) Rule 10-173(2). 

If you wish to use a sinular structure for future transactions with other hedge fiind 
counterparties I would be gnitefii! if you could inform us advance. 


The Financial Services Authority snDTM«rovMrot*rr»aMiCLAYSvaxRCLAYS 0ANK^x^FTNANaAl.«R066.ooc 

Z5 The North Colonnade Canary Wharf london E14 5HS IMited Kingdom 
Telephone +44 (0)20 7676 1000 Fax +44 (0)20 7676 1M9 
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13 September 2002 
Page 2 


I have written separately today to Richard PattinsoB in response to his associated request for 
amended treasury concession lirrats. 

The reliance that can be placed on the individual guidance in this letter is described in s«:tion 
9.4 of the Supervision manual. 

Please contact me or Bas if you have any queries. 

Yours sincerely 

Gareth Truran 
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Memo Barclays Capital 

To lain Abrahams, Alex Cameron, Patrick Clackson, 

Paul Emney, David Fail, Roger Jenkins, Linda King, 
ian Menzies-Conacher, Robert Nowicki, Jon Taylor, 

David Williams 

Cc Helen MacGregor 

From Jonathan Zenios, 

Jerry Smith, 

Structured Capital Markets 
Date Thursday, 22 August 2002 

Subject SCM Approvals paper - Project COLT 

1. BACKGROUND 

Structured Capital Markets (’SCM'} is seeking approval for Project COLT, a new investment 
opportunity for US Hedge Funds (’Funds’). It should be noted that SCM Approvals Committee 
previously approved Colt on 27 March 2002, but it has since gone through a number of changes. 
The purpose of this further memorarvium is to present tfie final Colt Structure. It should further be 
noted that the global NPSO Committee (including NY NPC) approved this new stmcture on 30 
July 2002. 

COLT is targeted at those funds with a high proportion of US individual investors, stable year-on- 
year returns and strategies involving short-term trading. This gives rise to significant short-term 
capital gains for the investors regardless of whether or not they are invested in the fund for the 
shorter or longer term. 

COLT provides an after tax benefit to these investors through the conversion of their return from the 
fund from short term capital gains (taxed at 39.6%) to long term capital gains (taxed at 20%). 

This would be a(^ieved by substituting the Fund’s direct execution of its trading strategy with a cash 
settled call option over a Barclays proprietary account whose performance substantially replicates 
the Fund’s trading strategy. Any gain on the call option would be long-term gain provided the call 
option is held by the Fund for at least 12 months. 

Due to the Call Premium (defined below) and rigorous controls (explained below), including de- 
leveraging and daily risk monitoring, the economic risk to Barclays in the transaction would be 
confined to a one-day catastrophic risk (i.e. gap risk). Sft’ucturally, this risk would reside in the prime 
brokerage business ('PB') of Barclays Capital Securities Limited (‘BCSL') and Barclays Capital 
Incorporated ('BCI’). Importantly, PB currently takes this t^^e of risk for existing clients. 

SCM would earn fee income at the onset of the transaction of $9. 5m. Further, it is anticipated that 
increased revenue will be created in certain other areas within Barclays Capital: approximately $7m 
p.a. to $10m p.a. from increased clearing charges and funding revenue for Prime Brokerage. 
Further, Renaissance (the Fund that is the first target) has indicated that it will move its account to 
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another bank if we do not provide them with ttiis f»odurt, whldi would result in approx. $6m per year 
of lost revenue to Prime Brokerage. 

COLT is based largely on the Prime Brokerage business ttiat has received NPSO approval. 


Ke y financial data is set out below: 


Proposed product limit 

TBD 

Estimated revenue 

$9.5 million one off Fee income for SCM 
$7m - $10m per annum revenue for PB 

Tax capacity 

Return on tax capacity 

N/A 

WRAs 

Return on WRAs 

N/A 


2. DETAILED TRANSACTION DESCRIPTION 

Structure Diagram: 



Establishment of Palomino (Cayman) Ltd and HYMF (Cayman) Ltd; Transaction with Mestengo Inc. 

BB PLC would form two entities: Palomino Ltd, a Cayman Island company (“Palomino”), and HYMF 
Ltd, a Cayman Island Company ("HYMF”). Further, our Cayman Island lawyers would set up a 
Cayman Island company (“Cay Co”), which would in turn set up a US corporation (“Mestengo”) to 
participate in the transaction. 

Palomino is utilized to 1) eliminate trade reporting obligations that would be required if BB PLC 
participated in the transaction directly, and 2) to create a US tax resident entity that is not confined 
by US regulatory rules that apply to US-formed entities. 

HYMF and Mestengo Inc would be used as part of a cost-efficient structure that would enable 
Palomino to sell US securities without being subject to the "up tick” rules that restrict short sales of 
US securities. 
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Group Treasury, through Capita! Application and/w LERC process, has approved each of Palomino, 
HYMF and Mestengo. 

Loan from BBPLC (UK) 

Palomino would borrow $1 ,800m from BB PLC (UK) on an unsecured basis. Note that this would be 
from EFG’s existing line with BB PLC. Ttterefore, ttiis fransaction does not require a new loan and 
does not create any new issues with respect to laige exposure reporting (as EFG’s line is already 
wthin existing limits). 

Establishment ofPB Account 

Palomino would establish a prime brokerage trading account with both BCSL and BC! (collectively 
referred to as the ‘PB Account’). 

Palomino would place $2,000m into the PB Account to be used as collateral for a strategy identical 
to that utilized by the Fund (Trading Strategy’). To replicate the Fund's strategy, Palomino would 
hire the Fund’s own investment manager (Trading Manager') to manage the investments. The 
Trading Strategy would be confined to sales and purchases of equity securities. 


Back-to-Back Call Options 

a. Simultaneous with the establishment of the PB Account, the US branch of BB PLC would write 
an Amehcan-style call option to the Fund with respect to the value of the PB Account (the ‘Call 
Option’), for which the Fund would pay a premium (‘Call Premium') of $209.8m comprising: 

• $200.3m representing the coliateral for the Trading Strategy: and 

• an amount representing SCM’s fee from the transaction ($9.5m in the diagram). 

b. The Call Option would have a term of 3 years and would be cash settled. The effective strike 
price of the Call Option would be $1 ,800. plus an appropriate charge for leverage (‘Call Strike’). 

c. Simultaneous with its writing of the Call Option, BB PLC would purchase an identical option 
from Palomino. The only difference being that the call premium would be $200. 3m. as opposed to 
$209.8m. 


Arrangement between Palomino, Mestengo, and HYMF to address "up tick" restriction 


Absent the arrangement between Palomino, Mestengo and HYMF, short sales of US securities by 
Palomino (i.e.. borrow stock from BC! or BCSL and sell it on the open market) would be restricted by 
the “up tick" rule, which generally prevents short sales of a US security at the current market price if 
the share price has been declining. To manage this restriction. Palomino would create identical 
amounts of physically long and synthetically short positions in a large number of US securities so 
that where Palomino makes sales of securities they will always be from the pool of long equity 
positions. As a result, for NYSE pu r jx)ses they will be treated as sales of Iona positions (not affected 
by up tick rules), not short sales. 
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As a resuit of a series of simultaneous transactions, eac^ of Palomino, Mestengo and HYMF would 
have equai long and short positions (interests In cash or equity settled forward contracts) in the 
same basket of US equity securities. A redur^lwi by Palomino of its long position in certain US 
equity securities would create tiie synthetic short positkm discussed above. 


Risk Mitigation and Acceleration: 

Ail market risk from the transaction is borne by the Fund (to extent of $200m premium from the Call 
Option) and by Prime Brokerage (to the extent ttie value of tiie PB Account drops below $1 ,800m). 
Prime Brokerage’s risk is triggered by the feet tfiat it will in all cases pay at least $1 ,800m (Le., the 
value of the loan between Palomino and BB PLC) back to Palomino at the end of the transaction. 
This risk borne by Prime Brokerage has been approved by GFRM (market and credit risk) in the 
NPSO process. 

Generally speaking, the Trading Strategy will be monitored using the traditional risk parameters 
approved for the Prime Brokerage group’ (similar but slightly more restrictive). Although the 
technical equity in the PB Account would be $2, 000m, collateral for risk monitoring purposes will be 
limited to the $200m provided by the Fund as premium. As a result, all numbers related to risk 
analysis will assume only $200m of collateral. With that in mind. Prime Brokerage's risk to the 
Trading Strategy will be managed in tt^e following ways: 

• De-leveraging: Suppose that the $200m of collateral (determined as discussed above) 
supports $600m of long and $600m of short positions (i.e., six times gross multiple, split 
evenly between long and short positions) in the Trading Strategy. If the Trading Strategy 
loses $10m. only $190m of collateral would remain. Since $190m would only support 
$570m of long/short positions, the Trading Manager would be forced to liquidate enough of 
its positions to meet those parameters. (This is because the only structural way to obtain 
more collateral would be through increasing the Call Premium and this significantly 
weakens the Fund’s tax analysis). Although more labour intensive, the deleveraging 
process should manage risk as effectively as requesting more collateral. 

• Removal of Manager : The Trading Manager could be fired and the positions could be 
liquidated at any point with 1 0 business days notice and immediately for cause. 

The Trading Strategy wilt allow the Trading Manager to execute trades with other broker-dealers that 
are cleared with Prime Brokerage. That ability to Trade away” would be controlled to ensure that the 
Trading Manager does not exceed certain investment guidelines during the course of any day. All 
trades will be reported to Prime Brokerage at the end of the day, and if limits are exceeded Prime 
Brokerage would have the right, at its discretion, to reject the trades that exceed the limits and 
transfer the trades into a Prime Brokerage Account held by the Trading Manager (i.e., trades will be 
for Trading Managers account). In addition, the executing brokers that could be used by the Trading 
Manager will be limited and pre-approved before trading. The ability to reject trades exceeding 
investment guidelines and limited executing brokers will be used to control the execution risk for the 
structure. 


' Prinie Brokerage clears trades lor hedge fdnds and provides leverage with respect to trading levels, based upon i) cc^iateral received 
from the hedge ^nd, il) ongoing risk anal^is of the strategies employed, and iii) the market environment. As losses reduce coRaterai on 
hand. Prime Brokerage manages risk of loss in two ways: i) it can request increased cr^iateral to rationalize the same trading level, or I!) it 
can force a reduction of positions to conform the trading level to an acceptable risk profila 
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Targeted Fund^ 

This approval is confined to Funds ttiat trade ec^ldes (for^ and/or short). In the current case. 
Renaissance employs a strategy or portfolio oanstrucfion general known as "Statistical Arbitrage” or 
equity relative value trading. They have a proprietery (and closely guarded) trading model which 
generates short, medium, and long temn buy and sell signals based on statistically significant 
historical indicators. While the trading crosses many asset classes for the fund, it is only their equity 
specific models Uiat we are considering for the initial COLT product. 

The trading we see currently crosses the major European markets and Japan. The volume varies 
from 1000 to 2000 transactions per day. 

3. ECONOMiCS AND ECONOMIC DRIVERS 

SePLC & BCSL 

SCM’s structuring fee would be $9.5m. 

In addition, BCSL would earn i) increased revenue from additional volume in Prime Brokerage, 
which has been estimated at between $7m p.a. and $10m p.a. ii) increased revenue from volumes 
of trades executed with Barclays’ traders, and iii) increased exposure for our hedge fund sales team. 

Further, this trade with Renaissance has the added benefit that it would prevent Prime Brokerage 
from losing their account, vrfiich accounts for approximately $6m p.a. 

Fund 

US individual investors of a Fund would obtain 1) operational and cost efficiencies due to certain 
regulatory efficiencies (including lack of up tick restriction on short sales), 2) no withholding tax on 
dividends from US securities, and 3) a post-tax benefit, because all the gain on the Cali Option 
would be treated as a long-term gain for US tax purposes and would therefore be taxed at 20%, as 
opposed to 39.6%. 

4. TAX ANALYSIS 
BBPLC^ 

UK Tax (See attached opinion from David Taylor of Freshfields) 

The transaction will utilize the US branch of BB PLC and two subsidiaries of BB PLC located in the 



US Tax (See attached opini on from Stuart Leblang of Akin, Gump and related opinion from Ed 
Cohen of Coudert Brothers on| 


^ Sb’stegies for the ‘Targeted Funds' would be limited by BB PLC's FSA-4fnposed limitation related to investments in financial institutions. 
In that reganS, BB PLC has received a trading book concession from the FSA. which allows BB PLC to invest up to 10% of its share 
cafMtal (esfimated limit is £880m) into shares of finandal insBtutior*s. The FSA will be approached to extend tKs concession to the SPV, 
Once accomplished, part of the concession must be allocated to this trade. A further fmitaBon would relate to how much BB PLC stock 
could be acquired by the SPV. Since Bits is a scarce resource. SPV wiR be prohibited from acquiring BB PLC stock. 

^ See attached tax opinion for a more detailed dfecossion. 
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The foilowing entities in the transaction are US taxpayer - US branch. Palomino (check-the-box 
election will be made to disregard as separate entity and therefore treated as part of US branch of 
BB PLC), HYMF (check-the-box election will be made to disregard as separate entity and therefore 
treated as a branch of HYMF, inc., a US osiporatfon) and Mestengo (as it is a US cxirporation). 

SCM’s profit from the transaction will be earned In ttie US branch of BB PLC and therefore will be 



Tax Shelter Disciosure/List-Keepinq - 


SCM has taken the position that COLT would be subject to the proposed Tax Shelter List-Keeping 
Regulations issued in February 2000, as amended, and COLT wii be covered by its existing policies 
on this. 

Fund* 

Investors in Funds, rather than the Funds themselves, are subject to US tax with respect to the 
Fund’s annual net income. For US individual investors, that income is typically taxed at a 39.6% 
federal rate of tax, because Fund investments mainly trigger ‘short-term capita! gains’ and ‘ordinary 
income'. By changing the investment of the Fund from various positions that turn-over frequently 
during the year to a single Call Option that remains outstanding for at least one year, COLT 
accomplishes two goals; 

a. Conversion - the Fund recognizes only long-term capital gains (i.e., gains recognized for an 
asset held more than 12 months), which are taxed to the individual investors in the Fund at a 
maximum federal rate of 20%; and 

b. Deferral - Income is recognized only in the year in which the Call Option is recognized (I.e., in 
year 3). 


5. TAX RISK 

There is no tax risk for BB PLC from COL' 

6, ACCOUNTING 


London Finance (Pritesh Pankhania) has provided advice, which has been agreed by PWC. 


* See attached tax opinion for a more detailed discussion. 
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a. Palomino (Cayman), HYMF (Ca^nan) Ud and Mestengo Inc, as a quasi-subsidiary, will be 
consolidated with BB PLC. 

b. Palomino (Cayman) will be accounted for on hading book. 

c. Fee income of $9.5m should be recognizable immediately. 

d. The Call Option and the PB Account wouW be mariced to market and should offset in the 
income statement (i.e., there is no intrinsic value to toe Call Cation). 

e. On the balance sheet, the mari<-to-mar1cet value of toe option and the Calf Premium would be 
reported as “Amounts Arising from Off-Balance Sheet Derivatives", and the positions in Palomino 
would be reported as ‘‘Equity Securities” or other, depending upon the nature of the investments. 

7. REGULATORY CAPITAL 

Regulatory treatment has been agreed with Financial Control (John Shone and Michael Blackburn). 
FSA approval has been sought for the foltovwng: 

1 . Palomino may be treated as a trading book; 

2. Since Position Risk Requirements for Palomino will in all cases be nil, there 
is no need to calculate such on a daily basis; 

3. Since Large Exposures for Palomino to equity names will in ail cases be nil, 
there is no need to calculate such on a daily basis. 

4. The catastrophic risk passed on to Prime Brokerage should be treated in the 
same manner as a typical P.B. account 

Although approval is outstanding, preliminary indications show that a positive response should be 
achievable. 

8. CREDIT 

As discussed above, Palomino will not have any credit risk or market risk in the transaction, due to 
the fact that the its PB Account is hedged by the Call Option and Prime Brokerage effectively has 
taken the downside risk (since it must in all cases return at least $1 ,800m to Palomino.). The risk 
borne by Prime Brokerage is akin to the risks taken in a normal collateralised Prime Brokerage 
relationship, where the risks generally are confined to catastrophic losses occurring over a short 
period of time. 

Therefore, risks of COLT generally are reduced by the risk management techniques approved for 
use by BCSL’s and BCi’s Prime Brokerage group when transacting with hedge funds. In addition to 
those techniques, specific investment guidelines will be agreed with each prospective Trading 
Manager, and the Market Risk/Credit teams will undertake daily risk monitoring. 

Prime Brokerage Risk Management Techniques 

Trading levels will be constantly monitored and will be reduced as trading strategies become more 
risky. 

In a Prime Brokerage relationship, a Fund would post collateral, say $200. BB PLC’s internal risk 
analysts (both credit and market) would assign a multiple to the Fund based upon the relative risk of 
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the strategy to be traded and the current market conditions. In the example of $200 collateral, a 
multiple of 1 0 would mean that the Fund ODuld a<xjuire up to $1 ,000 long positions and $1 ,000 short 
positions (note that the multiple is for gross {x>sltions, or $2,000 gross, but that is generally split 
between long and short positions, or $1,0)0 eac* side). Two events could cause the maximum 
trading positions to be affected; I) BB PLC’s Internal risk analysts decide to lower the multiple to 
reflect increased risk in the strategy or in ttie market (i.e„ lowering the multiple to 4 times means that 
at the same $200 of collateral trading levels of only $400 would be warranted), or ii) the Fund’s 
strategy loses money, in which case ttie collateral is decreased and it can no longer support the 
same trading level (i.e., loss of $10 means $190 of collateral remaining, times gross multiple of 10 = 
gross maximum of $1 ,900, or $950 long and $950 short positions). 

The only meaningful difference between a typical prime brokerage relationship and COLT relates to 
the possible remedies available with respect to the trading level, in a typical relationship, a Fund 
could do one of two things; i) provide more collateral to rationalize tise same trading level (i.e., pay 
$10 to bring the collateral up from $190 to $200 if ttie multiple remains at 10 times), or ii) remove 
positions to reduce the trading level to tiie currently authorized level (i.e., bring the long/short 
positions down from $2,000 to $1,900). For CCX.T, only tiie second remedy exists. Notwithstanding 
the fact that both remedies address the same €x>ncerns, risk limits typically rely more heavily on the 
notion that a Fund would be able to access more cash to increase collateral. 

Since COLT eliminates the ability to access more collateral from the Fund, the risk limits in the case 
of COLT would be slightly more conservative when compared to its existing prime brokerage 
business. 

Specific Investment Guidelines 

A limited framework must be agreed within which the portfolio will be managed and stress risks 
controlled. This framework will include measures to encourage portfolio diversification and minimise 
related market risk, event risk and gap risk exposures. It is expected that the agreed mandate will be 
similar to general risk limits previously agreed for the Hedge Fund Derivatives Business, though 
specific limits will be agreed on a case-by-case basis. 

Risk Management and Credit Risk will sign-off on each proposed Trading Manager Agreement and 
proposed PB Account. 

Daily Risk Monitoring (Trading Strategy) 

a. Risk Management will be involved in the initial and continual due diligence of the strategies 
employed by the Trading Manager. 

b. Risk Management will reconcile Prime Brokers reports on a daily basis and immediately report 
any issues to Prime Brokerage, 

c. High levels of liquidity and full transparency are provided by the fact that assets would be held 
directly by a subsidiary of BB PLC. 

9. NPSO APPROVAL 

NPSO approval was obtained on 30 July 2002. 

10. APPENDICES 
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a. Minutes from NPSO meeting on 30 July 2(K)2 

b. NPSO approvals Paper (original paper from 28 May 2002 and addendum from 30 July 2002) 

c. BB PLC US tax opinion from Akin Gump 

d. US tax ownership opinion from Coudert Brofrierc {referred to within US tax opinion) 

e. BB PLC UK tax opinion from Fr eshftelds (Dawd Taylor) 

f. Memo from Counsel Davis Polk HHIIHHHiiHHHBHi 

g. SCM Internal Memo on Coudert Brotfiers Tax Opinion. 
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September 30, 2002 
Bass Equities Ltd. 
c/o MQ Services Ltd. 
Chanc-ery Hall 
52 Reid Street 
Hamilton HM12 
Bermuda 


Barclays Bank PLC 
200 Park Avenue 
New York NY 10166 

Tel: +1 (212) 412 4000 


BAKCIAYS 


Dear Sirs; 


The purpose of this letter agreement (this “Confirmation”) is to confirm the terms and 
conditions of the Transaction entered into between Barclays Bank PLC (“Party A”), New York 
Branch, and Bass Equities Ltd. (“Party B”) on the Trade Date specified below (the 
“Transaction”). 

This Confirmation constitutes a complete and binding agreement between Paity A and 
Party B as to the terms and conditions of the Transaction to which this Confirmation relates, and 
it supercedes all prior or contemporaneous written or oral agreements between Parry A and Party 
B in relation to the Transaction (except to the extent explicitly stated in any other written 
agreement between the parties hereto executed contemporaneously herewith). This Confirmation 
constitutes a “Confirmation” as referred to in the ISDA Master Agreement specified below. 

The definitions and provisions contained in the 2000 ISDA Definitions (the “Swap 
Definitions”) and in the 1996 ISDA Equity Derivatives Definitions (the “Equity Definitions”, 
and together with the Swap Definitions, the “Definitions”), in each case as published by the 
International Swaps and Derivatives Association, Inc., are incorporated by reference into this 
Confirmation. In the event of any inconsistency between the Swap Definitions and the Equity 
Definitions, the Equity Definitions will govern, and in the event of any inconsistency between 
either set of Definitions and this Confirmation, this Confirmation will govern. For purposes of 
the Equity Definitions, this Transaction shall constitute an Index Option Transaction. 

This Confirmation supplements, forms part of, and is subject to, the ISDA Master 
Agreement dated as of September 30, 2002, as amended and supplemented from time to time 
(the “Agreement”), between Party A and Party B. All provisions contained in the Agreement 
govern this Confirmation except as expressly modified below. 
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1 - The terms of the particular Transaction to which this Confirmation relates are as 
follows: 


General Terms: 

Trade Date: 

Option Style; 

Option Type: 

Seller: 

Buyer; 

Index: 

Number of Options; 
Multiple Exercise; 

Strike Price: 

Premium; 

Premium Payment Date: 

Premium Payment Time: 
Reference Accounts: 

Trading Strategy: 

Exchange(s): 


Business Day: 


October i, 2002 
American 
Call 
Party A 
Party B 

The Basket Value 
One 

Inapplicable 
USD 1,250 million 

USD 131.237,500, of which USD 50,000,000 
constitute and are referred to herein as 
“Amortizable Premium”. 

The 3*^** (third) Business Day immediately 
following the Trade Date. 

The date and time at which the Premium is paid. 

The BCSL Account, the BCI Account and the 
Synthetic Account, as defined below, 

A trading strategy to be exclusively implemented 
based on and in accordance with the Investment 
Guidelines, as defined below. 

Each exchange or quotation system, which 
constitutes with respect to any of the Shares, the 
principal exchange or quotation system on which 
such Share is actively traded, as reasonably 
determined by the Calculation Agent, 

New York 
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Procedure for Exercise: 


Latest Exercise Time: 
Expiration Time: 
Expiration Date; 


Exercise Date: 


Automatic Exercise: 


5 p.m. (local time in New York City) 

5 p.m. (local time in New York City) 

The date which is the earlier of; 

(i) September 30, 2005 (the “Scheduled 

Expiration Date”), or 

(ii) an Early Termination Date designated by 
eithCT party in respect of this Transaction, 

The Exchange Business Day during the Exercise 
Period on which the Option is or is deemed to be 
exercised by Party B. 

Applicable 


Designated Agent’s Telephone Attn: MarkD’Andrea 
Number and Telex and/or Tel; (212)412-7673 
Facsimile Number and Contact Fax: (212)412-1775 
Details for Purpose of Giving 
Notice to Seller; 


Valuation: 

Valuation Time; 
Valuation Date: 


Valuation Period: 


Valuation Exchange 
Business Day: 


At the close of trading on each Exchange. 

The earlier of; (i) the 4* (fourth) Valuation 
Exchange Business Day immediately following 
the Exercise Date, or (ii) the ninth (9*) Business 
Day immediately following the Exercise Date. 

The period commencing on the Trade Date and 
ending at the Valuation Time on the Valuation 
Date. 

An Exchange Business Day during which there 
has not been (i) a Trading Suspension in 
securities that comprise, on the commencement of 
such day, more than 20 percent, in value, of (A) 
the long Designated Positions, or (B) the short 
Designated Positions then credited to, included or 
deemed included within the Reference Accounts, 
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or (ii) an event of force majeure beyond the 
control of Party A (or any Affiliate thereof) 
occurring after the Trade Date, preventing the 
execution of transactions within the Reference 
Accounts or making the execution of such 
traiKactions impossible or impracticable. 

For purposes of this Confirmation, the term 
“Trading Suspension” means, with respect to any 
security a suspension of trading (by reason of 
movements in price exceeding limits permitted by 
the relevant Exchange or otherwise) on the 
relevant Exchange for a period of more than one 
(1) hour. 


Settlement Terms: 

Cash Settlement; 

Cash Settlement Amount: 


Settlement Price; 


Basket Value: 


Federal Funds Rate: 


Applicable 

An amount equal to the greater of (i) zero, and (ii) 
the sum of (A) the Settlement Price, minus (B) 
the Strike Price, plus (C) the Premium Settlement 
Amount. 

The level of the Index at the Valuation Time on 
the Valuation Date. 

The sum of (i) the amount of the Initial Funds, 
plus (ii) Basket Gains, minus (iii) Basket Losses, 
minus (iv) Basket Cost. 

For any day, the rate set forth in H. 15(519) for 
the first Business Day immediately preceding 
such day, opposite the caption “Federal funds 
(effective)”. If for any relevant Business Day 
such rate is not so published by 5:00 p.m., New 
York City time, on the first New York City 
Banking Day immediately following such 
relevant Business Day, the rate for such Business 
Day will be the aritlimetic mean of the rates for 
the last transaction in overnight U.S. Dollar 
Federal funds arranged by each of three leading 
brokers of U.S. Dollar Federal funds transactions 
in New York City selected by the Calculation 
Agent, prior to 9:00 a.m,, New York City time, 
on that Business Day. 
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Settlement Currency; USD 

Cash Settlement Payment Date: Hie 3^** (third) Business Day immediately 
following the Valuation Date. 


Adjustments: 

Method of Adjustment: Calculation Agent Adjustment 


Extraordinary Events: 

Consequences of Potential Hie Calculation Agent shall use reasonable best 
Adjustment Events, Merger efforts to determine, in good faith, based on 
Events, Nationalization, or commercially reasonable judgment and upon 
Insolvency; consultation with Party B, the consequences of 

Potential Adjustment Events, Merger Events, 
Nationalization or Insolvency in respect of 
Shares, and the adjustments to the Basket Gains, 
Basket Losses, Basket Value and any other 
variable relevant to this Transaction. 

Shares; Equity interests and other securities which, at any 

time during the Valuation Period, constitute (or 
underlie) Designated Positions. 

Issuer: The issuer of the relevant Shares. 


2. Calculation Agent: Party A shall be the Calculation Agent. The Calculation 
Agent will notify Paity B promptly after the Valuation Date of the determined Cash Settlement 
Amount and of the determination of each variable and component used to calculate, or affecting, 
directly or indirectly, the Cash Settlement Amount. 

3. Account Details: 

Account for payments to Party A: 

Bank; Federal Reserve Bank ofNew York, New York 

ABA No; 026-0025-74 

A/C; Barclays Bank PLC, New York 

Favor; Barclays Swaps & Options Group, New York 

A/C No: 050-01922-8 

Swift; BARCUS33 

Account for payments to Party B: 

To be, and as, provided by Party B. 
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4. Additional Terras and Definitions; 

For pniposes of this Confirmation, the following terms shall have the meaning specified 
or refeiTed to in this Section 4: 

a. “BCSL Account” means the prime brokerage account established by and 
in the name of Palomino Limited (“Palomino”) with Barclays Capital Securities Limited 
(“BCSL”), account no. 400262 pui^uant to the Prime Brokerage Agreement, dated September 
26, 2002 (the “BCSL Agreement”). 

b. “BCI Account” means the prime brokerage account established by and in 
the name of Palomino with Barclays Capital Inc. (“BCI”), account no. 21000200 pursuant to the 
Prime Broker Margin Account Agreement, dated September 26, 2002 (the “BCI Agreement”). 

c. “Synthetic Account” means a record prepared by the Calculation Agent 
and titled “Reference Synthetic Positions”, identifying, at all times, (A) the outstanding Repos 
and CSFs effected by Palomino pursuant to the Trading Strategy and designated by Palomino to 
be included in such record, and (B) the outetanding Synthetic Positions (as defined in paragraph 
7 below). 


d. “Investment Guidelines” means the Investment Guidelines set forth in 
Annex A to the Investment Management Agreement entered into between Palomino and 
Renaissance Technologies Corp. (the “Advisor”), dated September 30, 2002, a copy of which is 
attached hereto as Annex A (the “Investment Management Agreement”). 

e. “Designated Positions” means equity securities, Repos, CSFs, Synthetic 
Positions and other financial positions (whether long or short), excluding cash, credited to, 
included or deemed included within the Reference Accounts at any time during the Valuation 
Period. 


For purposes of this Confirmation, the terms “Repos” and “CSFs” shall have the 
meanings ascribed to these terms in the Investment Guidelines. 

f “Basket Gains” means the sum of all (i) gains realized in respect of 
Designated Positions credited to, included or deemed included in the Reference Accounts at any 
time during the Valuation Period, (ii) unrealized gains (at the Valuation Time on the Valuation 
Date) in respect of Designated Positions credited to, included or deemed included in the 
Reference Accounts at the Valuation Time on the Valuation Date, (iii) dividends accrued (based 
on ex-dividend dates) at any time during the Valuation Period in respect of long Designated 
Positions, adjusted as set forth below, and (iv) interest and other income received or accrued on 
or in respect of Designated Positions credited to, included or deemed included in the Reference 
Accounts at any time during the Valuation Period. 

g. “Basket Losses” means the sum of all (i) losses realized in respect of 
Designated Positions credited to, included or deemed included in the Reference Accounts at any 
time during the Valuation Period, (ii) unrealized losses (at the Valuation Time on the Valuation 
Date) in respect of Designated Positions credited to, included or deemed included in the 
Reference Accounts at the Vahiation Time on the Valuation Date, and (iii) dividend and interest 
equivalent amounts paid or accnied (based on ex-dividend and ex-interest dates, as applicable) at 
any time during the Valuation Period in respect of short Designated Positions. 
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h. “Basket Cost” n^ans tiie (positive or negative) sum of (i) all commissions 
and fees in connection with the execution of transactions to acquire, create, dispose of or 
otherwise terminate Designated Positions, to tiie extent authorized under the Investment 
Management Agreement (excluding any fees paid to the Advisor), paid or accrued in connection 
with the trading of Designated Positions in accordance with the Investment Management 
Agreement dui'ing the Valuation Period, plus (ii) the product obtained by multiplying (A) the 
Strike Price, by (B) the Applicable Factor, minus (iii) fee Total Amortized Premium, minus (iv) 
any realized and unrealized (at the Valuation Time on fee Valuation Date) gains, interest and 
other income received or accrued in of cash, property or other financial positions credited 
to, included or deemed included in fee Reference Accounts or otherwise credited to the 
Reference Accounts (excluding gain and income items included in Basket Gains) during the 
Valuation Period. 


For purposes of determining Basket Gains, Basket Losses and Basket Cost, (i) gain, loss 
and any other income or expense items wiU be computed and taken into account without giving 
effect to any Tax that might be imposed in respect or by reason thereof, (ii) any portion of a 
dividend paid or accrued in respect of shares of stock of a corporation incorporated in any of the 
countries listed in Annex B hereto (as amended from time to time by the parties hereto), which 
will be subject to withholding tax by the country in which such corporation is incorporated, shall 
be adjusted by multiplying the original amount of such portion by the percentage set forth next to 
the name of the applicable country in fee column “Percentage of Dividends Received on Long 
Positions”, and (iii) any dividend equivalent amount paid or accrued in respect of a short position 
in stock of a corporation incorporated in any of fee countries listed in Annex B hereto (as 
amended from time to time by the parties hereto) shall be adjusted by multiplying the original 
amount of such dividend equivalent amount by the percentage set forth next to the name of the 
applicable country in the column “Percentage of Dividends Paid on Short Liabilities”. 

“Applicable Factor” means fee number, denoted by AF, calculated in accordance with fee 
following formula; 


AF = 




xO.9 , where; 


“A” is the number of calendar months fully or partially included within the 
period commencing on, but excluding, the Premium Payment Date and ending on, and including, 
the Valuation Date (the “Applicable Period”, and each such calendar month an “Applicable 
Month”); 

is a series of whole numbers from one to each representing the 
corresponding kCa Applicable Month, where all of such calendar months are arranged in 
chronological order from, and including, the first calendar month (fully or partially) included 
within the Applicable Period to, and including, the last calendar month (fully or partially) 
included within the Applicable Period; 

‘Wt” is the number of calendar days in the portion of the ^h Applicable 
Month included within the Applicable Period; 

“n*” is, for each Applicable Month, a series of whole numbers from one to 
Nk, each representing the corresponding day in the portion of the Applicable Month included 
within fee Applicable Period, where all of the days in such period are arranged in chronological 
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order from, and including, the first day of such Applicable Month which is included in the 
Applicable Period to, and including, the last day of such Applicable Month which is included 
within the Applicable Period; and 

“ ”, for any day in foe Applicable Period, is equal to the Federal 

Funds Rate for the u^th day of the Ath Applicable Month phis 25 basis points. 

i. “Premium Settlement Amount” means USD 125 million minus the Total 
Amortized Premium. 

j. 'Total Amortized Premium” means foe product obtained by multiplying 
(i) the Amortized Daily Premium, by (ii) foe number of calendar days in the period commencing 
on, and including, the Trade Date and ending on, and including, the Exercise Date, 

k. “Amortized Daily Premium” means the quotient obtained by dividing (i) 
the Amortizable Premium, by (ii) the number of calendar days in the period commencing on, and 
including, the Trade Date, and ending on, and including, the Scheduled Expiration Date. 

5. This Option and the rights and obligations thereunder are not transferable by 
either party without the prior written consent of foe other party. 

6. Additional Representations; 

Party A and Party B each makes (and as indicated, only Party A or only Party B makes) 
the following additional representations: 

a. It is entering into this Transaction as principal and not as agent or in any 
other capacity, fiduciary or otherwise, and no other person has any interest herein. 

b. Its execution and delivery of this Confirmation and its entering into the 
Transaction to which this Confirmation relates have been authorized by all required internal 
actions and do not violate any laws of its jurisdiction of organization or residence, or the terms of 
any agreement to which it is a party. 

c. Upon due execution and delivery of this Confirmation, this Confirmation 
will constitute its legal, valid and binding obligations, enforceable against it in accordance with 
its terms, subject to applicable bankruptcy, reorganization, insolvency, moratorium or similar 
laws affecting creditors’ rights generally, and subject, as to enforceability, to equitable principles 
of general application (regardless of whether enforcement is sought in a proceeding in equity or 
in law). 

d. It is acting for its own account, and has made its own independent decision 
to enter into this Confirmation and to participate in the Transaction to which this Confirmation 
relates and as to whether this Confirmation and the Transaction is appropriate or proper for it 
based upon its own judgment and upon advice of such advisors as it deems necessary. 

e. It acknowledges, agrees and confirms that (i) it has not received any 
advice or counsel from, and is not relying, and has not relied, upon any communication (written 
or oral) of, the other party or any Affiliate thereof with respect to the legal, accounting, tax or 
other implications of this Confirmation or the Transaction (including the expiration, sale, 
assignment or other termination thereof), and that it has conducted its own due diligence review 
and analyses of the legal, accounting, tax, regulatory and other implications of this Confirmation 
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and the Transaction, including, without limitation, registration or disclosure requirements in 
respect of the Transaction under any applicable securities, tax or other laws, (ii) information and 
explanations related to the tenns and conditions of this Confirmation and the Transaction shall 
not be considered investment advice or a recommendation to enter into this Confirmation or to 
participate in the Transaction, (iii) it has taken independent tax advice with respect to this 
Confirmation and the Transaction, (iv) it is entering into this Confiimiation and is participating in 
the Transaction with a full understanding of all of the terms and risks hereof (economic and 
otherwise), is capable of evaluating and understanding (on its own behalf or through independent 
professional advice), and understands and accepts, stmh terms and risks, and is capable of 
assuming (financially and otherwise), and assumes, those risks, (v) neither the other party nor 
any Affiliate thereof is acting as a fiduciary for or an advisor to it in respect of this Confirmation 
or the Transaction, (vi) it has a valid business purpose for entering into this Confirmation and 
participating in the Transaction, and the transactions contemplated herein are consistent with its 
overall business and investment strategy, and (vii) it participated with the other party in the 
structuring of the Transaction, and in the negotiation and drafting of the Confirmation and the 
other agreements, documents and instruments to he entered into in connection with the 
Transaction. 

£ Party B further represents that more than 50 percent of (i) the voting 
power of the voting stock thereof is owned, and (ii) the value of the stock thereof is ultimately 
beneficially owned, by persons which are not U.S. persons. The Parties hereto agree that each 
will comply with all applicable tax and other laws (including such laws applicable upon 
termination) in connection with the Transaction. 

g. Party A represents and agrees that (i) at the Premium Payment Time, the 
aggregate cash amount held on deposit by Palomino in the Reference Accounts is USD 1,250 
million (the “Initial Funds”), (ii) the Initial Funds constitute the only assets or other property 
credited to or included within the Reference Accounts at the Premium Payment Time (except for 
Designated Positions executed in accordance with the Investment Guidelines on or after the 
Trade Date), (iii) no liability or any other obligation is included in any of the Reference 
Accounts at the Premium Payment Time (except for those incurred at the instruction of the 
Advisor on or after the Trade Date), (iv) the Initial Funds will be used exclusively to effect 
transactions based on the Trading Strategy in accordance with the Investment Guidelines, (v) 
Palomino is an existing corporation, incorporated under the laws of the Cayman Islands, and will 
remain in existence and in good standing throughout the term of this Transaction, (vi) it directly 
owns, and will directly own at all times during the term of this Transaction, all of the outstanding 
stock of Palomino, (vii) the BCSL Agreement and the BCl Agreement will not be amended or 
modified in any way during the term of this Transaction, unless a written notice has been 
delivered to the Advisor at least ten (10) Business Days prior to the effective date of the relevant 
amendment or modification, (viii) the BCSL Agreement and the BCI Agreement will not be 
terminated prior to the close of the Cash Settlement Payment Date, (ix) until the close of the 
Cash Settlement Payment Date, no cash, securities, any other property or any financial positions 
(whether long or short) will be (A) distributed or withdrawn from any of the Reference Accounts 
(except for (x) cash withdrawals in an aggregate amount with all prior such cash withdrawals not 
to exceed at any time the product obtained by multiplying the Strike Price by the Applicable 
Factor (computed by deeming the Applicable Period to end on, but exclude, the day immediately 
preceding the relevant time considered, and (y) transfers of cash, securities or other property 
between the Reference Accounts)), or (B) deposited, contributed or assigned to any of the 
Reference Accounts, except in connection with the settlement of transactions effected within the 
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Reference Accounts based on the Trading Strategy, and (x) Palomino will be the sole title and 
legal beneficial owner of all of die Designate! Positions and of any other assets or other 
positions that may be included within the Reference Accounts, and (xi) Palomino has elected to 
be “disregarded as an entity separate from ite owner” frir U.S. federal income tax purposes and 
will retain this status throughout the entire term of the Option. 

7. The parties agree, that if the Advisor designates the execution of any transaction 
in accordance with the Investment Guidelines and the execution of such transaction is denied by 
Party A (or any Affiliate thereof), such transaction will be treated as if it were actually executed; 
any stock, securities and other financial positions (whether long or short) that would have been 
credited to or included in the Reference Accounts if such transaction were actually executed will 
be treated as included in the Synthetic Account as of the date on which the Advisor designated 
the execution of the relevant transaction (a “Synthetic Position”) and will be treated as disposed 
of or otherwise tenninated on the day so des^ated by the Advisor; any stock, securities and 
other financial positions (whether long or short) that would have been disposed of or otherwise 
terminated if such transaction were actually executed shall be treated as if actually disposed of or 
otherwise terminated, and excluded from the relevant Reference Account, on the day so 
designated by the Advisor; and any dividend, interest or any other income that would have been 
received or acemed on or in respect of Synthetic Positions if such transaction were actually 
executed will be credited to the relevant Reference Accoimt in which such transaction would 
have been executed. 

8. Upon exercise or deemed exercise of the Option hereunder, Party A shall cause 
the commencement of an orderly liquidation and reduction to USD cash of the assets and 
financial positions (whether long or short) then credited to, included or deemed included within 
the Reference Accounts over the period commencing on the Exercise Date to and including the 
Valuation Date, with the objective of minimizing risk and preserving the equity value of the 
Designated Positions (the “Liquidation” and the “Liquidation Period”, respectively). In the event 
that Palomino has replaced the Advisor with respect to any of the Reference Accounts, Palomino 
has otherwise assumed management of any of the Reference Accounts or the Advisor is 
prevented, for any reason from effectively managing the Reference Accounts, Party A shall 
cause the Liquidation to be effected in an “equal dollar weighted” manner in approximately 
equal proportions over the Liquidation Period, such that approximately 25% of the Designated 
Positions credited to, included or deemed included within the Reference Accounts at the 
beginning of the Liquidation Period are liquidated on each Valuation Exchange Business Day 
during such period, and with due regard to effecting proportionate reductions of “long” positions 
and corresponding “short” positions, provided, however , that the Liquidation may be effected in 
a different commercially reasonable manner that would minimize risk and preserve the equity 
value of the Designated Positions, if and to the extent so consented to by the Advisor (which for 
the avoidance of any doubt does not include any replacement advisor); and provided ftu'ther that 
no such consent of the Advisor will be required if the estimated Cash Settlement Amount, 
calculated by valuating all of the Designated Positions as set forth in section 9 below on the 
Exercise Date, payable to Party B is equal to zero. 

9. Party A and Party B agree that for purposes of this Confirmation and the 
Transaction, including, without limiting the foregoing, for purposes of detemiining the Basket 
Gains and Basket Losses, Designated Positions and any other relevant stock, securities or other 
financial positions (whether long or short) will be valued according to the following valuation 
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methods; (i) stock, securities and other financial positions which are traded on an Exchange shall 
be valued at any time at the last sales price quoted for the securities on (A) the consolidated tape 
on the date and at the time for which value is being determined, or (B) if no sale occurred on 
such date, at the mean between the “bid” and the “asked” prices on such date as reported in a 
recognized interdealer quotation system, (ii) stock, securities and other financial positions which 
are not traded on an Exchange, but are traded over the counter, shall be valued at the mean 
between the “bid” and the “asked” pric-es quoted for such securities, and (iii) stock, securities and 
other financial positions that are not described in subsections (i) and (ii) above, shall be valued 
based on a method of valuation to be agreed upon by Party A and Party B. 

10. Each of Party A and Party B agrees that for accounting, regulatory, tax and all 
other purposes, it and any Affiliate thereof will treat and report the Transaction as a derivative 
financial instrument and treat and report the Designated Positions and any other assets or 
positions that may be credited to or included within the Reference Accounts as assets and 
positions of which Party A or Palomino is the sole legal and beneficial owner and to which 
Palomino is the sole party, as the case may be, provided , however , that if any party hereto 
reasonably determines that due to a Change in U.S. Tax Law, as defined in Section 14 below, the 
Designated Positions and any other assets or positions included within the Reference Accounts 
are required to be treated and reported for U.S. federal income tax purposes as assets and 
positions of which Party B (or any Affiliate thereof) is the beneficial owner, Party A and Party B 
shall consult with each other and agree, in good feith and with the objective of preserving, to the 
maximum extent possible, the objectives of diis Transaction and the tax and economic 
implications that would have resulted to each party had such a Change in U.S. Tax Law not 
occurred, regarding the appropriate treatment and reporting of such assets and positions. 

11. Party B shall pay any and all documentary, stamp, registration or similar taxes 
and charges that may be payable in respect of (i) the execution of this Confirmation, (ii) the 
exercise of the Option, and (iii) the Payment of the Premium. 

12. This Confirmation shall be governed by and construed in accordance with the 
laws of the State of New York. 

13. Each of Party A and Party B shall use its reasonable best efforts to take, or cause 
to be taken, all actions and to do, or cause to be done, all things necessary, proper and advisable 
to consummate and make effective as promptly as practicable the transactions contemplated by 
this Confirmation and the Transaction to which it relates in accordance with the terms and 
conditions hereof and thereof, including (a) using reasonable best efforts to remove any legal 
impediment to the consummation of such transactions, and (b) the execution and delivery of all 
such deeds, agreements, assignments and further instruments of transfer and conveyance, 
necessary, proper or advisable to consummate and make effective the transactions contemplated 
by this Confirmation and the Transaction in accordance with the terms and conditions hereof and 
thereof, provided that any such action or thing would not materially prejudice the legal or 
commercial position of the relevant party. 

14. Notwithstanding anything to the contrary in this Confirmation, Party A may, in its 
sole discretion, terminate this Confirmation upon ten (10) Business Days prior written notice to 
Party B, in the event that (i) any change in applicable law' (including, without limitation, any 
laws, treaties, ordinances, rules, regulations, lulings, mterpretations and authorizations of the 
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United States or the United Kingdom or of any political subdivision, regulatory body having 
authority over Party A or taxing authority thereof or therein) materially and adversely affects 
Party A's capital charges directly resulting from this Transaction, or (ii) due to the enactment, 
promulgation, execution or ratification of^ or any change in or amendment to, the U.S. internal 
Revenue Code of 1986, as amended, or the Treasury Reguiarions promulgated thereunder (or in 
the application or official interpretation theaeof by the United States Internal Revenue Service or 
the United States Department of the Treasury, as the context requires) that occurs on or after the 
date on which the Transaction is entered into (a “Chmige in U.S. Tax Law”), Party A is required 
to treat and report the Designated Positions and any other assets or positions included within the 
Reference Accounts as assets and positions of which Party B (or an Affiliate thereof) is the 
beneficial owner for U.S, federal income tax purposes. 

15. Except as otherwise hereinafter set forth, the parties hereto agree that the structure 
and tax aspects of the Transaction and all materials provided by either party with respect to such 
structure and tax aspects are non-confidential, ^e not the proprietary information of either party 
and may be disclosed to any and all penons, and used, by either party (and each employee, 
representative, or other agent thereof), without limitation of any kind of disclosure and without 
the consent of the other party (provided, however, that the names and all other identifying 
information of all entities and persons have been properly erased from such materials prior to the 
disclosure thereof). Each party otherwise agrees not to disclose any proprietary, non-public 
information regarding the other party (“Confidential Information”) it may have received in 
connection with this Transaction, including, without limitation, that such party has entered into 
this Transaction with the other party, and agrees that it shall not disclose or use the name of the 
other party (or any Affiliate thereof) for marketing or other purposes not directly relating to the 
implementation of the Transaction hereunder. Notwithstanding the foregoing, either party may 
disclose any such Confidential Information if required by law or any judicial, governmental or 
other regulatory body, provided it gives prior written notice of such required disclosure to the 
other party. Confidential Information of a party shall not include any information in the public 
domain or information obtained from any third party not under a duty not to disclose it. 


[Signature page follows] 
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Please confirm that the foregoing correctly sets forth the terms of our agreement by 
executing the copy of this Confirmation enclosed for that purpose and returning it to us to the 
attention of Mark D’ Andrea, do Barclays Bank PLC, New York Branch, 200 Park Avenue, New 
York. NY 10166, Facsimile no.; (212) 419-1775. 


Yours sincerely, 

BARCLAYS BANK PLC, 
NEW YORK BRANCH 


Name: 

Title; 


Confirmed as of the date 
first above written; 


BASS EQUITIES LTD. 


Name: 

Title: 
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ANNEX A 
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ANNEXE 

DIVIDENDS AND DIVIDEND EQUIVALENT AMOUNTS ADJUSTMENT SCHEDULE 


Country of 

Percentage of 

Percentage of 

Company Paying a 

Dividends Received 

Dividends Paid on 

Dividend 

on Long Positions 

Short Uabiiities 

ARGENTINA 

TBD 

TBD 

AUSTRALIA 

100 

100 

AUSTRIA 

85 

100 

BELGIUM 

85 

100 

BRAZIL 

TBD 

TBD 

CANADA 

85 

85 

DENMARK 

85 

85 

FINLAND 

100 

100 

FRANCE 

100 

100 

GERMANY 

85 

85 

HONG KONG 

100 

100 

INDONESIA 

TBD 

TBD 

IRELAND 

100 

100 

ITALY 

100 

100 

JAPAN 

85 

85 

MEXICO 

TBD 

TBD 

NETHERLANDS 

85 

85 

NEW ZEALAND 

85 

85 

NORWAY 

85 

85 

PHILIPPINES 

TBD 

TBD 

PORTUGAL 

TBD 

TBD 

SINGAPORE 

100 

100 

SOUTH AFRICA 

TBD 

TBD 

SOUTH KOREA 

TBD 

TBD 

SPAIN 

85 

85 

SWEDEN 

95 

95 

SWITZERLAND 

85 

100 

UNITED STATES 

45 

100 


Risp 87.5 {long and short) 
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Memo Barclays Capital 

To SCM Approvals Committee 


Cc 


From 

Structured Capita! Markets 

Date 

Friday, 04 April 2003 

Subject 

SCM Approvals paper - Project COLT 


(Renaissance 11) 


BARCIAYS 


1. BACKGROUND 

Structured Capital Markets ('SCM') is seeking approval to transact a further Project COLT 
transaction with a fund managed by Renaissance Technologies (‘Fund’). This transaction (the 
‘Second Renaissance Transaction’) would be almost identical to the first COLT transaction, which 
was with the same Fund. Importantly, the Seoand Renaissance Transaction would use the same 
entities and accounts used for the previous transaction, so there would be minima! impact on 
infrastmcture areas. Slight changes from the original transaction are as follows - 

1. Synthetic Call Option BehA^en BB PLC and Palomino (as opposed to an explicit call 
option) This creates a neutral risk position for BB PLC and Palomino, but the components 
of the synthetic call option allow all trades to occur in the same accounts as in the first 
transaction (which is a tremendous selling point for the client). The reference point for the 
Cali Option in this transaction is a total return swap, which is one component of the synthetic 
call option. That total return swap represents [20%] of the value of the prime brokerage 
accounts set up for the First Renaissance Transaction (defined below). This insures that the 
new option relates only to an appropriate part of the prime brokerage account AND that the 
old option does not include activity appropriately targeted for the Second Renaissance 
Transaction; AND 

2. Removal of Manager for No Reason - !n the first transaction, we have the right to remove 
the investment manager immediately for cause and at any time upon 10 business days’ 
notice. The client has requested that we amend the notice period from 10 business days to 
60 calendar days for situations where cause is not relevant. Since these types of structures 
take a long time to structure, they have requested this extra time to help transition to anotiier 
provider if we decide we no longer want to be in the transaction. 

The first Project COLT was approved by the SCM Approvals Committee on 2 September, 2002 and 
by the NPC (both Globa! and US) on 30 July, 2002, and it was executed on 30 September, 2002 
(the ‘First Renaissance Transaction ). 

During the first six months after signing the First Renaissance Transaction, the transaction has been 
running as expected with no infractions by the investtnent manager hired to perform the trading 
strategy. Further, internal audit has reviewed the First Renaissance Transaction and has only minor 
comments related to the execution and ongoing maintenance of the transaction. 


Permanent Subcommittee on Investigations 

EXHIBIT #40 
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SCM would earn fee income at the onset of the Second Renaissance T ransaction of {$6m], Further, 
ft is anticipated that increased revenue will be cheated in certain otier areas within Barclays Capital; 
approximately [$5m] p.a. to [$7m] p.a. from increased clearing charges and funding revenue for the 
Collateralized Finance Group {‘CFG’). 


Key financial data is set out below; 


Estimated revenue 

[$6m] one off Fee income for SCM 
f$5m - $7ml per annum revenue for CFG 

Tax capacity 

Return on tax capacity 

N/A 

WRAs 

Return on WRAs 

N/A 


2. DETAILED TRANSACTION DESCRIPTION 



Use of Palomino (Cayman) Ltd (‘Palomino’), HYMF Ltd (‘HYMF’), and Mestengo, Inc. (‘Mestengo’) 

Palomino. HYMF and Mestengo are existing entities that were used for the First Renaissance 
Transaction. 

Palomino is utilized to 1) eliminate trade reporting obligations that would be required if BB PLC 
participated in the transaction directly, and 2) to create a US tax resident entity that is not confined 
by US regulatory rules that apply to US-formed entitles. 

HYMF and Mestengo are used as part of a cost-efficient structure that enables Palomino to sell US 
securities without being subject to the “up tick" rules that restrict short sales of US securities, The 
structure involving tfiese entities has already been created, so no new structuring would be required 
for the Second Renaissance Transaction. 

Loan from BBPLC (UK) 


[APG] 
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Palomino has already borrowed $1,800m from BB PLC (UK) on an unsecured basis (out of CFG’s 
existing line with BB PLC and within the freasury a>n<»ssjon). CFG believes that this existing loan 
would be sufficient to fund the Second Renaissance Traisaction, so no new funding would be 
required. 

Use of existing PB Accounts 

The Second Renaissance Transaction would utilize the existing prime brokerage trading accounts 
held with both BCSL and BCi (collectively refemed to as tiie 'PB Account’). 

Back-to-Back Positions - Call Option and Synthetic Call Option 

a. identical to the First Renaissance Transaction, flie US branch of BB PLC would write an 
American-styie call option to the Fund with respect to the value of the PB Account (the 'Call 
Option’), ^ for w+iich the Fund would pay a premium (‘Call Premium’) of ($136m] comprising: 

• [$130m] representing the collateral for Uie Trading Strategy; and 

• an amount representing SCM’s fee from the fransaction ($6m in the diagram). 

b. The Cal! Option would have a term of 3 years and would be cash settled. The effective strike 
price of the Cal! Option would be [$1,170mj, plus an appropriate charge for leverage (‘Call Strike’). 

c. Simultaneous with its writing of tiie Call Option, BB PLC would enter into a position that 
matches identically the obligation that BB PLC has under its Call Option {the ‘Synthetic Call 
Option'). Instead of writing an explicit call option as in the First Renaissance Transaction, 
Palomino vi«3uid create a Synthetic Call Option witfi the same net economic exposure as frie Call 
Option. First, Palomino would write a total reftjm swap to BB PLC (a ‘TRS’), the reason for which 
is set out in footnote 1 . To make sure that the profile to BB PLC is entirely neutral. BB PLC and 
Palomino will sign a separate side letter (‘Side Letteri), stating that BB PLC will have no obligation 
to make payments to Palomino under the TRS due to losses in the PB Accounts. The TRS and 
the Side Letter together comprise the Synthetic Call Option that is designed to perfectly match BB 
PLC’s obligations under the Call Option. 


Risk Mitigation and Acceleration: 

The SeoDnd Renaissance Transaction will use the risk monitoring process already in place as a 
result of the First Renaissance Transaction. 

Accordingly, Palomino will not have any credit risk or martlet risk in the transaction, due to the fact 
that the its PB Account is hedged by the Synthetic Cali Option and Prime Brokerage effectively has 
taken the downside risk. The risk borne by Prime Brokerage is akin to the risks taken in a normal 
collateralised Prime Brokerage relationship, where the risks generally are confined to catastrophic 
losses occurring over a short period of time. 


' Since the PS Account is the same as the first deal, it will be necessary for the Call Oj^ion to be restricted to only the portion of the PB 
Account representing the new activity. Likewise, the Call Option from the First Renaissance Transaction must be restricted so it does i%ot 
include the activity related to the option in Second Renaissance Transaction. To accomplish this. Palomino will write a TRS to B8 
PLC with respect to I50%i of the value of the PB Accounts. The new Call Option will reference that TRS, thereby insuring that oniy [50%] 
of the value of the PB Accounts will be covered by the Second Renaissance Trar>saction. Further, the short TRS position will be within 
the PB Account and will make sure that the call option from the First Renaissance Transaction does not include the value of the call option 
written in the Second Renaissance Trar^sactiort. 
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Therefore, risks of COLT generally are reduced by ttie risk management techniques approved for 
use by BCSUs and BCI’s Prime Brokerage group virtien fransacting with hedge funds, in addition to 
those techniques, specific investment gutdeftnes have been agreed with the Trading Manager, and 
the Market Risk/Credit teams will undertake dally risk monitoring. 

Specific risk mitigation techniques are discussed wHhln the “Credit” section of this paper disoissed 
in detail above. 


3. ECONOMICS AND ECONOMIC DRIVERS 


BBPLC & BCSL 

SCM’s structuring fee would be [$6m]. 

in addition, BCSL would earn i) increased revenue from additional volume in Prime Brokerage, 
which has been estimated at betvreen [$3m p.a. and $5m p.a], ii) increased revenue from volumes 
of trades executed with Barclays’ traders, and ill) increased ejqaosure for our hedge ftjnd sales team. 

Fund 

US individual investors of a Fund would obtain 1) operational and cost effidencies due to certain 
regulatory efficiencies (including tack of up tick restriction on short sales), 2) no withholding tax on 
dividends from US securities, and 3) a post-tax benefit, because all the gain on the Call Option 
would be treated as a long-term gain for US tax purposes and would therefore be taxed at 20%, as 
opposed to 39.6%. 

TAX ANALYSIS 

BBPLC 


UK Tax 



US Tax 


Analysis is identical to the First Renaissance Transaction, which follows: 

The following entities in the transaction are US taxpayers - US branch. Palomino (check-the-box 
election will be made to disregard as separate entity and therefore treated as part of US branch of 
BB PLC), HYMF (check-the-box election will be made to disregard as separate entity and therefore 
treated as a branch of HYMF, Inc., a US corporation) and Mestengo (as it is a US corporation). 


SCM’s profit from the transaction will be earned in the US branch of BB PLC an d therefor e will be 
taxed in the US, We received an opinion from counsel (Akin, Gump 
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I we have 



Tax Shelter Disclosure/List-Keepinq - 


Under the final Tax Shelter Regulations, \we would not be required to disclose or keep a list for this 
Second Renaissance Transaction. 

Fund 

investors in Funds, rather than the Funds ttiemselves, are subject to US tax with respect to the 
Fund’s annua! net income. For US Individual investors, that income is typically taxed at a 39,6% 
federal rate of tax. because Fund inves^ents mainly trigger ‘short-term capital gains’ and 'ordinary 
income’. By changing the investment of the Fund tom various positions that turn-over frequently 
during the year to a single Cali Option that remains outstanding for at least one year, COLT 
accomplishes two goals: 

a. Conversion - the Fund recognizes wily long-term capital gains (i.e., gains recognized for an 
asset held more than 12 months), which are taxed to the individual investors in the Fund at a 
maximum federal rate of 20%; and 

b. Deferral - income is recognized only in the year in which the Call Option is recognized (i.e., in 
year 3). 


4. TAX RISK 

There is no tax risk for 86 PLC from COLT and f||||||||[|||||||||||^^ 

5. ACCOUNTING 

London Finance (Pritesh Pankhania) has provided advice, \Miich has been agreed by PWC. 

a. Palomino (Cayman), HYMF (Cayman) Ltd and Mestengo Inc, as a quasi-subsidiary, will be 
consolidated with BB PLC. 

b. Palomino (Cayman) will be accounted for on trading book. 

c. Fee income of [$6m] should be recognizable immediately. 

d. The Cali Option and the PB Account would be marked to market and should offset in the 
income statement (i.e., tfiere is no intrinsic value to the Call Option), 

On the balance sheet, the mark-to-market value of the option and the Cali Premium would be 
reported as “Amounts Arising from Off-Balance Sheet Derivatives”, and the positions in Palomino 
would be reported as “Equity Securities” or other, depending upon the nature of the investments. 
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6. REGULATORY CAPITAL 

Regulatory treatment has been agreed witti Financial Control (Nadim Sheikh and Michael 
Blackburn). FSA approval was received for ttie original COLT transaction using Palomino and 
included the following: 

1 . Palomino may be treated as a fading book; 

2. Since Position Risk Requirements for Palomino will in ail cases be nil, there 
is no need to caloilate sudi on a daily basis; and 

3. Since Large Exposures for Palomino to equity names will in all cases be nil, 
there is no need to calcxilate such on a daily basis. 

The FSA approved this further COLT transaction on 20 February. 

7. CREDIT 

Risk Mitigation will be identical to the framevwrk created for the First Renaissance Transaction. 
Beiow is a reminder of those provisions - 

Ai! market risk from the transaction is borne by the Fund (to extent of [$1 30m} premium from the Cal! 
Option) and by Prime Brokerage (to the extent the value of the PB Account drops beiow [$1,170m|). 
Prime Brokerage’s risk is triggered by the fact that it will in all cases pay at least [$1 ,170m] (i.e., the 
value of the loan between Palomino and BB PLC) back to Palomino at the end of the transaction. 
This risk borne by Prime Brokerage has been approved by GFRM (market and credit risk) in the 
First Renaissance Transaction. 

Generally speaking, the Trading Strategy will be monitored using the traditional risk parameters 
approved for the Prime Brokerage grcaip^ (simitar but slightly more restrictive). Although the 
technical equity in the PB Account would be [$1,300]m, collateral for risk monitoring purposes vsnli be 
limited to the [$130m] provided by the Fund as premium. As a result, ail numbers related to risk 
analysis will assume only [$130m] of collateral. With that in mind. Prime Brokerage’s risk to the 
Trading Strategy will be managed in the following ways; 

• Pe-ieveraQing: Suppose that the {$130m] of collateral (determined as discussed above) 
supports $1.300m of long and $1,300m of short positions (i.e., twenty times gross multiple, 
split evenly between long and short positions) in the Trading Strategy. If the Trading 
Strategy loses $10m, only ($120m] of collateral would remain. Since [$120m] would only 
support S1.200m of long/short positions, the Trading Manager would be forced to liquidate 
enough of its positions to meet those parameters. (This is because the only structural way 
to obtain more collateral would be through increasing the Call Premium and this 
significantly weakens the Fund’s tax analysis). Although more labour intensive, the 
deleveraging process should manage risk as effectively as requesting more collateral. 

• Removal of Manager : The Trading Manager could be fired and the positions could be 
liquidated immediately for cause and at any point with a notice given within a specifically 
agreed upon period of time. 


^ Prime Brokerage clears trades for nedge funds and provides leverage with respect to trading levels, based upon i) collateral received 
from the hedge fund, ii) ongoing risk analysis of Uxe ^rategies employed, and Hi) the market enviror^ment. As losses reduce coHateral on 
hand. Prime Brokerage manages ri^ of loss in two ways; i) it can request irwreased ccriiaterai to rationalize the same trading level, or ii) It 
can force a reduction of positions to conform the trading ievei to an acceptable risk profile. 
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The Trading Strategy will allow the Trading Manager to execute trades witti other broker-dealers that 
are cleared with Prime Brokerage. That ability to “trade away” would be controlled to ensure that the 
Trading Manager does not exceed certain invesftnent guidelines during the course of any day. All 
trades will be reported to Prime Brokerage at ttie erKi of the day, and if limits are exceeded Prime 
Brokerage would have the right, at ite diso-etion, to reject the trades toat exceed the limits and 
transfer the trades into a Prime Brokerage Account held by the Trading Manager (i.e., trades wili be 
for Trading Managers account). In addition, tile executing brokers tiiat could be used by the Trading 
Manager will be limited and pre-approved before trading. The ability to reject trades exceeding 
investment guidelines and limited executing brokers will be used to control the execution risk for the 
structure. 

8. NPSO APPROVAL 

Since no new issues arise in this transaction, we believe a notification to the NPSO committees (as 
opposed to a new approval) is appropriate 

10. APPENDICES 

None. 
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BADGER HOLDINGS L.P. 

LIMITED PARTNERSHIP AGREEMENT 

August 17, 2004 
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BADGER HOI.DINGS L.P. 

LIMFIED PARTNEI^mP AGREEMENT 

This Limited Partnership Agreement is made effective as of the !7th day of 
August, 2004 by and among tiie person whose name is subscribed at the end hereof as general 
pai tner and those persons whose names are subscribed at die end hereof as limited partners. 


ARTICLE I, 


DEFINITIONS 

For purposes of this Agreement: 

"Act" means the Delaware Revised Uniform Limited Partnership Act, as in effect 
on the date hereof, and as amended from time to time, or any successor law. 

"Agreement" means this Limited Partnership Agreement, as amended from time 

to time. 


"Capital Account" means with respect to each Partner the capital account 
established and maintained on behalf of such Partner as described in Section 3.3, 

"Certificate" means the certificate of limited partnership referred to in Section 

2 . 1 . 


"Code" means the Internal Revenue Code of 1986, as amended and as hereafter 
amended, or any successor law. 

“Fiscal Period" means the period which starts on August 17, 2004 and thereafter 
each period which starts on the day immediately following the last day of the preceding Fiscal 
Period, and which ends on the first to occur of (a) the Ia.st day of any fiscal quarter, or (b) any 
other date as of which any withdrawal or distribution of capital i.s made by or to any Partners or 
as of which a contribution to capital is accepted by the Partnership from any new or existing 
Partner, other than any withdrawal, distribution or contribution which does not result in any 
change of any Partner's Partnership Percentage. 

"Fiscal Year" means each period commencing on January 1 of each year and 
ending on December 31 of each year (or on the date of a final distribution pursuant to Section 
6.1(a)(iii)), unless the General Partner shall elect another fiscal year for the Partnership which is 
a permissible tax year under the Code. 
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"General Parhier" mesins Renaissance Technologies Corp., a corporation 
organized under the laws of the Slate of Delaware, or any successor to the business of the 
General Partner. 

"Limited Partner” mean.s e^h of Medallion Fund L.P., Medallion Associates 
L.P., Medallion International Ltd., Medallion USA L.P., Medallion Capital Investments Ltd. and 
Medallion RMP Fund L.P., and any other person executing this Agreement as a Limited Partner 
until the entire limited partnership interest of any such person has been withdrawn pursuant to 
Section 5.5 or a substiuite Limited Partner or Partners are admitted with respect to such person's 
entire limited partnership interest. 

"}^et Assets” means the total value, as determined by the General Partner in 
accordance with Section 7.2, of all assets of the Partnership (including any net unrealized 
appreciation or depreciation of securities held dimrtiy by the Partnership and accrued interest 
and dividends receivable net of withholding taxes), less an amount equal to all accrued debts, 
liabilities and obligations of the Partnership (including any reserves for contingencies established 
by the General Partner. 

"Net Loss” means the excess of the Net Assets on the first day of a Fiscal Period 
over the Net Assets on the last day of the same Fiscal Period, after excluding in each case the 
effects of additional capital contributions, withdrawals or distributions during the period. 

"’Net Profit” means the excess of the Net Assets on the last day of a Fiscal Period 
over the Net Assets on the first day of the same Fiscal Period, after excluding in each case the 
effects of additional capital contributions, withdrawals or distributions during the period. 

"Partner” means the General Partner or any of the Limited Partners, except as 
otherwise expressly provided herein, and “Partners” means the General Partner and all of the 
Limited Partners. 

"Portnershij)” means the limited partnership governed by this Agreement. 

"Partnership Percentage” means a percentage establi.shed for each Partner on the 
Paitnership’s books as of the first day of each Fiscal Period. The Partnership Percentage of a 
Partner for a Fiscal Period shall be detennined by dividing the amount of the Partner’s Capital 
Account as of the beginning of the Fiscal Period (after adjustment for any contributions to the 
capital of the Partnership which are effective on .such date) by the sum of the Capital Accounts of 
all of the Partners a.s of the beginning of the Fiscal Period (after adjustment for any contributions 
to the capital of the Partnership which are effective on such date). The sum of the Partnership 
Percentages of all Partners for each Fiscal Period shall equal one hundred percent (100%). 
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ARTICLE n. 

ORGANIZATION 

2.1 Formation of Limited Partnership. 

(a) The Certificate of Limited Partnership was filed with the Secretary of 
Stale of Delaware and the Partnership formed under and pursuant to the Act on August 6, 2004. 

(b) The General Partner shall execute, acknowledge and file any amendments 
to the Certificate as may be required by the Act and any other instruments, documents and 
certificates which, in the opinion of the Partnership's legal counsel, may from time to time be 
required by the laws of the United States of America, the State of Delaware or any other 
jurisdiction in which the Paitncrship shall determine to do business, or any political subdivision 
or agency thereof, or which such legal counsel may deem necessary or appropriate to effectuate, 
implement and continue the valid and subsisting existence and business of the Partnership. Any 
required amendment to the Certificate .shall be filed by the General Partner promptly following 
the event requiring said amendment. All amendments may be signed either personally or by an 
attorney-in-fact. 

2.2 Name of Partnership. 

The name of the Partnership shall be Badger Holdings L.P. or such other name as 
the Genera] Partner may hereafter adopt upon causing an amendment to the Certificate to be filed 
with the Secretary of State of the State of Delaware. The Partnership shall have the exclusive 
ownership and right to u.se the Partnership name so long as the Partnership continues, despite the 
withdrawal, expulsion, resignation or removal of any Partner, but upon the Partnership's 
termination, the Partnership shall assign such name and the goodwill attached thereto to the 
General Partner. 

2.3 Registered Office and Agent. 

Tlw Partnership shall have its registered office at 1209 Orange Street, City of 
Wilmington, County of New Castle or at such other place as the General Partner may designate 
from lime to time, and its initial registered agent in Delaware shall be Corporation Trust 
Company. 

2.4 Objectives of Partnership. 

The objectives of the Partnership shall be to purchase, sell (including short sales), 
invest, trade and deal in securities and other financial instruments, including options or other 
derivative in.strumenls, and to engage in financial tnin.sactions relating thereto. 
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2.5 Actions by Partnership. 

The Partnership may execute, deliver and perform all contracts, agreements anci 
other undeilakings and engage in ail activities and transactions as may in Che opinion of the 
General Partner be necessary or advisable to carry out the foregoing objectives. 


ARTICLE III. 
CAPITAL 


3.1 Contributions to Capital. 


(a) The General Partner may permit any Partner, including any additional 
Partner admitted pumuant to Section 5.1, to make additional capital contributions. No other 
contribution to the capital of the Partnerehip may be made by any Partner unless such 
contribution .shai! have been approved in advance in writing by the General Partner. 

(b) Except as otherwise fwrmitled by the General Partner, ail contributions to 
the capital of the Partnership by any Partner shall be payable in cash or in such securities which 
the General Partner may agree to accept on behalf of the Partnership. 

3.2 Rights of Partners in Capital. 

(a) No Partner shall be entitled to interest on his contributions to the capital of 
the Partnership. 

(b) No Pajtncr .shall have the right to distributions or the return of any 
contribution to the capital of the Partnership except (i) upon withdrawal of such Partner pursuant 
to Section 5.5, (ii) upon the dissolution of the Partnership pui'suant to Section 6.1 or (iii) as 
provided in Section 3.6. The entitlement to any such return at such time shall be limited to the 
value of the Capital Account of the Partner. The General Partner .shall not be liable for the return 
of any .such amounts. 

3.3 Capital Accounts. 

(a) The Partnership shall maintain a separate Capital Account for each 

Partner. 

(b) Each Partner's Capital Account .shall have an initial balance equal to the 
amount of cash and the value of any securities constituting such Partner’s initial contribution to 
the capital of the Partnership. 


4 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00396302 



544 


(c) Each Partner's Capital Account shall be increased by the sum of (i) the 
amount of any additional contributions by such Partner to the capita! of the Partnership pursuant 
to Section 3.i, plus (ii) the portion of any Net Profit allocated to such Partner's Capital Account 
pursuant to Section 3.4. 

(d) Each Partner's Capital Account shall be reduced by the sum of (i) the 
amount of any withdrawals or distributions to such Partner puntuant to Sections 3.6, 5.5 or 6.1, 
plus (ii) the portion of any Net Loss allocated to such Partner's Capita! Account pursuant to 
Section 3.4. 

3.4 Allocation of Net Profit and Net Lass. 

As of the last day of each Rscal Period, any Net Profit or Net Loss for the Fiscal 
Period shall be allocated among and credited to or debited against the Capital Accounts of the 
Partners in proportion to their respective Partnership Percentages for the FivSeal Period. 


3.5 Allocations for Income Tax Purposes. 

In each Fiscal Year, items of income, deduction, gain, loss or credit that are 
recogni 2 ed for income tax purposes shall be allocated among the Partners, General and Limited, 
in such manner as to reflect equitably amounts credited to or debited against each Partner's 
Capital Account, whether in such Fiscal Year or in prior Fiscal Years. To this end, the Partner- 
ship shall establish and maintain records which shall show the extent to which the Capital 
Account of each Partnei- shall, as of the last day of each Fiscal Year, be comprised of amounts 
which have not been rcfiected in the taxable income of such Partner. To the extent deemed by 
the General Partner to be fea.sibie and equitable, taxable income and gains in each Fiscal Year 
shall be allocated among the Partners who have enjoyed the related credits, and items of 
deduction, lo.ss and credit in each Fiscal Year shall be allocated among the Partners who have 
borne the burden of the related debits. Taxable gain or loss realized from the sale of securities 
which were contributed in kind by a Partner (other than gain which was recognized by such 
contributing Partner upon such contribution punsuant to Section 721(b) of the Code) shall be 
allocated to the contributing Partner to the extent required under Section 704(c) of the Code and 
the regulations promulgated thereunder. 

3.6 Distributions. 

The General Partner may make distributions in its discretion. All distributions 
pursuant to this Section 3.6 shall be made to the Partners pro rata in proportion to their 
Partnership Percentages. 
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ARTICLE IV. 

MANAGEMENT 

4.1 Rights, Duties and Powers of the General Partner. 

(a) Subject to the terms and conditions of this Agreement, the General Partner 
shall have complete and exclusive responsibility for managing and administering the affairs of 
the Partnership, and shall have the power and authority to do all things necessary or proper to 
carry out its duties hereunder. 

(b) Without limiting the generality of the General Partner's duties and 
obligations hereunder, the General Partner shall have full power and authority: 

(i) to open, maintain and close bank accounts and custodial accounts 
for the Partnership and draw checks and other orders for the payment of money; 

(ii) to receive from Partners contributions to the capital of the 
Pannership; 

(iii) to pay all expenses relating to the organization of the Partnership. 

(iv) to engage such attorneys, accountants and other professional 
advisers and consultants as the General Partner may deem necessary or aclvi.sable 
for the affairs of the Partnership; 

(v) to maintain the books and records of the Partnership, and cau.se to 
be prepared an annual audited balance sheet and income statement and periodic 
unaudited financial statements; 

(vi) to disburse payments or distributions to Partners and to third 
parties to pay the expenses of the Purtnenship and as otherwise provided for in this 
Agreement; 

(vii) to commence or defend litigation that pertains to the Partnership or 
any Partnership assets; 

(viii) to cause the Partnership, if and to the extent the General Partner 
deems such insurance advisable, to purchase or bear the cost of any insurance 
covering the potential liabilitic.s of the Partnership, the General Partner and their 
partners, officers, employees and agents; 

(ix) in the normal course of the Partnership's business and for any 
Partnership purpose, including without limitation payment of the Partnership's 
operating expenses, to cause the Partnership to bon-ow money and make, issue, 
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accept, endorse and execute promissory notes, drafts, bills of exchange, 
guarantees and other iastruments and evidences of indebtedness, and secure the 
payment tliereof by mortga^, pledge or assignment of or security interest in ail or 
any part of the securities and other property then owned or thereafter acquired by 
the Partnership; and 

(x) subject to the other terms and provisions of this Agreement, to 
execute, deliver and perform such contracts, agreements and other undertakings, 
and to engage in all activities and transactions, as it may deem necessary or 
advisable for, or as may be incidental to, die conduct of the business contemplated 
by this Section 4. 1 , including, without in any manner limiting the generality of the 
foregoing, contracts, agreements, undertakings and transactions with any Partner 
or with any other pemon, firm or corporation having any business, financial or 
other relationship with any Partner or Partners. 

(c) The General Partner shall be the tax matters partner for purposes of 
Section 6231(a)(7) of the Code. Each Partner agrees not to treat, on Us personal U.S. federal 
income tax return or in any claim for a refund, any item of income, gain, loss, deduction or credit 
in a manner inconsistent, with the treatment of such item by the Partnership. The General Partner 
shall have the exclusive authority and discretion to make any elections required or permitted to 
be made by the Partnership under any provisions of the Code or any other revenue laws. 

4.2 Investment Management 

(a) The General Partner shall have complete and exclusive responsibility for 
all investment and investment management decisions to be undertaken on behalf of the 
Partnership and shall have the power and authority to do all things necessary or proper to carry 
out its duties hereunder. 


(b) Without limiting the generality of the General Partner’s duties and 
obligations hereunder, Che General Partner shall have full power and authority, at the expense of 
the Part nership: 


(i) to purchase, sell, exchange, lend, trade and otherwise deal in and 
with investments and other properly of the Partnership; 

(ii) to make all decisions relating to the manner, method and liming of 
investment and trading transactions, to select brokers for the execution, clearance 
and settlement of any transactions (including, subject to applicable federal 
securities laws, principal and agency cross transactions with one or more brokers) 
on such terms as the Genera] Partner considers appropriate, and to grant limited 
discretionary authorization to such persons with respect to price, time and other 
terms of investment and trading transactions; 
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(iii) to make aJl decisions relating to the investment of Partnership 
assets in otlier investment vehicle (including entities managed or advised by an 
affiliate of the General Partner) on such terms as the General Partner considers 
appropriate; 

(iv) to cause investments owned by the Partnership to be registered in 
the Partnership’s natne, in the name of a nominee or other fiduciary, or to be held 
in, street name in a Partnenihip account, as the General Partner, in its sole 
discretion, shall determine; 

(v) to trade on margin, to borrow from banks or other financial 
institutions, and to pledge Partnership assets as collateral therefor; 

(vi) to enter into repurchase agreements, reverse repurchase 
agreements, short sales, or other such arrangements with respect to Partnership 
asvsets; 


(vii) to open and maintain bank accounts and brokerage accounts on 
behalf of the Partnej^hip and to pay the customary fees and charges applicable to 
tranvSactions in all such accounts; 

(viii) to arrange for the custody of portfolio securities and other assets 
acquired or held on behalf of the Partnership, to direct custodians to deliver funds 
or Investments for the purpose of effecting transactions, and to instruct custodians 
to exercise or abstain from exercising any right or privilege attaching to assets; 
and 


(ix) to engage (directly or indirectly through investments in pooled 
investment vehicles) investment managers and other financial advisors and 
consuitantvS as the General Partner may deem necessary or advisable in connection 
with the investment activities of the Partnership and to compensate such persons 
for their services from the assets and/or profits of the Partnership. 


(c) In the course of selecting brokers for execution, clearance and settlement 
of transactions for the Partnership, the General Partner may agree to such commissions, fees and 
other charges on behalf of the Partnership as it shall deem reasonable in the circumstances, 
taking into account all such factors as it deems relevant and proper under the circumstances, 
including the value of any products or services (as described by the General Partner in written 
disclosures to Limited Partners from time to time, as the same may be modified from time to 
time) provided by the broker or paid for by the broker (either by direct or reimbursement 
payments or by commissions, or by mark-ups or credits, or by any other means), whether within 
or without the safe-harbor of Section 28(e) under the Securities Exchange Act of 1934; it being 
understood that, none of such products or services need to be for the benefit or exclusive benefit 
of the Partnership, the cost of the services of the broker (e.g., commissions) related to such 
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products or services need not represent the lowest cost available, the Broker shall be under no 
obligation to combine or arrange orders so as to obtain reduced charges, and that ail of the 
foregoing is subject to aiiy more limiting or exfwnsive written disclosures given to Limited 
Partners by the General l^artner from lime to time, as the same may be modified from time to 
time. 


4.3 Delegation of Duties 

(a) The General Partner may delegate to any person or persons any of the 
duties, powers and authority vested in it hereunder on such terms and conditions as it may 
consider appropriate. 

4.4 Rights of Limited Partners. 

Except as otherwise provided in this Agreement, the Limited Partners shall take 
no part in the management or control of the Partnership's business. Limited Partners shall have 
no right or authority to act for the Partnership or to vote on matters other than the matters set 
forth in this Agreement or as required by applicable law. Except as otherwise provided by law, 
the liability of each Limited Partner is limited to the amount of his capital contributions (plus any 
accretions in value thereto prior to withdrawal). 

4.5 Other Activities of Partners. 

(a) The General Partner .shall not be required to devote full time to the affairs 
of the Partnership, but shall devote such time as may be reasonably required therefor. 

(b) Each Partner agrees that any other Partner (and any partner, director, 
officer, shareholder, affiliate or employee of any Partner) may engage in or possess an interest in 
other business ventures or commercial dealings of every kind and description, independently or 
with others, including, but not limited to, management of other accounts, investment in, or 
financing, acquisition and disposition of, securities, investment and management counseling, 
brokerage services, serving as director, officer, adviser or agent of any other company, partner of 
any partnership, or trustee of any trust, or entering into any other commercial arrangements, 
whether or not any such activities may conflict with any interest of the parties with respect to the 
Partnership. The Partners expressly agree ihai neither the General Partner nor the Limited 
Partners shall have any rights in or to such activities, or any profits derived therefrom, as a result 
of this Agreement. Without in any way limiting the foregoing, each Partner hereby 
acknowledges that: (i) neither the General Partner, any Limited Partners, nor their respective 
partners, directors, officers, shareholders, affiliates or employees shall have any obligation or 
responsibility to di.sciose or refer any of the inve.snnent or other opportunities obtained through 
activities contemplated by this Section 4.5(b) to the General Partner or the Limited Partners, hut 
may refer the same to any other party or keep such opportunities for their own benefit; and (ii) 
the General Partner, the Limited Partners and their re.speclive partners, directors, officers, 
shareholders, affiliates and employee.s are hereby authorized to engage in activities contemplated 
by this Section 4.-^(h) with, or to purchase, sell or otherwise deal or invest in securities issued by, 
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companies in which the Partnership might from time to time invest or be able to invest or 
otherwise have any interest in, without the consent or ^^>proval of the Partnership or any other 
Partner. 


(c) The parties hereto hereby waive, and covenant not to .sue on the basis of, 
any law (statutory, common law or otherwise) respecting the rights and obligations of the 
Partners inter se which is or may be inconsistent with this Section 4.5. 

4,6 Duty of Care; Incicmniiication. 


(a) Neither the General Fanner nor its officers, directors, employees, shareholders, or 
affiliates shall be liable, responsible or accountable in damages or otherwise to the Partnership or 
any of its Partners, successors, assignees or transferees for any loss or damage occasioned by any 
acts or omissions in the performance of its services under this Agreement, unless such loss or 
damage is due to the gross negligence, fraud, recklessness or willful mi.sconduct of the General 
Partner or its respective officers, directors, employees, shareholders, or affiliates. Moreover, 
neither the General Partner, nor its officers, directors, employees, shareholders, or affiliates, shall 
have any liability to the Partnership or any of its Partners, successors, assignees or transferees for 
any losses or damages suffered due to the action or inaction of any agent retained by the 
Partnership, whether through negligence, dishonesty or otherwise, provided that the agent was 
selected by the General Partner without gros.s negligence, fraud, recklessness or willful 
misconduct or as otherwise required by law. The General Partner may consult with counsel and 
accountants in respect of the Partnership’s affairs and be fully protected and justified in any 
action or inaction which is taken in accordance with the advice or opinion of such persons, 
provided that they were selected with reasonable care. 

(b) The General Partner (which shall include for this purpose each director, officer, 
employee or agent of, or any person who controls, the General Partner, and their executors, heirs, 
assigns, successors or otiier legal representatives) shall be indemnified to the full extent pcnniited 
by law by the Partnership (but not the Partners individually) against any cost, expense (including 
aitomey.s’ fees), judgment or liability reasonably incuired by or imposed upon it in connection with 
any action, suit or proceeding (including any proceeding before any administrative or legislative 
body or agency) to which it may be made a party or otherwise be involved or with which it shall be 
threatened by reason of being or having been the General Partner; provided, however, that the 
General Partner shall not be so indemnified to the extent such cost, expense, judgment or liability 
shall have been finally determined in a decision on the merits in any such action, suit or proceeding 
to have been incurred or .suffered by the General Partner by reason of willful misfeasance, bad faith, 
gross negligence, or reckless disregard of the duties involved in the conduct of the General Partner's 
office. The right to indemnification granted by tins Section 4.6 shall be in addition to any rights to 
which the General Partner may otherwise be entitled and shall inure to the benefit of the successors 
or assigns of such General Partner. The Partnership shall pay the expenses incurred by the General 
Partner in defending a civil or criminal action, suit or proceeding in advance of the final disposition 
of such action, suit or proceeding, upon receipt of an undertaking by the General Partner to repay 
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such payment if there shall be an adjudication or determination that it is not entitled to 
indemnification as provided herein. The General Partner may not satisfy any right of indemnity or 
reimbursement granted in this Section 4.6 or to which it may be otheivvise entitled except out of the 
assets of the Partnership, and no Partner shall be personally liable with respect to any such claim for 
indemnity or reimbursement. The General Partner may obtain appropriate insurance on behalf of 
the Partnership to secure the Partnemhip's obligations her^nder. 

(c) All rights to indemnification permitted in this Agreement and payment of associated 
expenses shall not be affected by the termination and dissolution of the Partnership or the removal, 
withdrawal, insolvency, bankruptcy, termint^wi, or dissolution of the General Partner or Limited 
Partners. 


ARTICLE V. 

ADMISSIONS, TRANSFERS AND WITHDRAWALS 

5.1 Admission of Limited Partners. 

The General Partner may admit additional Limited Partners at any time, in which 
event the required capital contribution of any such additional Limited Partner shall be 
determined by the General Partner, subject to Section 3.1(b). 

5.2 Admission of Additional General Partner. 

The Genera! Partner may admit one or more additional general partners, who may 
be natural pemons, partnerships or companies, to the Partnership only if such action is approved 
by the affirmative vole of all Limited Partners. 

5.3 Transfer of Interests of Limited Partners. 

No transfer or assignment of, or pledge of or grant of a security interest in, any 
Limited Pmlner's interest in the Partnership, whether voluntary or involuntary, shall be valid or 
effective, and no transferee shall become a .substituted Limited Partner, unless the prior written 
consent of the General Paitner has been obtained, which consent may be granted or refused in its 
sole discretion. Until approved by the General Partner, any successor to the interest of a Limited 
Partner shall be entitled to the allocations and distributions attributable to such interest and to 
withdraw such interest as provided in Section 5.5 but shall not have any of the other rights of a 
Limited Partner. 

5.4 Transfer of Interest of General Partner. 

The General Partner may not transfer its interest as General Partner in the 
Partnership other than with the approval of all of the Limited Partners. 
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5.5 Withdrawal of Interests of Partners. 

(a) I'he interest of a Partner in the Partnership may not be withdrawn from the 
Paitncrship prior to its dissolution except (i) in whole or in part effective as of the end of any 
Fiscal Year upon at least ninety (90) days written noti<^ to the General Partner or (ii) with the 
prior written consent of the General Partner. 

(b) The General Partner may at any time require any Partner to withdraw from 
the Partnership in whole or in part. 

(c) A withdrawing Piutner shall be entitled to receive the balance of such 
Partner's Capital Account as of the date of withdrawal, which shall be paid to (he withdrawing 
Partner, at the election of the General Ptutner, either (i) without interest within ninety (90) days 
after the effective date of withdrawal, or (ii) with interest at the London Interbank Offered Rate 
for thirty (30) day deposits of $ 1 .000,000 as quoted in The Wall Street Journal from the effective 
date of the withdrawal until paid, in equal annua! installments over a period of not more than 
three (3) years from the date of withdrawal A withdrawn Partner .shall not share in the income, 
gains and losses of the Partnership or have any other rights as a Partner after the effective date of 
the withdrawal except as provided in this Section 5.5(c). 


ARTICLE VI. 

LIQUIDATION 

6.1 Liquidation of Partnership A.ssets. 

(a) Upon dissolution of the Partnership, the General Partner shall promptly 
liquidate the business and administrative affairs of the Partnership, except that if the General 
Partner i.s unable to perform this function, a liquidator elected by Limited Partners whose 
Partnership Percentages represent more than fifty percent (50%) of the aggregate Partnership 
Percentages of all Limited Partners shall liquidate the business and administrative affairs of the 
Partnership. Net Profit and Net Loss during the Fiscal Periods which include the period of 
liquidation shall be allocated pursuant to Article III. The proceeds from liquidation shall be 
divided in the following manner; 

(i) the debts, liabilities and obligations of the Partnership, other than 
debts to Partners, and the expense.s of liquidation (including legal and accounting 
expenses incurred in connection therewith), up to and including the date that 
distribution of the Partnership’s assets to the Partners has been completed, shall 
first be paid; 

(ii) such debts as are owing to the Partners shall next be paid; and 
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(iii) the Parinen? shall next be paid amounts pro rata in accordance 
with, and up to the positive balances of their respective Capital Accounts, as 
adjusted pursuant to Article III to reflect allocations for the Fiscal Period ending 
on the date of the distributions under this Section 6. l{a){iii). 

(b) Anything in this Section 6.1 to the contrary notwithstanding, the Genera! 
Partner or liquidator may distribute ratably in-kind rather than in cash, upon dissolution, any 
assets of the Partnership; provided, however, that if any in-kind distribution is to be made, (i) the 
assets distributed in kind shall be valued by the General Partner in good faith as of the actual date 
of their distribution, and charged as so valued and distributed against amounts to be paid under 
Section 6.1(a) above, and (ii) any gain or loss (as comfailcd for book puipose,s) attributable to 
property distributed in-kind shall be included in the Nrt Profit or Net Loss for the Fiscal Period 
ending on the date of such distribution. 


ARTICLE VII. 

ACCOUNTING AND VALUATIONS; 
BOOKS AND RECORDS 


7.1 Accounting and Reports. 

(a) The Partnership may adopt for tax accounting purposes any accounting 
method which the General Partner shall decide in its sole discretion is in the best interests of the 
Partnerahip and which is permissible for U.S. federal income tax purposes. 

(b) As soon as practicable after the end of each taxable year, the General 
Partner shall furnish to each Limited Partner such information as may be required to enable each 
Limited Partner properly to report for federal and slate income tax purposes hi.s distributive share, 
of each Partnership item of income, gain, loss, deduction or credit for such year. 

7.2 Determinations by General Partner. 

(a) All matters concerning the determination and allocation among the 
Partners of the amounts to be determined and allocated pursuant to Section 3.4 hereof, and the 
items of income, gain, deduction, loss and credit to be determined and allocated pursuant to 
Section 3.5 hereof, including any taxes thereon and accounting procedures applicable thereto, 
.shall be determined by the General Partner unless speciftcally and expressly otherwise provided 
for by the provisions of this Agreement, and such determinations and allocations shall be final 
and binding on ail the Partners. 

(b) The General Partner may make such adjustments to the computation of 
Net Profit or Net Loss, or any component items comprising either of the foregoing, as it 
considers appropriate to reflect fairly and accurately the financial results of the Partnership and 
the intended allocation thereof among the Partners. 
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7.3 Books and Records. 

The General Partner shall k^p books and records pertaining to the Partnership's 
affairs showing all of its assets and liabilities, receipts and disbursements, realized income, gains 
and losses. Partners' Capital Accounts and all transactions entered into by the Partnership. Such 
books and records of tlie Partnership shall be kejrt at its principal office, and all Partners and their 
representatives shall at all reasonable times have free awjess thereto for the purpose of inspecting 
or copying the same. 


ARTICLE VIII. 

GENERAI. PROVISIONS 

8.1 Amendment of Partnership Agreement. 

(a) This Agreement may be amended, in whole or in part, only with the 
written consent of (i) the General Partner and (ii) all of the Limited Partners. 

8.2 Notices. 

Notices which may or tire required to be given under this Agreement by any party 
to another shall be given by hand delivery or by registered or certified mail, return receipt 
requested, and shall be addressed to the respective parties hereto at their addresses as set forth on 
Exhibit A hereto or to such other addresses as may be designated by any party hereto by notice 
addressed to the General Partner in the case of notice given by any limited Partner, and to each 
of the Limited Partners in the case of notice given by the General Partner. Notices shall be 
deemed to have been given when delivered by hand or on the date indicated as the date of receipt 
on the return receipt. 

8.3 Agreement Binding Upon Succe.ssors and Assigns. 

This Agreement shall be binding upon and inure to the benefit of the parlies 
hereto and their respective successors, but the rights and obligations of the General Partner 
hereunder shall not be. assignable, transferable or delegable except as provided in Sections 5.2 
and 5.4. and any attempted assignment, transfer or delegation thereof which is not made pursuant 
to the terms of Section 5.2 or Section 5.4 shall be void. 

8.4 Governing Law, 

This Agreement, and the rights of the Partners hereunder, shall be governed by 
and construed in accordance with the laws of the State of Delaware, without regard to the 
conflict of laws mie thereof. The parties hereby consent to exclu.sive jurisdiction and venue for 
any action ari.sing out of this Agreement in the Chancery Court of the State of Delaware for Kent 
County or the Federal District Court for the Di.strici of Delaware. Each Partner consents to 
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service of process in any action arising out of this Agreement by the mailing thereof by 
registered or certified mail, return receipt requested, to such Partner's address set forth in (he 
Schedule of Partners. In any action to wiforcc any provision of this Agreement, the prevailing 
party shall be entitled to recover all expenses, including reasonable attorneys fees, incurred in 
connection therewith. 

8.5 Not for Benefit of Creditors. 

The provisions of this Agreement are intended only for the regulation of relations 
among Partners and between Partners and former or prospective Partners and the Partnership. 
This Agreement is not intended for the benefit of non-Partner creditors and no rights are granted 
to non-Partner creditors under this Agreement. 

8.6 Consents. 

Any and all con.sents, agreements or approvals provided for or permitted by this 
Agreement shall be in writing and a signed copy thereof shall be filed and kept with the books of 
the Paitnei^hip. 

8.7 Miscellaneous. 

(a) The captions and titles preceding the text of each Section hereof shall be 
disregarded in the construction of this Agreement. 

(b) This Agreement may be executed in counterparts, each of which shall be 
deemed to be an original hereof. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of 
the day and year first above written. 


GENERAL PARimR : 

RENAISSANCE TECHNOLOGIES CORP. 
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LIMI TED PARTNERS: 


MEDALLION FUND L.P. 

By: Renaissance Technologies Corp. 
its General Partner/' . 

/JM/ 

By: /‘‘ if' ’ 


Iv/ark Silber, Vice President 


MEDALLION ASSOCIATES L.P. 
By; Renaissance Technologies Corp. 
its General Ptwn^r.', 

D f 
By;. 


Mark Silber, Vice President 


MEDALLION USA L.P. 

By; Renaissance Technologies Corp. 
its General / 

By: 


Mark Silber, Vice President 


MEDALLION RAdP FUND L.P. 

By; Renaissance Technologie.s Corp. 



Mark Silber, Vice President 


MEDALLION ,<JgERNATIONAL LTD. 

By:_ 


/Mil 


Mfirk silber. Director 


! 


MEDALH^lf .OrKpiTAL INVESTMENTS, LTD. 

By:..±__! 

Mark Silber, Director 
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Page 

EXHIBIT A 

Address^? of Partners for Notices 
Partner Address 

Medallion Fund L.P. c/o Renaissance Technologies Corp. 

800 Third Avenue 

New York. New York 10022 

Medallion Associates L.P. c/o Renaissance Technoio^es Corp. 

800 Third Avenue 

New York. New York 10022 


Medallion USA L.P. c/o Renaissance T^rluiologies Corp. 

8(X) Third Avenue 

New York, New York 10022 

Medallion RMP Fund L.P. do RenaisStUice Technologies Corp. 

800 Third Avenue 

New York. New York 10022 

Medallion Interjiationai Ltd. c/o MQ Services Ltd. 

Chancery Hall, 52 Reid Street 
Hamilton HM12, Bermuda 

Medallion Capital c/o MQ Service.s Ltd. 

Investments Ltd. Chancery Hall, 52 Reid Street 

Hamilton HM12, Bermuda 


17 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00396315 



557 


Memo Barclays Capital 

To SCM Approvals Committee 


From Jonathan Zenios 

Date 3 September 2004 

Subject Approvals paper -» COLT V: Renaissance Restructuring 

1 ' SUMMARY 

Structured Capital Markets (“SCM-) Is seeking approval for a restructuring of an existing Project 
COLT transaction with a fiind maiiaged by Renaissance Technologies Corp. The new transaction (the 
'Fifth Renaissance Transaction’) will Involve ttie purchaser of existing COLT options (Bass Equities 
Limited CBass")) exercising all such options and a newly formed US partnership (Badger Holdings 
L.P. (“Fund")) purchasing substantially similar options on the same day. 

Since Fund wil be a United Slates partnership for US tax purposes, BBPLC-NY Brandi should not be 
required to withhold US withholding tax on any paymente to Fund, regardless of their characterizaHon 
for tax purposes. This change will allow removal on the restrictions of Palomino receiving dividends 
on US equities. This additional activity will generate a larger trading balance in Palomino and 
incremental revenue for the Collateralised Finance Group (“CFG"). 

This Fiftii R^ialssance Transaction uses existing infrastructure from the previous transactions, and it 
will involve writing options that are almost Identical to foe options written in the Second, Third and 
Fourfo Renaissance Transactions (foe only difference is foe place of formation of the option 
purchasing entity) Further, foe size of foe trading positions is expected to increase by at least $1.5 
billion - in aggregate the transaction wiR have on average around 9,000 to 12,000 trades per day, 
approximately $5 billion long and $5 billion short, and approximately 4,500 names in the portfolio. 


#EARCtAYS 

CAPITAL 


Economic Benefit 

The Fourth Renaissance transaction generated $9.5 million of fee income for SCM. SCM will 
only a nominal additional fee for this restructuring transaction since this transaction (I) follows only 
three months after foe Fourth Renaissance ttansaction. (ii) does not use any SCM attributes and (ill) 
Involves no restructuring for Barclays. 


However, Collateralized Finance Group (‘CFG’) will recognize even greater benefits created 
Pn^ect COLT transactions - profits wilt increase by $13J million to approximately $[271m p.a.. whi^l 
the group’s largest profit source by a fector of two and will be placed at risk if we do not execute foe 
Fifth Renaissance Transaction. CFG’s large returns arise from this transaction for foe following 


reasons ~ . 

• The Fund spreads its very, large balances among 3 main prime brokers - two, including us, 
foat have a COLT-type structure, and one that is an historic relationship of foe Fund - 

o Due to COLT, CFG will be able to increase access to a larger piece of the Fund's US 
activity (of which it previously tiad none), and 
o Due to COLT. CFG has received an even larger piece of the non-US activity (of 
which it had about USD 6m In foe past and would have lost if not for foe firet COLT 


execution): 

• To maximize benefits from the COLT transaction, transactions must be kept running for at 
least 12 months, which contributes to a stable gross position size and consequently a stable 
revenue stream that is driven largely by foe size of those positions; and 

• Consistently good service horn Barclays (CFG on day-to-day business and from SCM from 
strurtturlng and execution of new transactions) has led to winning new execution business for 
different parts of foe COLT portfolio (business that Initially was only cleared by CFG, but is 
now executed and cleared by CFG). 
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The key financial data Is set out below 


Proposed product limit 

n/a 

' ESfrhated revenue 

$(3]m per annum for CFG for 3 years 

Tax capacity 

None 


m 

WRAs 

No' new WRAs (CFG has existing utilised WRAs 


a!1(M;:ation toat will be utilised by this transaction) 

Return on WRAs 

N/a 


fiffHMim- itmomnmr ljhich is not r^tem^ 




This Approvals paper contains a description of all significant tax. aedit, maH<et and operational risks. 


2. DETAILED TRANSACTION DESRCIPTION 



2,1 Day 1 Flows 

Identical to the preirious transactions, ttie NY branch of BB PLC wilt v^e American-style call 
options to the Fund with respect to the value of the PB Aci^unt (coiiectivety, toe ‘Call Option'), 
for which the Fund will pay a premium (‘Calt Premiunn') of $[S00.1]m comprising: 

• $[500]m representing the collateral for the Trading Strategy; 

* $(100,000] representing SCM strecturing fee. 

The Cali Option vriit have a term of 3 years- and will be cash settled; The notional of the Call' 
Option will be'${5,000]m and the strike price wii be $(4,500]m, plus an appropriate charge for 
leverage ('Call Strike’). 

Simultoneous with Its writing of the Call Option, BB PLC will enter into an explicit cal! option with 
Palomino toat will perfectly match BB PLC’s obHgations under the Call Option. 

Palomino Limited ('Palomino') has already borrowed $1,900m out of a possible line of $2,500m 
from BB PLC (UK) on an unsecured basis (out of CFG's existing line vwth BB PLC and witoln the 
treasury concession). CFG believes toat this existing line will be sufficient to fund the Fifth 
Renaissance Transaction, so no new tonding vrill be required. 
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2.2 Ongoing Flows 

No ongoing flows are anticipated among tfie Fuiul, BB PLC, and Palomino; Trading activity wii! 
continue to pocur in Palomino's existing pri me bg^erag e tradina a^pupts h eld. v^tli ;^tii,g.S^L. . 

brokerage ma^in account- Is- expected- to Increase as a result' ofthls resfrUcftircd .COLT 
transaction. 

The PB Atxtount will continue to be' managed by Renaissance Tedinologies Cogj. which Is the 
'Trading Manager' that has managed the PB Acrount since 30 September, 2002.. 

2.3 Unwind Flovtra 

\Aftien the pund exercises the Cal! Option, BB PLC’S option with Padomino \fii! automatically 
• become exercised Therefore, Palomino will pay BB PLC the settlement \ralue out of cash frcMn 
the- PB Account (whlch“ wii! be on hand as equity), and BB PLC wlll ln turn pay the same 
settlement value to toe Fund. 

3. ECONOMICS AND ECONOMIC DRIVERS 


3.1 Fund'Benefit” 


y4andMduaMhV^toj>of the Fund vwKijd obtain a post-^ benefit if the^CaltOptlon is exercised 
aftir 1.2 months, b^Use all tod gain on toe Call Option would be beatpd as a long-term gain for 
US'iax pii'r'i^es ahdw/ourd therefore be taxed at 15%, as opposed to 35%. 


3.2 BB PLC Benefit 


Collateralized Finance Group ('CFG') will recognize even greater benefits created by toe Project 
COLT transactions - profits wifi increase by a tortoer $[3j million to approximately $t271m p.a. 
whkto Is the group’s largest profit source by a fador of two and will be lost if we do not execute 
the Fifth Renaissance Transaction. 


4 TAX ANALYSIS 



Barclays 



■ Same-.a’naiys^’as previous COLT transac8dhs. Paiomlfie', is a'CRC, v^fcfi makes $50,0i!^:'fer 
this f jfto 'COl^T tra^nsactipn. All profits .from the transaction will 6e distributed to BB PLC under 
ah'^^gto'bfe distribution policy. 


4.1.2 US Tax 


Same analysis as previous transactions, vtoidi follows: 

Both BB PLC's NY branch and Palom'ino (d^eck-the*box election will be made to disregard as 
separate entityaiTd tl1erefOWtieafed'as~paifdfW'branch6f Bff PLC) are US taxpayers. 

SCM's profrt, in the event SCM earns a fee lrKX)me from the transaction, will be earned In the NY 
branch of BB PLC and therefore will be taxed in the US. We received an opinion from counsel 
(^n, Gump) that 


we 

have r^^ed.aiT opinion-ftofrTSHtoset-feoudert Brpthe that LPfi 

- . ' As in previous transactions, we wiii- 

obtsini a new opinion to cover tne nw opnons wrmen In this transaction (an opinion that Coudert 
Brotoers has agreed to write In toe context of this new transaction). 



CONRDENTiAL & PROPRIETARY 


BARCLAYS-PSi-004163 



560 


This 

conclusion is analysed and supported in the expanded tax opinion that Coudert Brothers has 
agreed to pro vide. Draft of diis new option has already been reviewed by Group.TaxIn NY. and— 
London. 

4.1.3 US Tax Shelter Olsclosure/Ust'KeepIng Rules 

Under fte final Tax Shelter RegulaUons, we should not be required to disdose or keep a list for 
fills Rfth Renaissance TransacUon. However, our current procedures are to maintein a list and 
determine at the time of an IRS request whettier we must submit such list - we vnll follow these 
proc^ures. 

4.2 Fund -US Tax 




5. TAX RISK 

Since this transaction involves the fax position of the Fund, as opposed to our own, the risk to 
Barclays Is confined to our reputation. 

6. ACCOUNTING 


The freaUnent will follow the previous transactions, which was provided by London Finance (1 
Pankhania) and was agr<^d by PWC. 

• Palomino wll continue to be consolidated with BB PLC and accounted for on trading book. 

• SCM Fee, If any. will be recognizable immediately. 

• The Call Option and the PB Account will be marked to market and should offset In the Income 
statement (Le., there Is no time value to tiie Call Option). 

• On the balance sheet, the mark-to-market value of the Cali Option and the Call Premium ^il 
be reported as "Amounts Arising from Off-Balance Sheet Derivatives', and the positions in 
Palomino will be reported as “Equity Securities’'. 

7. CREDIT AND MARKET RISK 

The FiWi Renaissance Transaction will use the risk monitoring process already In place as a resuit of 
the previous fransactions. 

Accordingly, Palomino will not have any credit risk w market risk in the transaction, due to the feet 
that its PB ^count Is hedged by the back-to-back Call Option and Prime Brokerage effectively has 
taken the downside risk. The risk borne by Prime Brokerage is akin to the risks taken in a normal 
collateralised Prime Brokerage relationship, where the risks generally are confined to catastrophic 
losses occurring over a short period of time. 
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Therefore, risks of COLT generally are reduced by the ri^ management techniques approved for use 
by Best’s and BCt’s Prime Brokerage graup vsriien fransasting with hedge funds. In addition to those 
techniques, specific inv^tment guidelines hsve been agreed vrith die Trading Manager, and 
adherence to those liwestment guidelines wriB continue to be monitored on a dally basis. Importantly, 
there- havebeen- no viofatlons-of those Investmerrt guktelines-during the pre\rious twenty- tiwr months- 
of this transaction, 

8. REGULATORY CAPITAL 

FSA approval was received to treat the positions on Palomino’s books in the following manner - 

. • Palomino may be treated as a trading book; and 

• Since Position Risk Requirements for Palomino will In all cases be nil, there is no need to 
calculate such on a daily basis; 

• The dooiment asserts that the existing Palomino fond is sufficient for ttie additional trade and 
hen<» ho additional fonding wit be required. Therefore, no additional treasury concession 
usage for funding. 

• V\foilst the opUons are back to back ttiere will be a Large Exposure (“LE") for BB pic solo equal 
to the mark to market of the bought option (to be marked against the undertyings of the fund) 

• At the consolidated level the assets are deemed on balance sheet and the LE will be 
calculated via PRMS. No offset Is available from toe sold call to the fund. 


9. PROVISION 


10. CLIENT ENGAGEMENT 

• Bruce Yablon (Relationship Manager) and Carla Porter (Counsel) have been engaged. Further Marie 
Silb^ (Tax Director) has overseen the doaimentaUon wc^ on this transaction. 

• SCM vwH confirm that the COLT transaction has been approved the Trading Manager and the Fund 
prior to actual execution of transaction documents. 


11. MATERIALITY OF DEAL WITH COUNTERPARTY 

• The Fund or its partners do not publicly publish their financial statements • as such information on tax 
rate and tax disclosures are not publicly available. 

■ in assessing toe materiality of COLT on the. Funds profit and loss account toe follov/ing should be 
considered: 

• The Fund Itself will not be subjed to US tax It vifill provide its partners with a partnership statement 
and toe partners would be subject to US tax based on the performance of the fund. See section - 
4.2 

■ US individual investors of the Fund would obtain a post-tax benefit if the Ca8 Option is exercised 
after 12 months, because all the gain cm the Call Option will be treated as a long-term gain for US 
tex purposes and would therefore be taxed at 15%, as opposed to 35%. See section 3.1. 



12. OTHER 

■ Since this transaction is identical to existing transactions, we propose that a notification to the US 
NPC is the appropriate approvals process for tols transaction (which Is the same approach utilized for 
toe Fourth Renaissance Transaction that was executed in June of 2004). 

» Barda^ dc»s .not provide any directors for any extwnal entity. No external person wilt be a Director 
of any Barclays entity involved In tols transaction. 
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INDEMNITY AGREEMENT 

DATED AS OF OCTOBER 1 . 2004 
AMONG 

BARCLAYS BANK PLC 

PALOMINO LIMITED 
BADGER HOLDINGS L.P. 
MEDALLION INTERNATIONAL LIMITED 
MEDALLION CAPITAL INVESTMENTS LTD. 
MEDALLION ASSOCIATES L-P. 
MEDALLION FUND L.P. 
MEDALLION USA L.P. 

AND 

MEDALLION RMP FUND L.P. 


NEWYORX43«05JvJ 


Permanent Subcommittee on Investigations 


EXHIBIT #43 
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INDEMNITY AGREEMENT 

THIS INDEMNITY AGREEMENT (fliis “Agreement’^ is entered into as of tl«! 
1st day of October, 2004, by and among BARCLAY^ BANK PLC, a corporation organized and 
existing lu^cr the lavw of the United Kingdom (“Barclays”). PALOMINO LIMITED, a 
company organized and existing undo' the laws of tite Cayman Islands (“Palomino”), BADGER 
HOLDINGS L.P., a limited partnership formed and cxistmg under the laws of Ae Stole of 
Deiaw^ (“Badger”), MEDALLION IN jfckNATIONAL LIMITED, a company organized and 
existing uncter the laws of Bennuda C'hstensational”), MHDALLION CAPITAL 
INVESTMENTS LTD,, a company organized and existing under the laws of Bennuda C'MCI”), 
MEDALLION ASSOCIATES LJ?.. a limited partnership formed and existing under the laws of 
the State of Delaware (“Associates”), MEDALLION FUND L.P., a limited partnership formed 
and existing imder the laws of the State of Delaware C'h^FL”), MEDALLION USA L-P^ a 
limited partnership formed and existing under the laws of the State of Delaware (“MUSA”), and 
MEDALLION FUND L J*.. a limited partnership formed and cxisiii^ under foe laws of the 

State of Delaware (“RMP”)- (Hcaeinafter, International, MCI, Associates, MFL, MUSA and 
RMP are referred to, collectively, as “Medallion".) 

WITNESSETH ; 

WHEREAS, Barclays and Badger have ratered, simultaneously with the 
execution of this Agreement, into certain option transactions (the “Options") by executing the 
confirmation letters attached hereto as Annex A (as may be amended by foe parties thereto fiorn 
time to time, the “Confinnations") and tire ISDA Master Agreement and Schedule attached 
hereto as Annex B (together, as may be amended by foe parlies thereto &om time to time, foe 
“ISDA A^eement”); 

WHEREAS, Palomino entered into certain prime brokerage agreements with 
Barclays Capital Securities Limited (“BCSL”) and with Barclays Capital Inc. (“BCrT. dated 
Ctoiober I, 2004, copies of which are attached hereto as Annex C (as may be amended by foe 
parties thereto from time to time, the “Prime Brokerage Agreements”), and into an investment 
management a gr eement with Renaissance Technologies Cotp., a copy of which is attached 
hereto as Annex D (as may be amended by the parties thereto flora time to time, the “Investment 
Management Agreement"); 

WHEREAS, Barclays and Badger may enter into additional option transactions m 
respect of foe Reference Accounts, as defined below, and designate one or more of such 
additional option transactions in accordance with Section 2.7 hereof to be governed by this 
Agreement (each such designated option transaction, a “New Option”), by executing in respect 
of each such New Option a confirmation letter governed by foe ISDA Agreement (each, as may 
be amended by the parties thereto from time to time, a “New Confirmation"); 

WHEREAS, all of the limited partnership interests in Badger are owned by 
Medallion; and 
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WHEREAS, Badger and MedalUoo have agreed to indemnify sod bold harmless 
Barclays and its Affiliates from and agi&ist Indemnified Amourds as provided in this 
Agr^mcnt; 

NOW, THEREFORE, in consideration of the premises, covenants and agreements 
contained herein, and for other good and vahiablc consideration, the receipt and sufficiency of 
v^hich are hereby acknowledged, the parties hereto, intending to be legally bound, hsreby agree 
as follows: 


ARTICLE I 
DEFINITIONS 

Section I.i Definitions . For purposes of tiiis Apeement, the following terms shall 
have the meanings specified or referred to in titis Section 1 .1 ; 

" Aftw-Tax Basis " has the foUo'wii^ meaning: if either party (the "Payor") is rKjuired 
untkr this Agreement to pay a specified amount on an After-Tax Basis to the other party (the 
"Payee"), the Payor must pay the ainoimt which, after subtraction of the net increase, if any, in 
the amount of Taxes required to be paid by the Payee as a result of tiie receipt or accrual of such 
payment (taking into account any deduction, credit or other Tax Benefit ailow^le to, or 
obtainable by the Payee (or any Affiliate thereof) as a result of any Tax paid or denied in 
respect of such payment, any Indemnified Amount paid or accrued or the events or 
circumstances giving rise to such payment), shall equal such specified amount 

“ Aszraement ” has the meaning set forth in the preface above. 

•‘ Applicable Rate ” means, for each aj^licablc day, the applicable Federal Funds Rale for 
such day plus SO l^is points. 

“ Article ” references in this Agreement arc to articles of this Agreement, unless otiicrwise 
indicated. 

“ Associates ” has the meaning set forth in the jwcfacc above, 

“ Barclays ” has the meaning set forth in the preface above. 

“ Qadger ” has the meaning set forth in the preface above. 

“BCI” and ‘* BCSL ” have the respective meanings set forth in the recitals above. 

“ Code ” means the United States Internal Revenue Code of 1986, as amended, and any 
successor law. 

“ Confirmation ” means each of tiie Confirmations and each New Confirmation. 

“ Confirmations ” has the meaning set forth in the recitals above. 

“Contest Notice ” has the meaning set forth in Section 2.2 below. 
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* *Deemed Tax Banefit” has the meanisg setforth in Section 3.1 below. 

“ Indemnified Amounts^ has the meaning set forth in Section 2. 1 below. 

“ Indemnified Penaldes” means, in respect of each Option, U.S. federal penalties, together 
with any interest thereon, Imposed under Code Sections 6651, 6662, 6721, 6722, 6723 or 
6724(c) and the Treasury Regulations thereunder (or any successor provisions of Ac Code or 
Treasury Regulatimis prescribing penalties relating to the Mlure to comply wiA information 
reporting requirements) in respect of a feilure by Barclays (or any Affiliate AerwO to comply 
wiA Ac information reportmg requirements under Code Secdons 1461, 6041, 6042, 6045 or 
6049 and tl^ Treasury R^ulations Aeteunder (or any successor provisions of the Code or 
Treasury Regulations prescribing roles relating to Information reporting) wiA respect to 
transactions in or Ac receipt or pa^nnent of income on the Desigmited Positions specified m Ae 
Confirmation corrcspondii^ to such Option, 'Much would not have been imposed or meurred but 
for, and directly result from, a detennination by the IRS m a Tax Pro«edmg th^ for U.S. federal 
mcome tax purposes Badger is treated as Ae owner of Ae Designated Positions specified m Ae 
Confirmation corresponding A such Option, throughout any portion of the term of such Option. 

“ Indemnitee” and “ Indemnitees ” have Ae respective meanings set forA m Section 2.1 

below. 


“ Indemnitor” and “ AdeirmitOTs ” have Ac respective meanings set forA m Section 2.1 

below. 


“ Atemal Revenue Service” or *‘ IRS” means Ae United States Internal Revenue Service 
or Ae United S Ates Department of tl^ Treasury, as Ae context requires. 

“ Atemationai” has Ae meanii^ set forth m Ae preface above. 

“ Avestmeru Management Agreement ” has the meanmg s« forth In Ae recitals above. 

“ ISDA Agreement ” has the meaning set forA A Ae recitals above. 

“Judicial AuAoritv *' means any court, governmental or regulatory atiAority, quasi^udicial 
or admimstraiive agency of any federal, state, local, or foreign jurisdiction, or arbitral 

“ MCF ’ has Ae meanmg set forA m Ae prcfece above, 

“ Medallion ” has Ae meamng set forth A Ac preface above. 

“ MFL ” has Ae meaning set forA A Ae preface above. 

“ MUSA ” has Ac meaning set forA A Ae prefece above. 

“ New Confirmation ” and “ New Opiicm ” have Ae respective meanings set forA A Ae 
recitals above. 

•“ Notice ” has Ae meanmg set foiA m Section 6.3 below. 
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“ "Operative Documents” has the meaiiisg set forth in Section 2,1 below. 

“ Option " means each of the Options ami cxii New Option. 

“C^tionjs ” has the meaning set forth in the tecitais above. 

“Palomino ” has the meaning set forth in tlw prc&cc above. 

“ Prime Brokerage Agreements” has the meaning set forth in the recitals above. 

“ RMP ” has the meaning set forth in the preface above. 

“Section " references in this Agreement are to sections of this Agreement, unless 
otherwise indiuitcd. 

“Im” or " Taxes” means all forms of taxation, whenever created or imposed, whefoer 
domestic or foreign, or vAether imposed by a Taxing Authority, and without limiting the 
generality of the foregoing includes any net income, gross income, gross receipts, profits, capital 
slock, fianebise, turnover, payroll, wifohotding, social security, utwmployment, employment, 
workers compensation, disability, property, ad valorem, stamp, excise, sewrance, occupation, 
premium, service, sales, u«, license, lease, transfer, recording, import, export, value added, 
customs, alternative or ^Id-on minimum, estimated, or other similar tax (including any fee, 
assessment, or other charge in the nature of or in lieu of any tax), withholdings, assessments, 
levies, impoas, duties or charges, of any nature whatsoever, imposed by any Taxing Authority, 
together with any interest, penalties, additions to tax, or addition^ amounts imposed by any su^ 
Taxing Authority. 

“Taxing Authority ” means, with respect to any Tax, the nation, locality, municipality, 
govenunent, state, federation, any govemrocntal, quasigovemmcntal or totematicmal taxing 
authority (which expression shall include any supranational federation or other similar 
o^anization), or any political subdivision thereof that imposes such Tax, and any agency (if any) 
or authority thereof or therein charged with the collection of such Tax for such entity or 
subdivision. 

“ Tax Benefit” means any refund of; credit against, or other (past, current or future) 
reduction in otherwise required Tax payments (including any reduction in estimated tax 
payments) and any interest in respKi of the foregoing. 

“ Tax Contest " has the meaning set forth in Section 2.3(a) below. 

“ Tax Law ” means the law of any governmental entity or political subdivision, including 
any Taxing Authority, relating to any Tax, as amended from lime to time, and any successor law. 

“ Tax Period ” means, with respect to any Tax, the period for which the Tax is reported as 
provided under the Code or other applicable Tax Law. 
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“ Tax Procecdimzs” mcaas any pfiding or tfas^ateiad airfit, review, examination, 
in^^pdoR, hearing, dispure, asse^mest, e^rg^ claim, di»rtaml, suit, sc^on, iit^adoo, or any 
other admimstradve or judicial proraedij^ by at c^ainst die IRS or any c^er Taating A^hority 
with tl» purpess or ej!cct of<fc^!rmlning wi«leterainmg Taxes or any IndemniSed Pei^tics or 
refunding any amount paid in respect of Taxes or smy IndkoniSed Penalties. 

“Tax Records^ ’ means Tax Retunjs* Tax Return workpapers, documentation relatmg to 
any Tax Proc(x:ciings, and any other bools d account or records required re be maintained under 
the Code, applicable Tax I^ws, or any i«ord letcatitm agt^ment widi any Taxmg Authority. 

“Tax Return ” means any report of Tax^ due, any ckims for refiiad of Taxes paid, siy 
infoiroation return reiatiag to Taxes, or any otha similar report, statement, declination, or 
document required to be ^ed under the Code or other Tax Law, Inciudii^ any attachments, 
exhibits, or other materials submitted with any of the foregoii^, and iacliufiRg any amwidmeats 
or supf^einents to any of the foregoing. 

Section U Constru<aiop . Capitalized terms used ia this Agreement without defimtion 
shall Imt^ die meanings ascribed to them in the CQn:^rTnatiQns (inciodir^ any dcKiument 
incorporated therein by reference). 


ARTICLE n 
INDEMNIFICATION 

Section 2.1 Tax Indeninitv . Except as otfaerwse |XOvided in this A^eement, Badpr 
and Medallion (each an “Indemnitor” and collectively the “Indemnitors”), jointly and severely, 
agree to indemnify and bold harmless Barclays and any AfSliate hereof (each an “Indcmnatcc” 
aud collectively the “Indemnitees”) frcaa and against any and all (i) lodemniScd Penalties, and 
<ii) reasonable out-of-pocket cost of the Indemnitees (including reasonable attomeys’ fees for 
one separate law tinn) inctured for purposes of convicting tiie defense by the Ir^eecmitees of my 
Tax Proceedii^ which may give rise to a claim for indemnification against the Indemnitors md« 
subsectiem 2.1(i) above (hcreafesr referred to coUectivcIy as “bidemnified Amounts”!, provided, 
however, that tiie foregoing indemnity shall not extend to any Indemnified Amounts to the extimt 
Tesuitiog from or arising out of, or whidi would not have occurred but for, one or more of fee 
followtag; (i) any rcfrescntation ca warranty by any of the Indemniiees (or any Affiliate thereof) 
under feis Agreement, any Confranalion, the ISDA Agreement, any other agreement or 
document relating to any Option (together, the “C^icrative Dociunents”) being incoireci in my 
respect, (ii) the failure by any of the Indemnitees (or any Affiliate thereof) to perform or obsfovc 
in any respev its obligations under, or any covrmant or condition in, any of the Operative 
Documents, or (iii) the willful misctxiduct or tlM gross negligence of any of the Indemnitees or 
any Affiliate thereof. 

Section 2.2 Notice . Ifanyofthe Indemniiees (or any Affiliate thereof) receives notice 
or has knowledge with respect to the commencement of any Tax Proceedings or any matter 
which may give rise to a claim for mdemnification against the Indemnitors ur^er this 
Agre«nent, the Indemnitees shall. If a claim is to be made against any Indemnitor unde: this 
Agreement, promptly (but in no event later tiian the earlier of (i) the tenth (lOtii) Businws Iky 
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immediately following the date on which a luxice of such Tax Proceeding is received by any of 
the indemnitees (or any Affiliate diereof^ and Oi) the fifth (5*) Business I^y immediately 
preceding die last date on which simh Tax Proceeding may be protested, defended against, 
appe^ed or otherwise contested) give nc^ice is writisg te the Indemnitors of the commenc^em 
of such Tax Proceeding, the receipt of such ntNice or of such matter, as jqiplicable (the “Contest 
Notice”)' The Contest Notice shall contain factual infonnation (to the extent known) describing 
any asserted In<temnified Penalties in reasonable detail (including the amount and due date of the 
indemnified Penalties involved) and shall be accompanied by copies of any notice and other 
documents r«:eived from any Taxing Authority, comls or other Judicial Authority in reject of 
any such Tax Proceeding or matter. 

Section 2.3 Proceedings, (a) If any Tax Proceeding t^ch may give rise to a claim 
for indemnification against the Indemnitors under tins Agreement (“Tax Contest”) is commenced 
against any Indemnitee, the Indemnitors will be entitled to participate in mih Tax Contest, and 
will have the right at any time to assume, and thereafter coitool and conduct, the exclusive 
defense of tiie Tax Contest (inciudii^ any administrative or judicial appeals) with counsel of 
their choice, and to defend, comiitfomise, or settle such Tax Contest The Indemnitees shall 
co<^>erate in. and supply the Indemnitors with such information, documents, returns and 
assistance reasonably requested by the htdcmnitois as necessary or ^visabie feu* the conduct of 
the defense of such Tax Contest (including any administrative or judicial aj^^eals) by any of the 
Indemnitors. If the Indemnitors assume tiw defense of a Tax Contest as provided in this S«:tion 
2.3 above, the Indemnitors shall consult with Barclays, in good faith, regarding material aspects 
of the defense of such Tax Contes. 

Unless and tmtil any of the IndemnhcMrs assumes the defmse of a Tax Contest as provided 
in this Section 2.3 above, the Indemnitees riiall, using their best eSbrts, defend against the Tax 
Contest 

Notwithstanding anything to the contrary herein, toe Indemnitors shall not, in connection 
with any proceeding or related proceeding in the same jurisdiction at the same time, be liable for 
the reasonable fees and expenses of more than one separate firm (in addition to any local 
counsel) for the Indemnitees, 

(b) Without limiting the other pitmsions of this Agreement, if requested by the 
Indemnitors in writing, each Indemnitee shall in good faith diligently contest throt^ appropriate 
administrative and judicial proceedings (including pursuing all administrative or judicial appeab) 
in toe name of such Indemrutee (or, tf requested by the Indemnitors and pennitted by ^pHcable 
law, permit each of the Indeouutors to contest in its name or in the name of such Indemnitee), the 
validity, applicability and amount of any Indemnified Penalties asserted in a Tax Contest by (as 
requested by the Indemnitors) (0 resisting {nyroent thereof (ii) not paying the same excq»t under 
priest, if protest be necessary or proper, or (iii) if payment is made, seeking a refund toereof in 
appropriate administrative and jutoctM proceedings, provided, however , that if such requested 
contest, as a prerequisite thereto, shall require the payment of such asserted Indcitmified 
Penalties, toe Indemnitors shall advance the amount of such asserted Indemnified Penalties to 
Barclays on an interest free basis (an “Advance”). Upon a final determination of a Tax Contest 
as to which an Advance has been made by any of the Indemniiors, such Advance shall be offset 
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gainst the full Indettmified Amount thea <htc to &e ludemnitees pursuent to Section 2.} hereto 
by reason of such Tax Contest, if any, and the remainder of such Advance, if any, shall be paid 
by Barclays to the relevant Indemnitor within 5 (fiw) Business Da)^ of such final determination. 

(c) In no event will any Indtanniiee (or any Affiliate thereof) (i) consent to the entry 
of any judgment or enter into any settlement or compromise with respect to a Tax Contest, or (ii) 
pay any Indemnified Penalties, without tiic prim written consent of the Indemnitors. 

(d) In any Tax Contest conducted any of the Indemnitors, the Indemnitors shall 
determine (after consultation in good faith with Barclays) the forum and manner in which such 
contest shall conducted. 

(c) In connection with any Tax Contest the defense of which was not assumed by the 
Indemnitors, the Indemnitees and their legal counsels shall from time to time pfovide the 
Indemnitors promptly (or upon request by the Indemniu^s) with cqpies of documents and odier 
mateiiais, and such Infonnation, as to enable the Indemnitors to be reasonably and adequatoly 
infonned witit respect to such proceeding, and shall ctmsult with the Indemnitors, at their request, 
witii respect to such proceeding. 

Section 2.4 Waiver . Ifany Indemnitee does not cont^ any Indemnified Penalties that 
it IS otherwise required to contest in accordance witit this Agreement, or settles, compromises or 
otherwise terminates any such contest witiiout the jxior written consent of the Indemnitors, any 
such action or omission shall constitute a waiver by the indemnitees of any right to any amount 
that might otherwise be payable by the Indemnitors pursuant to this Agreement. 

Section 2.5 Pavmenm of Indemnified Amounts . Any amount due and payable to tiw 
relevant Indemnitee pursuant to this Agreement shall be paid within fifteen (15) Business Days 
after receipt of a written demand therefor from die Indemnitee accompanied by a written 
statement describing in reasonable detail the basis for such indemnity and the computation of the 
amount so payable; provided, however, that such amount need not be paid by the Indemnitors 
prior to the 5““ (fifth) Business Day immediately preceding the date on which the applicable 
Indemnified Penalties or expense is payable by such Indemnitee to the ^propriate Taxing 
Authority or person. 

Section 2.6 Escrow . If Badger decides to completely liquidate, Badger shall transfer 
in escrow on the date it commences the process of such complete liquidation (the “Escrow 
Date'*), to an escrow agent and pursuant to an escrow agreement to be agreed upon by the parties 
in good faith, an amount equal to the amount of indemnified Penalties asserted in a Tax (Contest 
against any of the Indemnitees that are outstanding on the Escrow Date. Under such escrow 
agreement, upon the fin^ non-appealable resolution of any Tax Contest, the escrow agent 
will he required to (i) deliver to the relevant Indemnitee or Indemnitees an amount equal to the 
Indemnified Amounts relating to such resolved Tax Contest, and (ii) return to Badger (or its 
partners or any successor thereof) any difference between the amount deposited in escrow on 
account of such Tax Contest (inciudii^ any interest or other income thereon) and the amount 
delivered to the relevant Indemnitee or Indemnitees under subparagraph (i) above. 
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Section 2.7 New Potions . Ex^t fia- the Options, any additional option transaction 
entered into between Barelays and Badgwr in re^ct of the Refereiwe Accounts wiU be deemed a 
“New Option” and an “Option” and be »ib^ct to this Agreement, if, and only if, die parties 
hereto so agree by properly listing sudi additi<mal optkm on Appendix A hereto, acknowledging 
such listing by signature ttereunder and lUtaching a signed copy of the confirmation relating 
thereto (marked “Covered Option”) to such amended Appendix A. 

ARTICLE ffl 
TAX BENEFITS 

Section 3.1 Refunds and Credits . If any Indemnitee (or any Affiliate shall 

receive or realize any Tax Benefit in respect or 1^ reason of Indemnified Amounto (or would 
have received such a Tax Benefit but for a counterclaim or other claim not indemnified by the 
Indemnitors hereunder (a “Deemed Tax Benefit”)), such Indcmiutce shall pay to the lackmnitors 
within 5 (five) Business Days of such receipt or realization (or, in the case of a Deemed Tax 
Benefit, within 5 (five) Business Days of the resolution of such contest), an amount equal to the 
lesser of (i) the amount of such Tax Benefit or Deemed Tax Benefit, and (ii) the sum of the then 
present value (project^ based on the Applicable Rate) of the aggregate Indemnified Amounts 
and Advances paid by the Indemnitors to the Indemnitees prior to the payment date of the 
relevant amount. 

ARTICLE rV 

RETURNS AND REPORTS 

Section 4.1 Maintenance of Records . The Indemnitees shall fucserve and keep all Tax 
Records relalir^ to the Tax Periods which include the term of any Option. 

Section 42 Inspection . The Indemnitees shall make available to the Indemnitors for 
inspection and copying during normal business hours upon reasonable notice all Tax Records in 
their pc«session to the extent reasonably requested by the Indemnitors in connection with the 
preparation of Tex Returns, audits, litigation, or the resolution of items under this Agreement 
concerning any Option, provided, however, drat the Indemnitors shall not be required under this 
Agreement to make available for inspection and copying Tax Records unrelated to any Option. 

Section 4.3 Further Assurance . Each Indemnilee agrees to furnish and file from time 
to time to, upon the Indemnitors' reasonable written request and at their expense, such duly 
executed and properly completed forms, statements or certificates as may be necessary or 
appropriate in order to claim any available reduction of any Indemnified Penalties for wlucb the 
Indemnitors may be obligated under this Agreement. 

ARTICLE V 

REPRESENTATIONS AND WARRANTIES 

Section 5.1 Reporting Position . Each of the Indemnitors and the Indemnitees hereby 
represents and warrants that for accounting, regulatory. Tax and all other purposes, it (and its 
respective Affiliates) will treat and report each Option as a derivative financial instrument, and 
treat and report the Designated Positions specified in the Confinnation corresponding to each 

S 


NEWVORK 43630JIV3 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSi-632885 



571 


such Of^on and all other assete and positions djai may be included within the Reference 
Accounts as assets and positions of which Ban:!a>% or Palomino is the sole legal and beneficial 
owner and to which Palomino is lhe sole party, as the case may be, provided, however, that if any 
party hereto reasonably detenaines diat due to a CSiai^e in U.S. Tax Law, the Designated 
Positions in respect of any Cation and any other assets or positions included within tiic 
Reference Accounts are required to be treat«l and reported for U.S. federal income tax purposes 
as assets and positions of which Badger (or any Affiliate thereof) is the beneficial owner, the 
parties hereto shall consult with each other and agree, in good faith and with the objective of 
preserving, to the maximum extent possible, the objectives of Option and the tax and 
economic implications that would have resulted to each party had such a Change in U.S. Tax 
Law not (wcuired, regarding the ^ropriate treatment and reporting of such assets and positions. 

ARTICLE VI 
GENERAL PROVISIONS 

Section 6. 1 Groa Up . Any amounts required to be paid under tius Agreement by any 

party hereto shall paid on an After-Tax Basts. 

Section 6.2 Survival of Obligations . The rAligations, representations, and warranties 
set forth in this Agreement are unccmdltioDal and absolute and shall remain in effect without 
limitation as to time. 

Section 6.3 Notices . Any notice, request, demand, waiver, consent, ^proval or other 
communication (a “Notice”) which is required or permitted hereunder shall be in writii^ 
Notices may be delivered (i) by telecopier, electronic transmission or similar device and (it) 
simultaneously by Federal Express, DHL Courier, or other similar delivery service and shall be 
deemed given or made upon receipt thereof. AH notices are to be given or made to the parties at 
the following addresses {or to such other address as any party may designate by a Notice given in 
accoidance with the provisions of this subsection): 

If to any of the Indemnitees: 

Barclays Bank PLC, New Yorit Branch 

200 Prirk Avenue 

New Yorit, New York 10166 

Attention: John Stracquadanio 

Telephone: (212)412-2180 

Telecopier: (212)412-7463 

E-Mail; john.straquadaiuo@barcUyscapiial.coin 

If to any of the Indemnitors: 

do Renaissance Technologies Corp. 

800 Third Avenue 
New York, NY 10022 
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Atteaiion: Marfc SUber 

Telephone: (212)486-6780 
Telecopier: (212)758-7136 
B-mail; silber@rei^c.cam 

wi& copies to: 
bruce(^entec.com 
C3rla@rentec.coQi 
mikeo@rentec.com 

Section 6.4 Assignment Neither tMs Agreement laar any of tlw rights or obligations 
hereunder may be assigned by any party to tfiis Agreement without the prior written coi^ent of 
all of the other parties to this Agrwmcnt Subject to the foregoing, this Agreement shall be 
binding upon and inure to Ac benefit of the parties hereto and their reactive heirs, legal 
representatives, successors and permitted aligns and no ofiier person shaE have any ri^t, 
benefit or obligation hereunder. 

Section 6.5 Invalidity. In the event that any one or more of the provisions combed 
in fiiis Agrecmmit or in any other instrument referred to herein, shall, for ffliy reason, be l»ld to 
be invalid, illegal or unenforceable in any reflect, such invalidity, ille^lity or unenforceability 
shall not affect any oAer provision of this Agreement or any other such instrument; provided ttat 
if any provision of fliis Agreement, as aiqilied to any party ot to any circumstance, is adjudged 
not to be enforee^le in socotdmcx with its terms, die parties agree that the govenunental body, 
arbitrator, or mediator making such detcnninaiion will have the power to modify the |«uvisi<m in 
a manner consistent with its objectives such that h is enforceable, and/or to delete specific words 
or i^irases, and in its reduced form, such provision will then be enforceable and will be enforced. 
Any provision of this Agreement which is {nohibited or unenforceable in any jurisdiction shall, 
as to such jurisdiction, be ineffective to the extent of such prohibition or unenforceability without 
invalidating the remaining provisions hereof. Any such prohibition or uncnforceability in any 
jurisdiction riiall not invalidate or render unenforceable such provisiem in any other jurisdiction. 

Section 6.6 Amendments and Waivers . No supplement, modification or waiver of this 
Agreement shall be binding unless executed in writing by all of the parties to this Agreement. 
No waiver of any of the provisions of Ais Agreement shall be deemed or shall constitute a 
waiver of any other provision hereof (whether or not similar), nor shall such waiver constitute a 
continuing waiver unless otherwise expressly provided. 

Section 6.7 Choice of Law . This Agreement shall be construed and int e rpreted, and 
the rights of the parties determined, in accordance with the laws of the State of New York. 

Section 6.8 Consent to Jurisdiction . For all disputes arising out of this Agreement, foe 
parties hereto hereby consent and submit to non-exclusive personal jurisdiction of any United 
States District Court in the Southern District of New York and any New York state court of 
competent jurisdiction located anywhere in New York County in any suit, action or proceeding 
arising out of or relating to this Agreement The parties further agree that notwithstanding any 
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contrary provision of law, jaroccss wH be and effective if served in accordant* with 

the notice provisions set forth in Section 63 heseot 

Section 6.9 Attfcoritv . E&th of the |arties hereto represente that: (i) it has the 
authority to execute, deEver and perftmn flns A^emenl; execution, delivery, and 

performance of diis Agreement by it has been duly authorized by all n^essary ctHporate or odier 
actions; (iii) it has duly and vaEdly executed and delivered this Agreement; ami (iv) this 
Agreement is a legal, valid, and binding obli^oo, esferceable against it in accordance vrith its 
term subject to applicable bankruptoy, insolvoftcy, reorganization, moratcrium, or other similar 
laws affecting cr^tote’ rights gener^y and general equity principles. 

Section 6.10 Headings . Ti« headings ctmtained in this A^ement and in Om table of 
contents to this Agreement are for reference purposes (miy and shall not a^ect in any v/ty the 
meaning or interpretation of this Agreement. 

Section6.ll Effecti'w: Time . ITus Agreement shall become effertive at the effective 
time of the Options. 

Section 6.12 Counsel: fateroretation. Tim parties represent that CMjh has had adequate 
opportunity to consult with an anomey of its own choosing before etuering into this Agreement, 
and has been fully represmiled by an attomey of hs own cbooring throughout the negotiatimi arwl 
execution of this Agreement and die documents and insmunents to be executed and deEvered 
pmrsuant hereto. This Agreement and the documents and instruments to be executed and 
deEvered pumant hereto shall be mtcipreted fairly and impartially, without any prssumptiori 
against the party primarily responsible for the preparation and draffing of this Agreement (x the 
documents and instruments to be executed and delivered pursuant hereto. 

Section 6.13 No Waiver . No failure or delay by either party in exercising any right, 
power, or privilege hereunder shall operate as a waiver thereof nor shall any single or partial 
exercise thereof preclude any other or further exercise thereof or the exercise of any other ri^it, 
power, or privilege. 

Section 6.14 Ctunuiative Rights . The rights and remedies herein provided shall be 
cumulative and not exclusive of any rights or remedies provided by law. 

Section 6. IS Non-ContidentialitY . Except as otherwise hereinafter set forth, the parties 
hereto agree and acknowledge that the structure and tax aspects of each Option and ^ materials 
provided by either party with respect to such structure and lax aspects are, and have always been, 
non-cootidcntial, and are not the proprietaiy informalioD of either party. Each party and each 
AStliate thereof (and each employee, representative, or other agent of any of the foregoing) may 
disclose, and has always been entitled to disclose, to any and all persons, without limitation of 
any kind, the tax treatment and tax structure of each Option and all materials of any kind 
(including opinions or other tax analyses) that are provided to such party (or AffiEate) relating to 
such tax treatment and tax structure (provided, however, that the names and all other identifying 
information of all entities and persons have been properly erased ffom such materials prior to the 
disclosure thereof). Each party otherwise agrees iwt to disclose any proprietary, Qon>public 
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information regarding tibe other party CX^JofidcMial Infonnation”) it may have received in 
connection with any Option, inciwling, without iimitetion, that such par^ enmred into such 
Option with the otho- party, and agrees that It shall nt^ disclose or use the name of tite other 
party {or any Affiliate tiiereof) for mariceting m other purirases not directly relating to the 
implementation of any Option. Notwithstanding tije foregoing, either party may disclose any 
such Confidential hifanzmtion if required % law or any judicial, governmental or other 
regulatory body, provided it gives prior written notice of such required disclosure to the other 
party. Confidentiad Information of a party shall not include any information in the public domain 
or irfonnation obtained from ai^ third party not under a duty ikjI to disclose it 

Section 6.16 Entire Agreement . This Agreement contains tire entue agreem<mi among 
the parties with respect to tiie subje<^ matter hereof and supercedes all previous agr^ments, 
negotiations, discussiom, writings, understandings, comxnitments, and conversations among the 
parties or their representatives regarding the ri^ts and obligations under tius Agreement. 


{Signature page follows] 
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IN WITNESS WHEREOF, the parties hereto have caused Ais Agreement to be 
executed by Aeir auAonzed representatives as ctf Ae date set fottb above. 


BARCLAYS BANK PLC, 
NEW YORK BRANCH 

By: 

Name: 

ride: 


PALOMINO LIMITED 

By: 

Name; 

Thie: 


BADGER HOLDINGS LJ., 

by its genetal paitner. Re naissance Technologies 

Corporation 

By: 

Name: Mr. Mark SiJber 
Tide: Vice President 


MEDALLION INTERNATIONAL LIMITED 


Name: 

Tide; 


MEDALLION CAPITAL INVESTMENTS LTD. 


Name; 

Tide: 
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MEDALLION ASSOCIATES Li»., 

its general partner, Renaiasam^ Technologies 
Corporation 

By: 

Name: Mr. Mark Silber 
Tide: Vice President 


MEDALLION FUND L.P.. 

by ite general partner. Renaissance Techaok^es 

Corporation 

By; 

Name: Mr. Mark Silbw 
Tide: Vice President 


MEDALLION USA LJP., 

by its general partner, Renaimnce Technologies 

Corporanoi 

By: 

Name: Mr. Marie Silber 
Title: Vice President 


MEDALLION RMP FUND L.P., 

hs general partner. Renaissance Technologies 
Corpoiadoo 

By: 

Name: Mr. Marie Silber 
Title; Vice President 
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APPENDIX A 
COVERED OPTIONS 

The foUowiag opticm transictiona are hertt^ added to the coverage of dus Agreement 

Covered Scheduled 

Option# Trade Dale acpiratiop Date Premium 
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IN WITNKS WHEREOF, the pities bCTcto have caused this Agreement to be 
executed by dieir authorized represen^tives as of die date set forth above. 


BARCLAYS BANK PLC, 
NEW YORK BRANCH 



' Andrew Shuster 
Director 


PALOMINO LIMITED 

By: 

Name: 

Title: 


BADGER HOLDJNGS L.P.. 

by its geoefsi partner, Renaissarx* Technotogies Corp. 

By: 

Name: Mr. Mark Siiber 
Title: Vice President 


MEDALUON INTERNATIONAL LIMITED 


Name: 

Tide: 


MEDALLION CAPITAL INVESTMENTS LTD. 

By: 

Name: 

Title; 
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IN WITNESS WHEREOF, the ferties hereto have caused this Agreement to be 
executed by their authorized rqtresssitativK as of tfie date set forth above. 


BARCLAYS BANK PLC, 
NEW YORK BRANCH 



PALOMINO LIMITED 

By: 

Name: 

Title: 


BADGER HOLDtNGS L.P.. 

Dy Its general partner, Renaisswv^ Technologies Cwp. 

By: 

Marne; Mr. Marie Si'-ber 
Tele: Vice Presidenl 


MEDALLION INTERNATIONAL LIMITED 


Name: 

Title: 


MEDALLION CAPITAL INVESTMENTS LTD. 


Name: 

Title: 


CONFIDENTiAL & PROPRIETARY 


BARCLAYS-PSi-632898 



584 


IN WITNESS WHEREOF, the parties hereto have cao^d this Agreemwit to be 
executed by their authorized representatives as of die date set forth afc«vc. 


BARCLAYS BANK PLC- 
NEW YORK BRANCH 

By: 

Name: 

Tide; 



BADGER HOLDINGS L.P.. 

by its genera) partner, Renaissance Technoi^ies Corp. 

By: 

Name: Mr. Mark Sikier 
Trtle: Vice President 


MEDALLION INTERNATIONAL LIMITED 


Name: 

Title: 


MEDALLION CAPITAL INVESTMENTS LTD. 


Name: 

Title: 
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IN WITNESS WHERH5F, Ac parties hereto have caused this Agreement to be 
executed by their authorize rejxes^tatives as of ^ date set forth above. 


BARCLAYS BANK PLC, 
NEW YORK BRANCH 

By: 

Name: 

Tide; 



BADGER HOLDINGS LP.. 

t>y Its general partner, Renaissartce Techndogies Cop. 

By: 

Name: Mr. MarX SiKier 
■nne; Vioe President 


MEDALUON INTERNATIONAL LIMITED 

By: 

Name: 

Title: 


MEDALLION CAPITAL INVESTMENTS LTD. 

By: 

Name: 

Title: 
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IN WITNESS WHERKiF, Uw faities hereto have caiiscd this AgrcaneaiT to be 
executed by their authorized representations as of die (kte set forth above. 


BARCLAYS BANK PLC, 
NEW YORK BRANCH 

By: 

Name: 

Tide: 


PALOMINO LIMITED 
By: 

Name: 

Tide: 


BADGER HOLDINGS LP., 

by bs geoeral pejtnerJtenaissaDce Teduiologies 

Name: Mr. Maik 
Tide; Vice Piesidest 


MEDALUON^^^gONAL LIMITED 
Name: W 

Title; ^ 


^ INVESTMENTS LTD. 


Tide: Ct- 
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IN WITNESS WBEREOF, fte jmdes hereto have caused this Agreemeut to be 
executed by their aathtwized representatives as of dte date set forth above. 


BARCLAYS BANK PLC. 
MEW YORK BRANCH 

By: 

Name: 

Title: 


PALOMINO UMTTED 

By: 

Name: 

Title: 


BADGER HOLDINGS L.P.. 
by its genaal par&ier, Renais^o^; Tedmologt^ 
Corporation 


: Mr. Mark Silber 
Tide: Vice Pieskknt 


MEDAJJ^N t^^JATONAL UMflED 

Nanie:V\j..te.e> 

Title: 




By: 




Nam^ 

Title: 
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MEDALUON ASSOCIATES L,P^ 
hy its geaaraJ partocr, Raiaissasce Technologies 
OwpoiBtioa 


By: 



MEDALLION FUND L J., 

by its geoeral pat^, Renaissaacc Tedjnolo^ 

Corporadwi /O/v 

By: 

Naro: Mr. Silber 
TWa: Vice Pieskfcat 


MEDALUON USA L.P., 

ly is gcowal partnwJtenaissance Tecimologies 

Nunef Mr. Mark SilbCT 
Title; Vice President 


MEDALUON RMP FUND L.P„ 

t^-is ^oenl paitDer, Renaissance Technologies 

Name: Mr. Mark Silber 
Utie; Vice President 
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JffiDALLION ASSOCIATES LJ?., 

te general part^, Rcnaissawe Techm^gics 
CcvporatioD 



Kami;: Xfr. Mark Silber 
Titite; Vice Prcsideat 


MEDALLION FUND L.P., 

fcy hs gcnsral partner, Renaisssmec Tedmotogia 

Kamer'Mr. Mark Sflber 
Tide: Vice Presldfot 


MEDALLION USA L.P., 
by general partly Remisisaics Tedmobgies 
CratpOTBtioa 


By: 


Name; Mr. Maik Silber 
Title; Vk* Presides^ 


MEDALLION RMP FUND L.P., 

by- its general paitneTyRecaiasaoce Tedmologbs 

Name: Mr. Marie Sdber 
Title: Vice President 
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Baixla)^ Bank PLC 
2(K) Park Avenue 
NewYork NY 10166 


December 21, 2005 
Badger Holdings L.P. 

Palomino Limited 
POBox 908 GT 
Walker House, Mary Street 
George Town, Grand Cayman 
Cayman Islands 

Ref: Potion HH 


Tel:*l (212)412 4000 

# BARCIAYS 


Dear Sirs: 


The purpose of this letter agreement (this “Confirmation”) is to confirm the terras and 
conditions of the Transaction entered into between Palomino Limited (“Party A”), and Barclays 
Bank PLC acting through its New York Branch (“Party B”) on the Trade Date specified below 
(the “Transaction”). 

This Confirmation constitutes a complete and binding agreement between Party A and 
Party B as to the terms and conditions of the Transaction to which this Confinnation relates, and 
it supersedes all prior or contemporaneous written or oral agreements between Party A and Party 
B in relation to the Transaction (except to the extent explicitly stated in any other written 
agreement between the parties hereto executed contemporaneously herewith). This Confinnation 
constitutes a “Confirmation” as referred to in the ISDA Master A^cement specified below. 

The definitions and provisions contained in the 2000 ISDA Definitions (the “Swap 
Definitions”) and in the 1996 ISDA Equity Derivatives Definitions (the “Equity Definitions”, 
and together with the Swap Definitions, the “Definitions”), in each case as published by the 
International Swaps and Derivatives Association, Inc., are incorporated by reference into this 
Confinnation. In the event of any inconsistency between the Swap Definitions and the Equity 
Definitions, the Equity Definitions will govern, and in the event of any inconsistency between 
either set of Definitions and this Confirmation, this Confirmation will govern. For purpo.ses of 
the Equity Definitions, the Transaction shall constitute an Index Option Transaction. 

Tliis Confirmation supplements, forms part of, and is subject to, the ISDA Master 
Agreement dated as of September 30, 2002, as amended and supplemented from time to time 
(the “Agreement”), between Party A and Party B. All provisions contained in the Agreement 
govern this Confirmation except as expressly modified below. 


Permanent Subcommittee on Investigations 


EXHIBIT #44 
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I . The terms of the particular Transaction to which this Confirmation relates are as 
follows: 


General Terms: 


Trade Date: 

December 21, 2005 

Effective Date: 

December 22, 2005 

Option Style: 

American. 

Option Type: 

Call. 

Seller: 

Party A. 

Buyer; 

Party B. 

Index: 

The Basket Value. 

Number of Options: 

One. 

Multiple Exercise: 

Inapplicable. 

Strike Price: 

USD 700 million 


Premium: 

Premium Payment Date: 
Reference Accounts: 
Trading Strategy: 

Exchange(s): 

Business Day; 


USD 70,473,919 of which USD 28,000,000 
constitutes and is referred to herein as 
"Amortizable Premium”. 

The 2nd (second) Business Day immediately 
following the Effective Date. 

The BCSL Account, the BCI Account and the 
Synthetic Account, each as defined below, 

A trading strategy to be exclusively implemented 
based on and in accordance with the Investment 
Guidelines, as defined below. 

Each exchange or quotation system, which 
constitutes \vith respect to any of the Sliares, the 
principal exchange or quotation system on which 
such Share is actively traded, as reasonably 
determined by the Calculation Agent. 

New York. 


Business Day Convention: Following Business Day. 
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Shares: 


Issuer: 


The equity interests and other securities that, at 
any time during the Valuation Period, constitute 
{or underlie) Designated Positions. 

The issuer of the relevant Shares. 


Procedure for Exercise: 

Latest Exercise Time: 
Expiration Time: 
Expiration Date: 


Exercise Date: 


Knock-out Event Date; 


Automatic Exercise: 


5 p.m. (local time in New York City), 

5 p.m. (local time in New York City). 

The date which is the earliest of: 

(i) April 15, 2008 (the “Scheduled 
Expiration Date”), 

(ii) a Knock-out Event Date, or 

(iii) an Early Termination Date designated 
by either party in respect of the 
Trzmsaction. 

The Exchange Business Day during the Exercise 
Period on which the Option is or is deemed to be 
exercised by Party B. 

Any Valuation Exchange Business Day on which 
Party A notifies Party B (which notice may be 
telephonic (confiimed in writing or by electronic 
message) that if Party B had exercised this Option 
and such Valuation Exchange Business Day were 
tlie “Valuation Date” hereunder the amount that 
would have been determined (at the Valuation 
Time on the previous Valuation Exchange 
Business Day) as the “Cash Settlement Amount” 
under this Option would have been equal to or 
less than 10% of the sum of (a) the Premium 
Settlement Amount and (b) Total Amortized 
Premium. 

Applicable. 
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Seller’s Agent’s Telqihone 
Nrimber and Telex and/OT 
Facsimile Number and 
Contact Details for Purpose 
of Giving Notice: 


Sella-’s 
Agent’s Name: 
Specified 
Xjocation: 


Td; 

Fax: 


Marty Malloy 

Walkers SPV Limited, 
Walker House, 

PO Box 908GT, 

Mtuy Street, 

George Town, 

Grand Cayman, 
Cayman Islands 
+1 345 945 3727 
+1 345 945 4757 


Valuation: 

Valuation Time: 


Valuation Date: 


Valuation Period: 


Valuation Exchange 
Business Day: 


In respect of each Designated Position, for any 
date, the close of trading in respect of the 
Sharc(s) constituting or underlying such 
Designated Position on the Exchange 
corresponding to such Share{s), on such date; or, 
if no trading occurred on such date in respect of 
such Sharers) on such Exchange, such other time 
as may be agreed upon by Party A and Party B. 

The earlier of: (i) the 4* (fourth) Valuation 
Exchange Business Day immediately following 
the Exercise Date, or (ii) the ninth (9'*') Business 
Day immediately following the Exercise Date. 

The period commencing on, and including, the 
Effective Date and ending on, and including, the 
Valuation Date. 

An Exchange Bu.siness Day during which there 
has not been (i) a Trading Suspension in Shares 
that comprise, on the commencement of such day, 
more than 20 percent, in value, of (A) the long 
Designated Positions or (B) the short Designated 
Positions, in each case, then credited to, included 
or deemed included within the Reference 
Accounts, or (ii) an event of force majeure 
beyond the control of Party A (or any Affiliate 
thereof) occurring after the Effective Date, 
preventing the execution of transactions within 
the Refeience Accounts or makurg tlie execution 
of such transactions impossible or impracticable. 
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Calculation Date: 


Calculation Period: 


Calculation Period Factor: 


For pwposes of this Confinnation, the term 
‘Trading Susp^ision” means, with respect to any 
security a aisp«tsion of trading (by reason of 
movanents in price exceeding limits pennitted by 
tbe relevant Exchange or otherwise) on the 
relevant Exclmge for a period of more than one 
(i) hour. 

The Effective Date, the Valuation Date and each 
day during the Valuation Period that is either (i) 
the “Effective Date” of any other Transaction that 
is an Index Option Transaction in respect of the 
Reference Accounts (“RA Option”), (ii) the day 
immoiiately following the “Valuation Date” of 
any RA Option, or (iii) if any RA Option is 
otherwise terminated and no “Valuation Date” is 
specified, the day on which such RA Option is 
terminated. 

Eads period from, and including, one Calculation 
Date to, but excluding, the immediately following 
Calculation Date during the Valuation Period, 
except that (i) the initial Calculation Period will 
commence on, and include, the Effective Date, 
and (it) the final Calculation Period will end on, 
and include, the Valuation Date. 

In respect of each Calculation Period, the quotient 
obtained by dividing (i) the amount that would 
have been payable as the “Cash Settlement 
Anioxmt” under this Option if Party B had 
exercised this Option, calculated (x) for any 
Calculation Period commencing after the 
Effective Date, as if the last day of the 
immediately preceding Calculation Period were 
the “Valuation Date” hereunder, and, for the 
Calculation Period commencing on the Effective 
Date, as if the first day of the Calculation Period 
were the “Valuation Date” hereunder, (y) as if the 
value of the “Settlement Price” hereunder equaled 
the Strike Price, and (2) as if the “Total 
Amortized Premium" hereunder had equaled 
zero, by (ii) the sum of (A) the sum of the 
amounts that would have been payable as “Cash 
Settlement Amounts” under all RA Options 
Outstanding, if Party B had exercised ail such 
options and the last day of the immediately 
preceding Calculation Period were treated as the 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-002883 



595 


“Valuation Date” for purposes of all such options, 
and (B) die sum of the amounts that would have 
been payable as “Cash Settlement Amounts” 
under all RA Options that have an “Effective 
Date” on die first day of the Calculation Period, if 
Party B had exercised all such options, calculated 
as if (x) die first day of the Calculation Period 
were tr^ted as the “Valuation Date” for purposes 
of all simh options, (y) the value of the 
“Setdement Price” of each such option equaled its 
“Strike Price”, and (z) the “Total Amortized 
Premium” of each such option equaled zero. For 
purposes hereof, in respect of each Calculation 
Paiod, “RA Options Outstanding” means all RA 
C^ons, whether or not exCTcised, whose 
“Valuation Date” has not occurred prior to the 
first day of the Calculation Period and that has 
not otherwise been terminated on or prior to such 
day. 

Calculation Period Amount: In respect of each Calculation Period, the product 

obtained by multiplying (i) the Calculation Period 
Return for sudi Calculation Period, by (ii) the 
Calculation Period Factor for such Calculation 
Period. 


Settlement Terms; 

Cash Settlement; Applicable. 

Cash Settlement Amount: Other than in respect of a Knock-out Event Date, 

an amount equal to the greater of (i) zero, and (ii) 
the sum of (A) the Settlement Price, minus (B) 
the Strike Price, plus (C) the Premium Settlement 
Amount. 

In respect of a Knock-out Event Date, zero. 

Settlement Price: The level of the Index at the close of the 

Valuation Date. 

Basket Value: The sum of (i) the Strike Price, plus (ii) the sum 

of the Calculation Period Amounts for all 
Calculation Periods included witliin the Valuation 
Period. 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-002884 



596 


Federal Funds Rate: For any day, the rate set forth in H.15(519) for 

the firet Busings Day immediately preceding 
such day, opposite the caption “Federal funds 
(effective)”, as such rate is displayed on the 
Telerate Page 120 (or any successor page). If by 
5:00 pjn.. New York City time, on the first day 
that is one Business Day following such day, the 
rate for such day docs not appear on the Telerate 
Page 120 (or any successor page) or is not yet 
published in H.I5(519), the rate for such day will 
be the arithmetic me^ of the rates for the last 
transaction in overnight U.S. Dollar Federal funds 
arranged by each of three leading brokers of U.S. 
Dollar Federal funds transactions in New York 
City selected by the Calculation Agent, prior to 
9:<W a.m., New York City time, on that Business 
Day. 

Settlement Currency; USD. 

Cash Settlement Payment Date: The 3"* (third) Business Day immediately 
following the Valuation Date. 


Adjustments: 

Method of Adjustment: Calculation Agent Adjustment. 


Extraordinary Events: 

Consequences of Potential The Calculation Agent shall use reasonable best 
Adjustment Events, Merger efforts to determine, in good faith, based on its 
Events, Nationalization or commercially reasonable judgment and upon 
Insolvency: consultation with Party B, the consequences of 

Potential Adjustment Events, Merger Events, 
Nationalization or Insolvency in respect of 
Shares, and the adjustments to the Basket Gains, 
Basket Losses, Basket Value and any other 
variable relevant to this Transaction. 


2. Calculation Agent; Party A shall be the Calculation Agent. 

a. The Calculation Agent will notify Party B promptly after the close of each 
Calculation Period of tlie determined Calculation Period Amount for such period and of the 
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Calculation Period Factor for the immediately following Calculation Period, and promptly after 
the Valuation Date of the determined Cash Settiemrait Amoxint, and of die determination of each 
variable and component used to calculate or affecting, directly or indirectly, the relevant 
Calculation Period Amount, Calculation Period Fattor and the Cash Settlement Amount, as 
applicable. 

b. The Calculation Agent shall prepare and deliver to Party B within three (3) 
Business Days after the last Business Day in <al«idar month (the “Report Date”) a report 
(the “Monthly Report”) containing its calculation of the amount that would have been payable as 
the “Cash Settlement Amount” under this Cation if Party B had exercised diis Option and the 
Report Date were the “Valuation ttete” hareund^, and each variable and component used to 
calculate, or affecting, directly or indirectly, such calculated “Cash Settlement Amount”. If 
Party B disagrees with any statement or oftio' itan in ^y Monthly Report, it shall notify the 
Calculation Agent within 30 (thirty) Busings Days of receiving the Monthly Report and the 
Calculation Agent and Party B will coop^^te to resolve their differences with respect to such 
disagreement. Tlie Monthly Report and the statements and items included therein shall not be 
conclusive or binding, except that a Monthly Report (as adjusted and modified by Party A and 
Party B) shall be conclusive and binding with respect to Party A and Party B if agreed to in 
writing by Party A and Party B. 

3. Account Details: 

Account for payments to Party A: 

To be, and as, provided by Party A. 

Account for payments to Party B: 

Bank: Federal Reserve Bank of New York. New York 

ABA No: 

A/C: Barclays Bank PLC, New York 

Favor: Barclays Swap s & Options Group, New York 

A/C No: ■■■■I 

Swift; BARCUS33 


4. Additional Terms and Definitions: 

For purposes of this Confirmation, the following terms shall have the meaning specified 
or referred to in this Section 4; 

a. “BCSL Account” means the prime brokerage account established by and in 
the name of Palomino Limited (“Palomino”) with Barclays Capital Securities Limited (“BCSL”), 
account no. IHH, pursuant to the Prime Brokerage Agreement, dated September 26, 2002, as 
may be amended by the parties thereto from time to time (the “BCSL Agreement”). 

b. “BCI Account” means the prime brokerage account established by and in the 
name of Palomino with Barclays Capita! Inc. (“BCI”), account no. WttKKM, pursuant to the 
Prime Broker Margin Account Agreement, dated September 26, 2002 (as may be amended by 
the partly thereto from lime to time, the “BCI Agreement”). 
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c- “Syntlietic A«»unt” means a record prepared by the Calculation Agent and 
titled “Reference Synthetic Positions”, idraitifying, id all tim«, (A) the outstanding Synthetic 
Positions and (B) all other outstanding Permitted Secuiiti^ including derivative financial 
instruments, entered into in accordance with the Investment Guidelines and designated by 
Renaissance Technologies Corporation (the “Advisor’^ to be included in the Synthetic Account. 
For purposes of this Confirmation, die term *Termitted Samrities” shall have the meaning 
ascribed to it in die Investment Guideline. 

d. “Investment Guidelines” means the hivestment Guidelines, as amended from 
time to time in accordance with the Investment Management Agreement, set forth in Annex A to 
the Investment Management Agreement entCTed into between Palomino and the Advisor, dated 
October 1, 2004 as amended and restated on Decemb«- 21, 2005, a copy of which is attached 
hereto as Annex A, as amended from time to time by the parties thereto, (the “Investment 
Management Agreement”). 

e. “Designated Positions” means, in respect of each Calculation Period, equity 
securities, Synthetic Positions and other financial |N3sitions (whether long or short), credited to, 
included or deemed included in the Reference Accounts at any time during such Calculation 
Period, excluding cash. 

f “Calculation Period Return” memis, in respect of each Calculation Period, the 
sum of the corresponding (i) Basket Gains, minus (ii) Basket Losses, minus (iii) Basket Cost. 

g. “Basket Gains” means, in r^pect of each Calculation Period, the sum of ail (i) 
gains realized in respect of Designated Positions at any time during the Calculation Period, (ii) 
unrealized gains in respect of Designated Positions credited to, included or deemed included in 
the Reference Accounts at tlie close of the Calculation Period (where the unrealized gain in 
respect of each such Designated Position is deteraiined at the Valuation Time applicable to such 
Designated Position on the last day of the Calculation Period), (iii) dividends accrued (based on 
ex-dividend dates) at any time during the Calculation Period in respect of long Designated 
Positions, adjusted as set forth in Section 5 below, and (iv) interest and other income received or 
accrued on or in respect of D^ignated Positions at any time during the Calculation Period. 

h. “Basket Losses” means, in respect of each Calculation Period, the sum of all 

(i) losses realized in respect of Designated Positions at any time during the Calculation Period, 

(ii) unrealized losses in respect of Designated Positions credited to, included or deemed included 
in the Reference Accounts at the close of the Calculation Period (where the unrealized loss in 
respect of each such Dest^ated Position is determined at the Valuation Time applicable to such 
Designated Position on the last day of the Calculation Period), and (iii) dividend and interest 
equivalent amounts paid or accrued (based on ex-dividend and ex-interest dates, as applicable) at 
any time during the Calculation Period in respect of short Designated Positions, adjusted as set 
forth in Section 5 below. 

i. “Basket Cost” means, in respect of each Calculation Period, the (positive or 
negative) sum of (i) all commissions and fees in connection with the execution of transactions to 
acquire, create, dispose of or otherwise terminate Designated Positions, to the extent authorized 
under the Investment Management Agreement (excluding any fees paid to the Advisor and any 
interest and other financing charges), paid or accrued in connection with the trading of 
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Designated Positions in accordance with the Investment Management Agreement during the 
Calculation Period and any expenses reimbuRed by aient to the Advisor in accordance with the 
Investment Management Agreement, plus (ii) the Dd)it Amount, minus (iii) die product obtained 
by multiplying (A) the Amortized Daily Pranium, by (B) die number of calendar days in the 
Calculation Period, minus (iv) any realized and unrealized gmns (determined at the close of the 
Calculation Period), interest and other income reedved or accrued in respect of cash, property or 
other financial positions credited to, included or deemed included in the Reference Accounts or 
otherwise credited to the Reference Accounts (excluding gain and income items included in 
Basket Gains) at any time during the Calculation Period. 

j. “Debit Amounf’ means, in rrapect of each Calculation Period, the number, 
denoted by DA, calctilated in accordance with following formula: 

= where: 


“N" is, in respect of each Calculation Period, the number of days in the 

Calculation Period; 

“n” is, in respect of each Calculation Period, a series of whole numbers 
from one to N, each representing the corresponding day in the Calculation Period, where the days 
in such period are arranged in <dironoiogica] order from, and including, the first day in such 
Calculation Period to, and including, the last day in such Calculation Period; 

''DA„ ’’ means, in respect of each day included in the Calculation Period, 
the (negative or positive) sum of (i) the absolute value of the long Designated Positions included 
(or deemed included) in the Reference Accounts at the close of the nth day of the Calculation 
Period (where the value of each such Designated Position is determined at the Valuation Time 
applicable to such Designated Position on such day), plus (ii) the amount of cash included in the 
Reference Accounts at the close of the nth day of the Calculation Period (excluding cash held in 
connection with, or as a oDUateral for, short Designated Positions), minus (iii) the sum of the 
amounts that would have been payable as “Cash Settlement Amounts” under all RA Options on 
the nth day of foe Calculation Period whose “Valuation Date” has not occurred on or prior to the 
immediately preceding day, if Party B had exercised all such options, such ntii day were treated 
as the “Valuation Date” for purposes of all such options, and the corresponding "DA„“ for such 
day for each such option (which may have a different subscript index number under each such 
option) were zero; and 

“FFR„ ”, for any day in foe Calculation Period, is equal to the Federal 
Funds Rate for the nth day of the Calculation Period plus 25 basis points. 

k. “Premium Settlement Amount” means USD 70 million minus the Total 
Amortized Premium. 

l. “Total Amortized Premium” means the product obtained by multiplying (i) 
the Amortized Daily Premium, by (ii) the number of calendar days in the period commencing on, 
and including, foe Effective Date and ending on, but excluding, the Valuation Date. 
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m. “Amortized Daily Pr^nium” means fee quotient obtained by dividing (i) the 
Amortizable Premium, by (ii) the number of calendar da^ in the period commencing on, and 
including, the Effective Date, and ending on, but ©cduding, fee Scheduled Expiration Date. 

5. For purposes of determining Basket GaiiB, Basket Losses and Basket Cost, (i) 
gain, loss and any other income or expose itens will be computed and taken into account 
without giving effect to any Tax feat mi^t be imposed in r^pect or by reason thereof, (ii) in 
respect of each Calculation Period, for pur|K)ses of det^mining gain or loss in such period, fee 
basis of each Designated Position outstanding at fee close of fee day immediately preceding the 
first day of such Calculafion Period shall be fee value used to determine fee unrealized gain or 
loss on such Designated Position in respect of fee immediately preceding Calculation Period (or 
if no such Calculation Period exists, the value of su<fe Designated Position at fee Valuation Time 
applicable to such Designated Position on sudi immediately preceding day), (iii) any portion of a 
dividend paid or accru^ in respect of shar^ of stock of a corporation incorporated in any of the 
countries listed in Annex B hereto (as amend«l from time to time by the parties hereto), which 
will be subject to withholding tax by fee country in which such corporation is incorporated (or, 
when the distributing corporation is incorporated in the United States, will be subject to U.S. 
federal income tax as a taxable divid^id), shall be adjusted by multiplying the original amount of 
such portion by the percentage set forth next to the name of the eqrplicable country in the column 
“Percentage of Dividends Received on Long Positions”, and (iv) any dividend equivalent amount 
paid or accrued in respect of a short position in stock of a corporation incorporated in any of the 
countries listed in Annex B ho-eto (as amended from time to time by the parties hereto), which 
will be subject to withholding tax by the country in which such corporation is incorporated (or, 
when the distributing corporation is incorporated in fee United States, will be subject to U.S. 
federal income tax as a taxable dividend), shall be adjusted by multiplying the original amount of 
such dividend equivalent amount by the percentage set forth next to fee name of fee applicable 
country in the column “Percentage of Dividends Paid on Short Liabilities”. 

6. This Option and fee ri^ts and obligations thereunder are not transferable 
(whether by way of security or otherwise) by either party without the prior written consent of the 
other party and any purported transfer without such consent shall be void and of no effect. 

7. Additional Repr^entations: 

Party A and Party B each makes (and as indicated, only Party A or only Party B makes) 
fee following additional representations; 

a. It is enteritrg into the Transaction as principal and not as agent or in any 
Other capacity, fiduciary or otherwise, and no other person has any interest herein. 

b. Its execution and delivery of this Confirmation and its entering into the 
Transaction to which this Confirmation relates have been authorized by ail required internal 
actions and do not violate any laws of its jurisdiction of organization or residence, or the terms of 
any agreanent to which it is a party. 

c. Upon due execution and delivery of this Confirmation, this Confirmation 
will constitute its legal, valid and binding obligations, enforceable against it in accordance with 
its terms, subject to applicable bankruptcy, reorganization, insolvency, moratorium or similar 
laws affecting creditors’ riglits generally, and subject, as to enforceability, to equitable principles 
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of general application (regardless of whether mfcHtJoncnt is sougjrt in a proceeding in equity or 
in law). 

d. It is acting for ite own account, and has made its own independent decision 
to ento- into this Confirmation and to partidpate in the Transaction to which this Confirmation 
relates and as to whether this Confirmation and the Trm^action are appropriate or proper for it 
based upon its own judgment and upon advice of sudi advisors as it deems necessary. 

e. It acknowledges, a^ees and confirms that (i) it has not received any 
advice or counsel finm, and is not relying, and Iws not relied, upon any communication (written 
or oral) of, the other party or any Affiliate feereof with respect to the legal, accounting, tax or 
other implications of this Confirmation or the Transaction (including the expiration, sale, 
assignment or other termination thereof), and that it has conducted its own due diligence review 
and analyses of the legal, accounting, tax, regjilatory and other implications of this Confirmation 
and the Transaction, including, without limitetion, registration or disclosure requirements in 
respect of the Transaction under any applicable securities, tax or other laws, (ii) information and 
explanations related to the tenns and conditions of this Confirmation and the Transaction shall 
not be considered investment advice or a recommendation to enter into this Confirmation or to 
participate in the Transaction, (iii) it has received independent tax advice with respect to this 
Confirmation and the Transaction, (iv) it is entering into this Confinnation and is participating in 
the Transaction with a full understanding of ail of &e terms mid risks hereof (economic and 
otherwise), is capable of evaluating and understanding (on its own behalf or through independent 
professional advice), and undemtands and accepts, such terms and risks, and is capable of 
^suming (financially and otherwise), and assumes, those risks, (v) neither the other party nor 
any Affiliate thereof is acting as a fiduciary for or an advisor to it in respect of this Confirmation 
or the Transaction, (vi) it has a valid business purpose for entering into this Confirmation and 
participating in the Transaction, and the transactions contemplated herein are consistent with its 
overall business and investment strategy, and (vii) it participated with the other party in the 
structuring of the Transaction, and in the negotiation and drafting of the Confinnation and the 
other agreements, documaits and instruments to be entered into in connection with the 
Transaction. 

f. Party A represents and agrees that (i) Palomino is an existing corporation, 
incorporated under the laws of the Cayman Islands, and will rwnain in existence and in good 
standing throughout the terra of the Transaction, (ii) BBPLC directly or indirectly owns, and will 
directly or indirectly own at all times during the term of the Transaction, ail of the outstanding 
stock of Palomino, (iii) Palomino has elected to be “disregarded as an entity separate from its 
owner” for U.S. federal income tax purposes and will retain diis status throughout the entire term 
of the Transaction, 

8. The parties agree, that if the Advisor designates the execution of any transaction 
in accordance with the Investment Guidelines and such transaction is not timely executed, or is 
not executed, for any reason or for no reason whatsoever, such transaction will be treated, for 
purposes of this Confirmation, as if it were actually timely executed in accordance with such 
designation of the Advisor and, fijerefore, (i) any stock, securiti^ and other financial positions 
(whether long or short) that would have been credited to or included in the Reference Accounts if 
such transaction were actually timely executed in accordance with such designation of the 
Advisor, will he treated as included in the Synthetic Account as of the date (and time) designated 
by the Advisor for the execution of the relevant transaction (a “Synthetic Position”) and will be 
treated as disposed of or otherwise terminated on the day (and time) so designated by the 
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Advisor, as applicable; (ii) any stock, sworitics and other financial positions (whether long or 
short) that would have been disposed of or otherwise terminated if such transaction were actually 
timely executed in accordance with such designation of the Advisor, shall be treated as if 
actually disposed of or otherwise terminated, and excluded from the relevant Reference Account, 
on the day (and time) so designated by the Advisor, and (iii) any dividend, interest or any other 
income that would have been received or accrued on or in respect of Synthetic Positions if such 
transaction were actually timely executed in accordance with such designation of the Advisor, 
will be credited to the relevant Reference Acxount in which such transaction would have been 
executed. 

9. In the event that Palomino has replace! the Advisor with respect to any of the 
Reference Accounts, Palomino has otherwise assumaJ manageanent of any of the Reference 
Accounts or the Advisor is prevented, for any reason from effectively managing the Reference 
Accounts, unless otherwise agreed to in writing by the Advisor, Party A shall cause the 
commencement of an orderly liquidation and reduction to USD cash of the assets and financial 
positions (whether long or short) then credited to, induded or deemed included witlhn the 
Reference Accounts over the period commmeing on the Exercise Date to and including the 
Valuation Date, with the objective of minimiai^ risk and preserving the equity value of the 
Designated Positions (the “Liquidation” and the “Liquidation Period”, respectively), and shall 
effect such Liquidation in an “equal dollar weighted” manner in approximately equal proportions 
over the Liquidation Period, su^ that approximately 25% of the Designated Positions credited 
to, included or deemed included within the Reference Accounts at the beginning of the 
Liquidation Period are liquidated on each Valuation Exchange Business Day during such period, 
and with due regard to effecting proportionate reductions of “long” positions and corresponding 
“short” positions, provided, however, that the Liquidation may be effected in a different 
commercially reasonable manner that would minimize risk and preserve tlie equity value of the 
Designated Positions, if and to the extent so consented to by the Advisor (which for the 
avoidance of any doubt does not include any replacement advisor); and provided frirther that no 
such consent of the Advisor will be requir^ if the estimated Cash Settlement Amount, 
calctilated by valuing all of the Designated Positions as set forth in Section 10 below on the 
Exercise Date, payable to Party B is equal to or less than USD 7,000,000. 

10. Party A and Party B agree that for purposes of this Confirmation and the 
Transaction, including, without limiting the foregoing, for purposes of determining the Basket 
Gains and Basket Losses, Designated Positioixs and any other relevant stock, securities or othtt" 
financial positions (whether long or short) will be valued according to the following valuation 
methods: (i) stock, securities and other financial positions which are traded on an Exchange shall 
be valued at any time at the last sales price quot^ for the securities on (A) the consolidated tape 
on the date and at the time for whidt value is being determined, or (B) if no sale occurred on 
such date, at the mean between the “bid” and the “asked” prices on such date as reported in a 
recognized interdealer quotation system, (ii) stock, securities and other financial positions which 
are not traded on an Exchange, but are traded over the counter, shall be valued at the mean 
between tiie “bid” and the “asked” prices quoted for such securities, and (iii) stock, securities and 
other financial positions that are not described in subsections (i) and (ii) above, shall be valued 
based on a method of valuation to be agreed upon by Party A and Party B. 
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1 1 . Party B shall pay any and a!l documraitary, stamp, registration or similar taxes 
and charges tirat may be payable in r^ect of (i) the execution of this Confirmation, (ii) the 
exercise of the Option, and (iii) the payment of the Premium. 

12. This Confirmation shall be govema! by and construed in accordance with the 
laws of the State of New York. 

! 3. Each of Party A and Party B shall use its ■reasonable best efforts to take, or cause 
to be taken, all actions and to do, or ca'use to be done, all things necessary, proper and advisable 
to consummate and make effective as jnomptly as practicable the transactions contemplated by 
this Confirmation md the Transaction to 'wdiich it relates in accordance with the terms and 
conditions hereof and thereof, including (a) using reasonable best efforts to remove any legal 
impediment to the consummation of such transactions, and (b) the execution and delivery of all 
such deeds, agreements, assignments and fiirther instruments of transfer and conveyance, 
necessary, proper or advisable to consummate and make effective the transactions contemplated 
by this Confirmation and the Transaction in accordance with the terms and conditions hereof and 
thereof, provided that any such action or filing would not materially prejudice the legal or 
commercial position of the relevant party. 

14. Notwithstanding anything to the contrary in this Confirmation, Party A may, in its 
sole discretion, terminate tiris Transaction upon ten (10) Business Days prior written notice to 
Party B, in the event that (i) any change in applicable law (including, without limitation, any 
laws, treaties, ordinances, rules, regulations, rulings, interpretations and authorizations of the 
United States or the United Kingdom or of any political subdivision, regulatory body having 
authority over Party A or taxing authority thereof or therein) materially and adversely affects 
Party A's capital charges directly resulting from the Transaction, or (ii) due to the enactment, 
promulgation, execution or ratification of, or any change in or amendment to, the Code or the 
Treasuiy Regulations promulgated thereunder (or in the application or official interpretation 
thereof by the United States Internal Revenue Service or the United States Department of the 
Treasury, as the context requires) that occurs on or after the date on which tlie Transaction is 
entered into (a “Change in U.S. Tax Law”), Party A is required to treat and report the Designated 
Positions and any other assets or positions included within the Reference Accounts as assets and 
positions of which Party B (or an Affiliate thereof) is the beneficial owner for U.S. federal 
income tax purposes. 

15. Except as otherwise hereinafter set forth, the parties hereto agree and 
acknowledge that the structure and tax aspects of the Transaction and all materials provided by 
either party with respect to such structure and tax aspects are, and have always been, non- 
confidential, and are not the proprietary information of either party. Each party and each 
Affiliate thereof (and each employee, representative, or otlter agent of any of the foregoing) may 
disclose, and has always been entitled to disclose, to any and all persons, without limitation of 
any kind, the tax treatment and tax structure of the Transaction and all materials of any kind 
(including opinions or other tax analyses) that are provided to such party (or Affiliate) relating to 
such tax trcatmeift and tax structure provided, however, that the names and all other identifying 
infonnation of all entities and persons have been properly erased from such materials prior to the 
disclosure thereof). Each party otherwise agrees not to disclose any proprietary, non-public 
information regarding the other party (“Confidential Infonnation”) it may have received in 
connection with the Transaction, including, without limitation, that such party has entered into 
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the Transaction with the other party, and a^ees that it shall not disclose or use the name of the 
other party (or any Affiliate thereof) for marketing or odiCT purposes not directly relating to the 
implementation of the Transaction hweundw. Notwithstanding the foregoing, either party may 
disclose any such Confidential Information (i) to its lawyers or accountants (or similar 
professional, but not a financial or investment advisor), on a “need-to-know” basis, in connection 
with advice direcfiy related to the entry, opaation or enforcement of any Transaction provided 
tliat such person agrees, in writing, not to disclose Confidential Information or (ii) if required by 
law or any judicial, governmental or otha* regulatory body, provided it gives prior written notice 
of such required disclosure to the oth«' party. Confidential Information of a party shall not 
include any information in the public domain or information obtained from any third party not 
under a duty not to disclose it. 

16. All amounts required to be paid hereundw to Party B shall be made to a U.S. 
dollar account maintained in a bank, trust ccmipany, brolrer/dealer or similar financial institution 
maintained in the United States. 


[Signature page follows] 
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Please confirm that the foregoing correctly sets forth the terms of our agreement by 
executing the copy of this Confirmation radosed for that puriKise and returning it to us to the 
attention of John Stracquadanio, do Barclays Bank PLC, New York Branch, 200 Park Avenue, 
New York, NY 10166, Facsimile no.: (212) 412-7463. 

Youm sincerely, 


BARCLAYS BANK PLC, 
aciing throng its New York Branch 



Name: 


Title; Aficfrew Shustor 

Director 

Confirmed as of the date 
first above written; 


PALOMINO LIMITED 


By: 
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ANNEX A 

INVESTMENT MANAGEMENT AGREEMENT 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSi-002895 



607 


ANNEXE 

DIVIDENDS AND DIVIDEND EQUIVALENT AMOUNTS ADJUSTMENT SCHEDULE 


Country of 
Company Paying 
a 

Dividend 

ARGENTINA 

AUSTKALIA 

AUSTRIA 

BELGIUM 

BRAZIL 

CANADA 

DENMARK 

FINLAND 

FRANCE 

GERMANY 

HONG KONG 

INDONESIA 

IRELAND 

ITALY 

JAPAN 

MEXICO 

NETHERLANDS 

NEW ZEALAND 

NORWAY 

PHILIPPINES 

PORTUGAL 

SINGAPORE 

SOUTH AFRICA 

SOUTH KOREA 

SPAIN 

SWEDEN 

SWITZERLAND 

UNITED 

STATES 


Percentage of 
Dividends Received 

on Long Positions 

TBD 

100 

85 

85 

TBD 

85 

85 

100 

85 

85 

100 

TBD 

100 

85 

93 

TBD 

85 

85 

85 

TBD 

TBD 

100 

TBD 

TBD 

85 

95 

85 

100 


Percentage of 
Dividends Paid on 

Short Liabilities 

TBD 

100 

100 

100 

TBD 

85 

85 

100 

85 

85 

100 

TBD 

100 

85 

93 

TBD 

85 

85 

85 

TBD 

TBD 

100 

TBD 

TBD 

85 

95 

100 

100 


Risp 87.5 (long and short) 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSi-002896 



608 


AMENDED AND RESTATED 
INVESTMENT MANAGEMENT AGREEMENT 

BETWEEN 

PALOMINO LIMITED 

AND 

RENAISSANCE TECHNOLOGIES CORPORATION 


Effective as of 
October 1, 2004 
as amended and 
restated with effect 
on May [ ], 2008 


OHS East:160582098,.4 
3930-21 SAl/SAl 


Permanent SubcommiKee on Investigations 

EXHIBIT #45 
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October 1, 2004 as amended and restated 
March [ ], 2008 

Renaissance Technologies Corporation 

800 Third Avenue 

New York, New York 10022 

Attention: Mark Silber 


Palomino Limited 

c/o Barclays Bank PLC. New Yoric Branch 
200 Park Avenue 
NewYork NY 10166 

Tel: +1 (212) 412 4000 




Gentlemen: 

This letter together with the accompanying Fee Schedule and Investment Guidelines (this 
“Agreement”) sets forth our agreement regarding the engagement of Renaissance Technologies 
Corporation (the “Manager”) to manage a securities trading portfolio for the account of 
Palomino Limited, an exempted company incorporated in the Cayman Islands (the “Client”), 
effective as of the date hereof (the “Effective Date”). This Agreement further amends and 
restates, in its entirety, that certain Investment Management Agreement dated October 1, 2004 
between the Manager and the Client as such agreement was amended and restated with effect on 
December 21, 2005, on December 6, 2006, on February 19, 2007 and again on March 13, 2007 
(the “Original Agreement”). On [ ] May 2008, the Original Agreement shall be replaced and 
superceded in its entirety by this Agreement. 

1. Appointment. 

The Client hereby appoints the Manager on the terms reflected in this Agreement as 
discretionary account manager with respect to the Accounts (as defined below) on the 
terms and conditions contained herein, and the Manager hereby accepts such 
appointment, 

2. The Accounts. 

(a) For purposes of this Agreement, the term “Accounts” means (1) the prime 
brokerage account established by and in the name of the Client with Barclays 
Capita! Securities Limited (“BCSL”), account no. 400262, pursuant to the Prime 
Brokerage Agreement, dated September 26, 2002, as it may be amended by the 
parties thereto from time to time (the “BCSL Agreement”), (ii) the prime 
brokerage account established by and in the name of the Client with Barclays 
Capital Inc. (“BCI”), account no. 21000200, pursuant to the Prime Broker Margin 
Account Agreement, dated September 26, 2002, as it may be amended by the 
parties thereto from time to time (the “BCI Agreement”, and together with the 
BCSL Agreement, the “Prime Brokerage Agreements”), and (iii) a record (the 
“Reference Positions Account”) prepared by Barclays Bank PLC, on behalf of the 
Client, and titled “Reference Synthetic Positions”, identifying, at all times, (A) the 
outstanding Synthetic Positions, as defined in the investment guidelines attached 
hereto as Annex A (as they may be amended by the parties hereto from time to 
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time, the “Investment Guidelines”) and (B) all other outstanding Permitted 
Securities, including derivative financial instruments, entered into in accordance 
with the Investment Guidelines and d^ignated by the Manager to be included 
within the Referents Positions Account. (For purposes of this Agreement, the 
term “Account” shall mean any of the Accounts). 

(b) The Accounts shall initially consist of c^h of the Client in the amount of USD 
5,000 million that has been placed under the Manager’s supervision in the 
Accounts pursuant to this Agreement (the “Initial Accounts Assets”). The term 
“Accounts Assets” means (i) the Initial Accounts Assets, (ii) any assets, property, 
securities and other financial positions (whether long or short, actual or synthetic) 
that will become part of the Accounts as a result of transactions therein, (iii) any 
dividends, interest, distrilxjtions or otl^r income earned or deemed earned in 
respect of, and any proems received in respect of dispositions or other 
terminations of, assets, property, s«mrities and other financial positions (whether 
long or short, actual or synthetic) credited to, included or deemed included within 
the Accounts and (iv) all other assets included in any of the Accounts from time 
to time. 

(c) The Accounts will focus on (actual or synthetic) short and long positions in 
exchange-traded and over-the-counter-traded equity securities in Permitted Equity 
Markets, as defined in the Investment Guidelines. The Manager will cany out the 
Accounts’ trading strategy in accordance with the Investment Guidelines, as may 
be amended in writing from time to time (the “Trading Strategy”). 

(d) Until the termination of this Agreement the Client shall ensure, whether by 
obtaining credit or making capital calls, that Accounts Assets (including cash but 
excluding Synth^ic Positions) shall at all times be sufficient to permit the 
Manager to trade on behalf of the Client up to the limits contemplated by the 
Investment (juidelines. 

3, Custody and Brokerage. 

(a) The Accounts Assets are owned by Client and shall be held in the Accounts with 
BCSL and BCI, wholly owned broker dealer subsidiaries of Barclays Bank PLC, 
as the prime broker (the “Custodians”). Neither party shall cause or permit 
Accounts Assets to be held by any person other than a Custodian, or to be 
commingled with assets of any person other than the Client or with any other 
assets of the Client. 

(b) The Manager shall not use any brokers through whom any transaction in respect 
of the Accounts shall be executed (each an “Executing Broker”) unless such 
Executing Broker has been pre-approved by the Client and the Custodians. Each 
Executing Broker shall be required to enter into an agreement with the Manager 
and the Custodians (the “Executing Broker’s Agreements”) detailing such 
Executing Broker’s responsibilities and restriaions with respect to executing 


OHSEast:160182098.4 
3930-21 SAl/SAl 


[APG] 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-574666 



611 


trades for the Accounts which ^eement or the material terms thereof, as 
determined by Client, shall be approved by Client. 

(c) The Client shall notify the Manager in writing promptly upon receipt of actual 
knowledge of any noncompliance of the Accounts with the Investment Guidelines 
or with any law (including U.S. and U.K. securities and banking laws) applicable 
to the Client (“Notice of Noncompliance”). The Client may, in its reasonable 
discretion, specify in such Notice of Noncompliance specific trades effected by 
the Manager during the day on which the noncompliance occurs that are to be 
assumed by the Manager to the extent, and only to the extent, necessary to bring 
the Accounts back into (x>mpliance with the Investment Guidelines or such 
applicable laws, as the case may be, and that such specified trades are chosen by 
the Client based on commercially reasonable judgment and in good faith 
(“Noncompliant Trades”). The (Client may move all Noncompliant Trades 
immediately to a separate account of the Manager (the “DK Account”). The 
Manager will have the right to review and object, not later than the close of 
business on the first Business Day follow’ing the day on which it receives the 
relevant Notice of Noncompliance, to such detemiinations and to the transfer of 
any trade to the DK Account. In the event of such an objection by the Manager, 
the parties will agree in good faith on the specific Noncompliant Trades, if any, to 
be assumed by the Manager and those, if any, to be moved back to the Accounts, 
No Noncompliant Trades shall be moved back to the Accounts unless and until 
such an agreement has been reached by the Client and the Manager. 

Without limiting the foregoing, as soon as reasonably practicable after receipt of a 
Notice of Noncompliance, the Manager shall take such action, after taking into 
account the effect of its potential assumption of specific Noncompliant Trades 
pursuant to the immediately preceding paragraph, to the extent it reasonably 
determines necessary to bring the Accounts back into compliance with the 
Investment Guidelines or applicable laws, as the case may be. 

(d) In the course of selecting brokers, dealers, banks and intermediaries to effect 
transactions in respect of the Accounts, the Manager may negotiate such 
commissions, fees and other charges on behalf of the Client as the Manager shall 
deem to be commercially reasonable in the circumstances taking into account all 
such factors as it deems relevant, including the quality of research and other 
services made available to it (even if such services are not for the exclusive 
benefit of the Client) provided that such commissions, fees and other charges 
shall be subject to the approval of Client. It is understood that the costs of such 
services will not necessarily represent the lowest costs available and that the 
Manager is under no obligation to combine or arrange orders so as to obtain 
reduced charges. 

(e) Except as contemplated by Section 9 of this Agreement, the Manager shall not be 
responsible for any acts, omissions or errors of the Custodians or Executing 
Brokers in executing its trading instructions or otherwise. 
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4. Authority of the Manager. 

(a) Subject to the provisions of Sections 3(a), 305), 3(c), 3(d), 4(b), 4(e), 4(g) and 7 of 

this Agreement, the Investment Guidelines and any other investment restrictions 
or guidelines that may from time to time be communicated in writing by the 
Client (such provisions, the Investment Guidelines and such restrictions and 
guidelines, being the “Manager Restrictions”), the Manager shall have full 
discretion and authority, without obtaining the Client’s prior approval, to manage 
the investment and trading of the Accounts, and shall use its best efforts to 
increase the value of the Accounts. In furtherance of the foregoing, the Client 
hereby designates and appoints the Manager as its agent and attomey-in-fact, with 
full power and authority, subject to the Manager Restrictions, and without further 
approval of the Client (except as expressly provided herein or as may be required 
by law), to carry out the following with respect to the Accounts, in the name and 
on behalf of the Client: (i) to designate for execution and to execute any and all 
transactions related to securities (as that term is defined in the Securities Act of 
1933, as amended) and other Pamitted Securities; to make short-sales and to 
purchase and write options; and to obtain credit from the Custodians (or affiliates 
thereof) pursuant to the Prime Brokerage Agreements; (ii) to make ail decisions 
relating to the manner, method and timing of investment transactions, and to 
select brokers, subject to the terms of friis Agreement, for the execution, clearance 
and settlement of any transactions; (iii) to provide any clearing broker with such 
information regarding the Client as is necessary to enable such clearing broker to 
open and maintain an account for the benefit of the Client; (iv) to direct the 
Custodians to deliver Accounts Assets for the purpose of effecting transactions on 
a delivery versus payment basis, (v) to exercise or abstain from exercising any 
privilege or right (other than voting and consent rights, which are subject to the 
provisions of Section 4(g)) attaching to Accounts Assets, or to direct the 
Custodians with respect to any such privilege or right; (vi) to hold temporary cash 
balances in the Accounts, with interest thereon credited to the Accounts; (vii) to 
transfer any part of cash balances and securities or other property or financial 
positions (whether long or short) in one of the Accounts to the other Account, 
and (viii) to make and execute all such additional documents and to take all such 
other actions which the Manager reasonably considers necessary or advisable to 
carry out its duties hereunder, provided , however , that the Manager may not, 
except as otherwise provided herein, including subsection (iii) above, open 
securities accounts in the name of the Client. This power-of-attorney is a 
continuing power and shall remain in full force and effect until revoked by the 
Client in writing or subject to Section 13 hereof until this Agreement is 
terminated, but any such revocation shall not affect any transaction initiated prior 
to receipt of such notice of revocation. Notwithstanding the foregoing, (i) subject 
to paragraph A(iii) of the Investment Guidelines, the Client may, prior to 
execution, reject the purchase or sale of securities designated for execution by the 
Manager and (ii) the Manager shall not have the authority to retain any sub- 
advisors for the Client or the Accounts or invest Accounts Assets in any collective 
investment vehicle without the prior written consent of the Client. The Manager 
shall be permitted to effect transactions betw^n any of the Accounts and any 
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Other account for which the Manner acts as investment adviser. In connection 
with such transactions, the Manage may act as broker for, receive commercially 
reasonable commissions from, and have a potentially conflicting division of 
loyalties and respomibilities regarding both parties to such transactions. 

(b) Without the prior written consent of the Client (which may be given with respect 
to specific transactions or generic classes of transactions), the Manager shall not 
cause the Client or the Accounte to; 

(i) borrow or use other forms of leverage in excess of that permitted by or 
pursuant to the Investment (sidelines; 

(ii) make or give any indemnity, gu^antee, warranty or other contractual 
commitment with respect to the Accounts or the Accounts Assets (other 
than customary undertakings and commitments regarding settlement of 
trades and customary warranties as to ownership of Accounts Assets); or 

(iii) enter into any new agreement (or make any material change to any 
existing agreement) with any third party service provider, including 
brokers, dealers, banks and intermediaries to effect transactions in respect 
of the Accounts. 

(c) For the avoidance of doubt, it is agreed that any cash balances in the Accounts 
will accrue interest at the rate and pursuant to the terms provided under the Prime 
Brokerage Agreements. 

(d) The Manager further acknowledges its certain other duties and responsibilities set 
forth in Section 3.3 of the Prime Brokerage Agreements. 

(e) In the event that the Custodians determine that the limitation under Section C.3 to 
the Investment Guidelines is not complied with, the Manager shall sell, transfer, 
realize or otherwise deal with the Accounts Assets or the Collateral (as defined in 
the Prime Brokerage Agreements) standing to the credit of the Accounts, to the 
extent necessary for such limitation to be complied with as soon as reasonably 
practicable. 

(f) The Client represents that BCI and BSCL (or affiliates thereof) will provide 
within the Accounts, at all times, all of the credit (or, at the Client’s discretion, 
cash) that will be required to effect within the Accounts all of the transactions that 
are in compliance with the Investment Guidelines, and agrees to take, or cause to 
be taken, all actions and to do, or cause to be done, all things necessary to cause 
BCI and BSCL (or affiliates thereof) to provide within the Accounts such level of 
credit (or, at the Client’s discretion, cash) at all times. 

(g) At the direction (and only at the direaion) of Client, the Manager shall exercise 
voting or consent rights attaching to Accounts Assets and shall direct the 
Custodians with respect to any such rights. 
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5. Fees and Expenses. 

(a) For all of the Manager’s services hereunder, the Client agrees to pay to the 
Manager, in advance, $153,846.00 for each three month period, payable on the 
third Business Day aiter the Effective Date and on the same date of each third 
month to occur thereafter (or, if such day is not a Business Day, on the first 
succeeding Business Day). 

(b) All customary expenses incurred directly in connection with the transactions 
effected for positions held in the Accounts on behalf of the Client pursuant to this 
Agreement (including, without limitation, trading losses, custodial fees, brokerage 
commissions and income, withholding or transfer taxes) shall be debited or paid 
directly from the Accounts. The Manager shall not be obligated to advance any 
such expense provided that if Manager should choose to advance any such 
expense it shall be reimbursed out of funds in the Accounts and, to the extent 
there are insufficient funds in the Accounts, by the Client. Any such customary 
expenses attributable to the Client and one or more other accounts managed or 
advised by the Manager or any of its affiliates shall be allocated on an equitable 
basis among all such accounts. 

(c) Any expenses arising in connection with the Manner’s services to the Client, 
other than those specified above and the fees payable to the Manager, shall be 
reimbursed by Client. 

(d) It is understood that the fees and commissions that will be imposed pursuant to 
the Prime Brokerage Agreements in connection with transactions effected within 
the Accounts on behalf of the Client pursuant to this Agreement shall be as set 
forth in Annex B to this Agreement. 

6. Investments for the Accounts of Others. 

The Client understands and agrees that nothing herein shall restrict the ability of the 
Manager to engage in any transactions for its own account and for the account of other 
clients except as provided in Section 7. The Manager shall be under no obligation to 
account to the Client in respect of (or share with the Client or inform the Client of) any 
such transaction or any benefit received by the Manager from any such transaction 
(including, for the avoidance of doubt, management and/or incentive fees). 

7. Allocation of Opportunities. 

The Manager shall act in a fair and reasonable manner in allocating investment and 
trading opportunities between the Accounts and any other account over which the 
Manager or an affiliate exercises investment discretion (collectively with the Accounts, 
the “Renaissance Accounts”). In furtherance of the foregoing, the Manager may consider 
participation by the Accounts in all appropriate opportunities within the purpose and 
scope of the Accounts’ objectives, and the Manager may evaluate sucli factors as it 
considers relevant in determining whether a particular situation or strategy is suitable and 
feasible for the Accounts (which factors may, but need not, include the capital available 
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for investment at any pattiailar time, the nature of the opportunity in the context of the 
Accounts’ other positions at the time, the liquidity of the investment relative to the needs 
of the Accounts, the transaction ainj borrowing co^s involved and the tax consequences 
of the investment). When the Manago- determines that it would be appropriate for the 
Renaissance Accounts to participate in an investment opportunity, the Manager shall, to 
the extent practicable, execute orders on a basis which is equitable. 

8. Access to Information. 

(a) The Manager will arrange for the Client to be ftimished with confirmations for ail 
transactions for the Accounts. 

(b) Daily trades sheets with a summary of the day’s trades must be sent to the Client 
each day (in electronic or other written form) regardless of the activity in the 
Accounts. 

(c) Within three (3) Business Days after the end of each calendar month, the Manager 
shall transmit to the Client at its principal office a monthly valuation report stating 
as of the close of business on the last Business Day of such calendar month the 
value of Accounts Assets and any associated liabilities in the Accounts. 

(d) The Manager shall give immediate written notice to the Client in the event that 
none of Jim Simons, Henry Laufer, Peter Brown and Bob Mercer (the “Key 
Men”) remains actively involved in the daily supervision of transactions and 
positions in the Accounts. 

(e) The Manager shall furnish such information as the Client may reasonably request 
to monitor compliance with the Investment Guidelines, subject to the Manager’s 
fiduciary and legal obligations (including obligations having the force of law). 

(f) The Manager shall furnish the additional information required pursuant to this 
Agreement, subject to the Manager’s fiduciary and legal obligations (Including 
obligations having the force of law). 

(g) The Manager shall retain, for a period of at least two years, copies of any 
documents generated or received by the Manager in the ordinary course of 
business pertaining to the financial condition of the Accounts or to the 
compensation payable to the Manager under this Agreement. At the request of 
the Client, the Manager shall afford to the Client’s independent auditors 
reasonable access to such documents during customary business hours and shall 
permit the Client’s auditors to make copies thereof or extracts therefrom at the 
expense of the Client. 

(h) Promptly following termination of the Agreement, the Manager shall ftirnish to 
the Client a copy of all relevant documentation in the Manager’s possession 
concerning rights, privileges and obligations relating to any open Accounts 
positions at the time of such notice of termination. 
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9. Scope of Liabiiities. 

Notwithstanding anything to the contrary herein, the Manager shall not be liable to the 
Client for any act or omission in connection with the performance of the Manager’s 
services hereunder, other than as a r^lt of its (i) gross negligence, (ii) bad faith, (iii) 
material violation of applicable law or Ov) material breach of any of the terms of this 
Agreement (including the Investment Guidelines) unless such material breach occurred as 
a result of market events or market conditions beyond the control of the Manager 
notwithstanding the Manager’s good faith attempt to comply with the terms of this 
Agreement (including the Investment Guidelines). Nothing herein shall be constnied to 
limit the provisions of Section 3(c) alxjve. 

10. Agent. 

For all purposes of this Agreement, the Manager shall be an agent and not an employee 
of the Client and nothing in this Agreement shall be construed as making the Client a 
partner or co-venturer with the Manager or any of its affiliates or other clients. Except as 
provided in this Agreement, the Manage shall not have any authority to bind, obligate or 
represent the Client. 

11. Confidentiality. 

Subject to the Manager’s, the Client’s, the Custodian’s and Barclays Bank PLC’s 
respective duties to comply with any demand of any self-regulatoiy, regulatory, judicial 
or taxing authority having jurisdiction over it, or as necessary in dealing with trading 
counterparties for the Accounts, neither the Manager nor the Client shall disclose or use 
for any purpose unrelated to this Agreement, and each shall preserve the confidentiality 
of, all information pertaining to the Accounts, the terms of this Agreement, the 
Manager’s advice with respect to the Accounts and other non-public information 
furnished by the Manager to the Client or by the Client to the Manager, in either case, 
hereunder, and the Manager’s other actions in respect thereof; provided, however, that (i) 
the Manager’s composite performance record may include the results of the Accounts’ 
trading and (ii) Client and Manager may disclose such information to their respective 
lawyers, accountants or replacement investment manager under subsection 13(f) or 13(i) 
(or similar professional, but not a financial or investment advisor), on a “need-to-know” 
basis, in connection with advice directly related to the entry, operation or enforcement of 
this Agreement provided that such person agrees, in writing, not to disclose such 
information. Notwithstanding anything to the contrary herein, any party to this 
Agreement (and any employee, representative, or other agent of any party to this 
Agreement) may disclose to any and all persons, without limitation of any kind, the tax 
treatment and tax structure of the transactions contemplated herein and all materials of 
any kind (including opinions or other tax analyses) that are provided to it relating to such 
tax treatment and tax stnicture (but no other details regarding matters covered by this 
Agreement, including, without limitation, the identities of the parties). 
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12. Representations and Warranties. 

(a) Each of the parties to this Agreement hereby represents that it is duly authorized 
and empowered to exwaite, deliver and perform this Agreement and that such 
action does not conflict wth or violate any provision of law, rule or regulation, 
contract, deed of trust, or othCT instrumwit to which it is a party or to which any of 
its property is subject, and that this Agreement is a valid and binding obligation of 
such party, enforceable against it in accordance with its terms. 

(b) The Manager represents and covenants that it has and will maintain all necessary 
governmental and re^Iatory licenses, approvals and/or exemptions to provide the 
services contemplated herein and such memberships in self-regulatory 
organizations as may be required by law. 

(c) Client is not, and at all times during the term hereof shall not be, (i) an employee 
benefit plan (an “ERISA Plan”), as defined in Section 3(3) of the Employee 
Retirement Income Security Act of 1974, as amended (“ERISA”), subject to Title 
I of ERISA or Section 4975 of the Internal Revenue Code of 1986, as amended or 
(ii) a person acting on behalf of an ERISA Plan, and where the Client accepts 
ERISA Plan assets, the aggregate of the interests in the Client’s assets held by the 
employee benefit plans will always be less than the threshold at which the Client 
will be deemed to hold assets of an ERISA Plan. 

(d) Client represents and covenants that it is and will remain for the term of this 
Agreement a “qualified eligible person,” as such terra is defined in Rule 4.7 under 
the Commodity Exchange Act. Client hereby consents to the Accounts being 
treated as “exempt accounts” pursuant to the provisions of Rule 4,7. 

13. Termination. 

(a) This Agreement shall commence as of the Effective Date and shall continue in 
effect until the date on which the Agreement is terminated. 

(b) This Agreement shall be subject to termination by the Manager for any reason 
upon ten (10) Business Days prior written termination notice to the Client, and by 
the Client for any reason upon the later of (i) the sixtieth (60'*’) calendar day, and 
(ii) the twentieth (20”’) Exchange Business Day immediately following the date 
on which the Client delivers a prior written termination notice to the Manager, 

(c) The Client will have the right to terminate this agreement upon written notice to 
the Manager specifying the applicable grounds thereof; (i) for Cause (as defined 
below), or (ii) for Material Cause (as defined below), or (hi) upon a Change in 
Tax Law (as such term is defined in the ISDA Master Agreement - 
(Multicurrency - Cross Border)) effected by a U.S, federal taxing authority, 
materially and adversely affecting the Client’s interest in the Accounts managed 
under this Agreement, in each case at any time. This Agreement shall terminate 
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immediately after a written notice pursuant to subsection 13(c) above is delivered 
to the Manager, 

(d) “Cause” means with respect to the (i) a material violation of law, rule 

or regulation the violation of which would reasonably be related to an investment 
manager’s performance of or ability to perform its obligations under an 
investment management a^eeraent (“Applicable Law”), (ii) a material breach of 
this Agreement (other than the Inv^ment Guidelines), (iii) the loss of any 
material license or revocation or involuntary removal of any regulatory authority 
of the Manager for any reason, (iv) a violation by the Manager of the investment 
Guidelines, to the extent that such violation has not been cured within 5 Business 
Days, (v) a Termination Event or an Event of Default as defmed under the Prime 
Brokerage Agreements between the Client and the Custodians which causes 
liquidation of the Accounts’ positions, provided, however , that such Termination 
Event or Event of Default slmll not be permitted to have occurred unreasonably or 
in absence of the Client’s good feith, or (vi) any adversary proceeding is instituted 
against the Manager without its consent, seeking to adjudicate it bankrupt or 
insolvent, or seeking dissolution, liquidation, winding up, reorganization, 
arrangement, adjustment, protection, relief of debtors, or seeking the entry of any 
order or decree approving or ordering any such relief or the appointment of a 
receiver, trustee, custodian or other similar official for the Manager, or for any 
substantial part of its property, under any applicable bankruptcy or insolvency 
laws, and both (x)such proceeding has not been dismissed within 15 calendar 
days and (y) no such order or decree approving or ordering any such relief in such 
proceeding has been entered by the relevant court. 

(e) Upon Termination of this Agreement, whether pursuant to subsection 13(b) or 
13(c), the Manager, at the written request of the Client, shall conduct an orderly 
disposition of all Accounts positions (other than any positions that have been 
withdrawn from the Accounts following tennination), with the objective of 
minimizing market impact in preserving the remaining equity value of the 
Accounts using reasonable best efforts, given the market conditions existing at the 
time. Solely for the purpose of complying with such a request (but not for the 
purpose of making new purchases or commitments which are not intended to 
reduce risk with respect to Accounts Assets), the authority granted to the Manager 
hereunder shall remain in effect for the duration of any period during which the 
Manager is winding up the Accounts. Termination of this Agreement shall be 
without prejudice to the completion of transactions already initiated, The 
Manager shall make any individual identified in Section 8(d) hereof, who is 
employed by the Manager at that time, reasonably available to consult 
periodically with the Client regarding the disposition of remaining Accounts 
positions. Upon completion of such winding up of the Accounts, Client will 
promptly terminate the Prime Brokerage Agreements and the Accounts will be 
inactivated. 

(f) The Manager hereby acknowledges that in the event of Material Cause, the Client 
may elect in its sole discretion to (i) replace the Manager with another investment 
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manager with respect to the Accounts, which investment manager shall have all 
the rights and obligations of the Manner under this Agreement, or (ii) assume 
management of any of the Accounts. 

(g) Notwithstanding termination of this Agreement, (i) except as otherwise expressly 
provided herein, the provisions of this Agreement shall remain in effect for as 
long as any positions remain in die Accounts for disposition by the Manager or by 
Client pursuant to subsection 13(f) above and 13(h) below, and (ii) the provisions 
of Sections 9, 11, 18 and 19 hereof shall survive such termination and disposition 
of all Accounts positions. 

(h) “Material Cause” means with i^pect to the Manager (i) a material violation of 
Applicable Law which directly relates to and/or has a material effect on any of the 
Accounts, (ii) intentional misconduct or gross negligence, (iii) none of the Key 
Men is employed by the Manager, (iv) the Manager is prevented, for any reason, 
from effectively managing any of the Accounts, (v) the absolute value of L - S, as 
defined in the Investment Guidelines, is greater than $5,000 million, (vi) the value 
of L + S, as defined in the Investment Guidelines, is greater than $40,000 million, 
(vii) the Accounts Equity, as defined in the Investment Guidelines, is less than 
4.556% of L + S, (viii) the Net Sector Position, as defined in the Investment 
Guidelines, for Financials, Health and Technology is greater than 150% of 
Accounts Equity and for any other sector is greater than 125% of Accounts 
Equity, or the aggregate value of the three largest Net Sector Positions is greater 
than 300% of Accounts Equity, provided, however, that if such increase in the Net 
Sector Positions and/or aggregate value of the three largest Net Sector Positions is 
solely as a result of a change in the definitions in the US portion of the Global 
Barra model BIME2.1 then such increase shall not constitute Material Cause, (ix) 
the Accounts Equity is less than or equal to Seventy-Eight Million Five Hundred 
Thousand Dollars (USD 78,500,000), (x) any proceeding is instituted against the 
Manager, either by the Manager or any other party, with its consent, seeking to 
adjudicate it banloupt or insolvent, or seeking dissolution, liquidation, winding 
up, reorganization, arrangement, adjustment, protection, relief of debtors, or 
seeking the entry of any order or decree approving or ordering any such relief or 
the appointment of a receiver, trustee, custodian or other similar official for the 
Manager, or for any substantial part of its property, under any applicable 
bankruptcy or insolvency laws, or (xi) any proceeding is instituted against the 
Manager without its consent, seeking to adjudicate it bankrupt or insolvent, or 
seeking dissolution, liquidation, winding up, reorganization, arrangement, 
adjustment, protection, relief of debtors, or seeking the entry of any order or 
decree approving or ordering any such relief or the appointment of a receiver, 
trustee, custodian or other similar official for the Manager, or for any substantial 
part of its properly, and any such order or decree approving or ordering any such 
relief has been entered by the relevant court. Notwithstanding any other provision 
of this Agreement, the Client shall have the rights set forth in section 13(f) on the 
occurrence of any event that constitutes Material Cause. 
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(i) If (i) the Client replaces the Manage- with another investment manager with 
respect to any of the Accounts, or (ii) the Client otherwise assumes management 
of any of the Accounts and, in each case, unless otherwise agreed to in writing by 
the IVIanager (which for the avoidance of any doubt does not refer to any 
replacement manager appointed by the Client), the Client shall cause the 
commencement of a sale or an orderly liquidation and reduction to USD cash of 
the assets and financial positions (whether long or short and including Synthetic 
Positions) then credit^ to, included or deemed included within the Accounts 
Upon completion of such winding up of the Accounts, Client will promptly 
terminate the Prime Brokerage Agreements and the Accounts will be inactivated. 

14. Certain Definitions. 

(a) “Business Day” means any day on which banks are open for business in New 
York City. 

(b) “Exchange” means each exchange or quotation system, if any, which constitutes 
with respect to any of the Designated Positions, the principal exchange or 
quotation system on which such Designated Position is actively traded, as 
reasonably determined by the Client, 

(c) “Exchange Business Day” means any day that is (or, but for the occurrence of a 
Trading Suspension would have been) a trading day on each Exchange other than 
a day on which trading on any such Exchange is scheduled to close prior to its 
regular weekday closing time. 

(d) “Trading Suspension” means, with respect to any security, a suspension of trading 
(by reason of movements in price exceeding limits permitted by the relevant 
Exchange or otherwise) on the relevant Exchange for a period of more than one 
(1) hour. 

15. Notices. 

Any communications or notices provided for in this Agreement shall be sent to the 

Manager and to the Client in writing to the following addresses, or to such other 

addresses as the parties may direct by written notice hereunder: 

If to the Manager: 


Renaissance Technologies Corporation 
800 Third Avenue 
New York, NY 10022 


Attention: 

Telephone: 

Telecopier: 

E-mail: 

OHS East:160182098.4 
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(212) 486-6780 
(212) 758-7136 
siiber@rentec.com 
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with copies to: 

jrowen@rentec.com 

caria@rentec. com 

mercer@rentec,com 

mikeo@rentec-com 

tkems^entec.com 


■with a copy to: 

Renaissance Technologies Corporation 

600 Route 25A 

East Setauket, NY 11733 


Attention; 

Telephone 

Telecopier: 

E-mail; 

If to the Client: 


Peter Brown 

(631)444-7010 
(631) 689-4495 
peter@rentec. com 


Palomino Limited 

c/o Barclays Bank PLC, New York Branch 

200 Park Avenue 

New York, New York 10166 

Attention: John Stracquadanio 

Telephone; (212) 412-2180 
Telecopier: (212)412-7463 

E-mail: john.stracquadanio@barclayscapitaI.com 

with copies to: 

marty.malloy@barc1ayscapital.com 
lauren.malafronte@ barclayscapital.com 


All communications or notices sent to the addresses or telecommunication numbers 
provided above (or as otherwise directed by the parties by notice hereunder) shall be 
deemed to have been duly given on the applicable date referred to below unless such date 
is not a Business Day, in which case, it shall be deemed to have been duly given on the 
next Business Day; (i) the date of receipt if delivered by hand; (ii) the date five (5) 
Business Days after posting if transmitted by first class mail, postage prepaid; (iii) the 
date of receipt if transmitted by telecopier or electronic mail; or (iv) the date one (1) 
Business Day after delivery to an internationally recognized courier service, whichever 
shall first occur. 
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16. Assignment. 

This Agreement may not be assi^ai, nor may any obligations hereunder be transferred 
or delegated, by either party without the prior written consent of the other party. 

17. Modification; Waiver. 

Except as otherwise expressly provided ho'em, this Agreement shall not be supplemented 
or tended, nor shall any provision of this Agreement be considered modified or waived, 
unless evidenced by a writing signed by both p^es. 

18. Governing Law. 

(a) This Agreement shall be govomed by and construed in accordance with the laws 
of the State of New York. 

(b) All transactions for the Accounts shall be subject to ail applicable rules, 
regulations and customs of any exchange or market and its clearinghouse on 
which transactions are executed and to all applicable government acts or statutes 
and to the rules and regulations thereunder. Except as expressly provided herein 
to the contrary, the Manager shall not be liable to the Client as a result of any 
actions taken to comply with such rules, regulations or customs. 

19. Consent to Jurisdiction; Arbitration. 

The parties hereto agree that any action or proceeding arising directly or indirectly in 
connection with, out of, related to or from this Agreement, any breach hereof or any 
transaction covered hereby, shall be resolved, whether by arbitration or otherwise, within 
the County of New York, City ofNew York and State of New York, Accordingly, the 
parties consent and submit to the jurisdiction of the federal and state courts and any 
applicable arbitral body located within the County ofNew York, City ofNew York and 
State ofNew York, The parties further agree that any such action or proceeding brought 
by either party to enforce any right, assert any claim or obtain any relief whatsoever in 
connection with this Agreement shall be brought by such party exclusively in federal or 
state courts, or, if appropriate, before any applicable arbitral body, located within the 
County ofNew York, City ofNew York and State ofNew York, 

The Client hereby irrevocably appoints Barclays Bank PLC, New York Branch, at 200 
Park Avenue, New York, NY 10166, to receive, for it and on its behalf, service of 
process in any proceedings. 


20. Client Receipt of Manager’s Brochure. 

The Client hereby acknowledges receipt of the Manager’s current Form ADV Part II or 
brochure statement in lieu thereof 
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PURSUANT TO AN EXEMPTION FROM THE COMMODITY FUTURES TRADING 
COMMISSION IN CONNECTION WITH ACCOUNTS OF QUALIFIED ELIGIBLE 
PERSONS, THIS ACCOUNT DOCUMENT IS NOT REQUIRED TO BE, AND HAS 
NOT BEEN, FE^ED WITH THE COMMISSION. THE COMMODITY FUTURES 
TRADING COMMISSION DOES NOT PASS UPON THE MERITS OF 
PARTICIPATING IN A TRADING PROGRAM OR UPON THE ADEQUACY OR 
ACCURACY OF COMMODITY TRADING ADVISOR DISCLOSURE, 
CONSEQUENTLY, THE COMMODITY FUTURES TRADING COMMISSION HAS 
NOT REVIEWED OR APPROVED THIS TRADING PROGRAM OR THIS 
ACCOUNT DOCU'MENT. 


[Signature page foliows] 
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Kindly confirm that this Agreement accurately reflects our entire understanding by 
signing and returning a counterp^ of this letter. 

Very truly yours, 


PALOMINO LIMITEB 


Name: 

Title; 


Confirmed of the Effective Date: 


RENAISSANCE TECHNOLOGIES CORPORATION 


Name: 

Title; 
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Annex A 

Investment Guidelitjes 


A. Permitted Investments : 

The Accounts shall consist solely of; 

(i) Cash; 

(ii) Long and short positions in shares of stock, equity securities, American 
depository receipts, global depository receipts and similar equity-related 
financial instruments, and oth^ derivative and financial positions as may 
be agreed upon by the Client and the Manager from time to time, actively 
traded in the countries listed below or in any other countries as may be 
permitted by the Client and the Custodians from time to time upon the 
recommendation of the Manager (collectively, and together with 
derivatives and other financial positions authorized pursuant to Section 
A(iv) hereof, ‘Termitted Securities” and “Permitted Equity Markets”, 
respectively); 


Argentina 

Norway 

Australia 

Philippines 

Austria 

Portugal 

Belgium 

Russia 

Brazil 

Singapore 

Canada 

South Africa 

Denmark 

South Korea 

Finland 

Spain 

France 

Sweden 

Germany 

Switzerland 

Hong Kong 

Taiwan 

Indonesia 

Thailand 

Ireland 

Turkey 

Italy 

United Kingdom 

Japan 

United States; 

Malaysia 


Mexico 


Netherlands 


New Zealand 



(iii) Any transaction that the Manager designates for execution in accordance 
with these Investment Guidelines and that is not timely executed, or is not 
executed, for any reason or for no reason whatsoever, will be treated, for 
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purposes of this Agreement, as if it were actually timely executed in 
accordance with ^ch designation of the Manager and, therefore, (i) any 
stock, securities and other financial positions (whether long or short) that 
would have been credited to or included in the Accounts if such 
transaction were actually timely executed in accordance with such 
designation of the Manager will be treated as included in the Reference 
Positions Accmint as of the date {and time) designated by the Manager for 
the execution of the relevant transaction (a “Synthetic Position”) and will 
be treated as disposed of or otherwise terminated on the day (and time) so 
designated by the hfenager, as applicable; (ii) any stock, securities and 
other financial positions (whether long or short) that would have been 
disposed of or otherwise terminated if such transaction were actually 
timely executed in accordance with such designation of the Manager shall 
be treated as if actually di^sed of or otherwise terminated, and excluded 
from the relevant Account, on the day (and time) so designated by the 
Manager; and (iii) any dividend, interest or any other income that would 
have been received or accraed on or in respect of Synthetic Positions if 
such transaction were actually timely executed in accordance with such 
designation of the Manager will be credited to the relevant Account in 
which such transaction would have been executed. 

(iv) Other derivatives and financial positions substantially relating or referring, 
directly or indirectly, to Permitted Securities, as may be agreed upon by 
the Manager and the Client in writing from time to time, which Permitted 
Securities so designated shall be deemed included in the Reference 
Positions Accounts for all purposes. 

B. Position Limits : 

The limitations set forth below shall apply to the aggregate position or positions, as 
applicable, credited to, included or deemed included in the Accounts. 

1. The value of the aggregate position in any security, on any day that is a trading 
day on the principal exchange on which such relevant security is traded (a “Trading Day”), 
determined at the close of trading on such Trading Day, will not exceed the lesser of : 

(i) The greater of (A) 3 (three) times the arithmetic mean of the Daily 
Trading Volumes (as defined below) during the first 10 Trading Days immediately preceding 
such day in the relevant security and in other related securities of the same issuer, and (B) 5% of 
the Accounts Equity, as defined below; 

(ii) 1.5% (or such greater percentage as notified by the Client to the Manager 
from time to time) of the value of the total outstanding shares of stock and otlier related 
securities of the issuer of the relevant security; and 

(iii) 55% of Accounts Equity. 
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For purposes of this Section B.l, the t&m Daily Trading Volume shat! mean, with respect 
to any security and any Trading Day, the product of (A) the number of such securities traded on 
such Trading Day, multiplied by (B) the corresponding closing price for such security on such 
Trading Day, 

2. The total value of the long positions in any security of an issuer with a ticker 
symbol listed on Schedule 1 attached hereto (as it may be amended from time to time by mutual 
agreement of the p^ies) shall not exceed on any day 1.5% of the value of the outstanding units 
of such security. The total value of the long positions in securities of all issuers with sedol 
codes listed on Schedule 1 attached hereto (as it may be amended from time to time by mutual 
agreement of the parties) shall not exceed on any day GBP 350 million, 

3 , No positions (whether long or short) in securities issued by Barclays Bank PLC or 
its affiliates, as listed in Annex A, Schedule 2 attached hereto, will be included in the Accounts, 
Client will be responsible for advising the Manager of any changes to the list of securities issued 
by Barclays Bank PLC or its affiliates which can not be traded, 

4. Client will be responsible for advising the Manager, on a daily basis, in an 
electronic format that is accessible by the Manager, of any securities that are restricted to (i) 
liquidation only or (ii) no change in the current position, as listed by security and one of ISIN, 
SEDOL or CUSIP, 

5, No positions that consist of equity in pass-through entities (for U.S, tax purposes), 
including passive foreign investment companies (as defined in Section 1297 of the Internal 
Revenue Code of 1986, as amended), listed (by security and ticker symbol) in Annex A, 
Schedule 3, will be included in the Accounts. Client will be responsible for advising the 
Manager, on a daily basis, of any changes to Annex A, Schedule 3, in an electronic format that is 
accessible by the Manager. Any additions to the list will cause the Manager to liquidate any 
positions in a reasonable period of time, as determined by the Manager in its sole discretion, 

C. Trading Limits : 

1. Ail borrowing, financing, or other leveraging transaction will be effected within 
the Accounts only with the Custodians (or any Affiliate thereof) pursuant to the Prime Brokerage 
Agreements (or any successor thereto). 

2. The value of L plus S, each as defined below, shall not at any time exceed USD 

35.000 million. 

3. The Accounts Equity, as defined below, shall at no time be less than, the greater 
of (i) 5% of the sura of L plus S or (ii) the sum of (A) 2.7778% of the sum of L plus S plus (B) 
the product of 0. 1 1 1 1% of the sum of L plus S multiplied by the sum of L plus S divided by USD 

1.000 million, or (iii) the sum of (A) 1.8521% of the sum of L plus S plus (B) the product of 
0.1157% of the sum of L plus S multiplied by the sum of L plus S divided by USD 1,000 million 
plus (C) 23.1479% of the absolute value of the difference of L minus S, less (D) the product of 
0. 1 1 57% of the sum of L plus S multiplied by the absolute value of the difference of L minus S 
divided by USD 1,000 million. 
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4, The absolute value of the diff^ence of L minus S, each as defined below, shall 
not at any time exceed USD 4,000 million. 

For the purposes of this Annex A, 

“L” means, at any time, the sum of the absolute values of ail long 
positions credited to, included or deemed included within the Accounts. 

“S” means, at any time, the sum of the absolute values of all short 
positions credited to, included or deemed included within the Accounts. 

“Accounts Equity” means the of (i) USD 785 million, plus (ii) the cumulative profits, 
whether realized or unrealized, in respect of Permitted Securities, Synthetic Positions and other 
financial positions (whether long or short), credited to, included or deemed included within the 
Accounts at any time (“Accounts Positions”), minus (Hi) the cumulative losses, whether realized 
or unrealized, in respect of Accounts Positions included in the Accounts at such time, minus (iv) 
the amount of any net profits withdrawn from the Accounts by the Client with the consent of the 
Manager . 

D. Sector Limits : 

1 . For each sector, the sum of (a) the absolute value of all long positions plus (b) the absolute 
value of all short positions, in each case credited to, included or deemed included within the 
Accounts which relate to one particular sector (a “Gross Sector Position”) shall not exceed 
27% of the sum of L plus S. 

2. Subject to Section D.l. above, if any individual Gross Sector Position exceeds 23% of the 
sum of L plus S, then no other (3ross Sector Position shall exceed 17% of the sum of L plus 
S. If the largest Gross Sector Position is less than or equal to 23% of the sum of L plus S, 
then each other Gross Sector Position shall not exceed 23% of the sum ofL plus S, 

3. For each sector, the absolute value of the difference of (a) tlie absolute value of any long 
positions credited to, included or deemed included within the Accounts that relate to such 
sector minus (b) the absolute value of any shon positions credited to, included or deemed 
included within the Accounts that relate to such sector (a “Net Sector Position”) shall not 
exceed 1 00% of the Accounts Equity. 

4. Subject to D.3. above, the aggregate value of the three largest Net Sector Positions shall not 
exceed 200% of Accounts Equity, and the aggregate value of the five largest Net Sector 
Positions shall not exceed 250% of Accounts Equity. 

For purposes of this section, the definitions in the US portion of the Global Barra model 
BIMiE2. 1 shall be used to identify which positions belong to which “sector”. Each position 
shall first be assigned to the single “industry” within its local market to which it has the 
highest exposure according to the Barra risk matrix and, in the case of non-U.S, securities, 
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further mapped to one industry in the Barra USE3L Model. If a position is equally exposed to 
2 or more industries and the amount of aich expoaires is higher than any other exposure for 
such position, then the position shall belong to flie industry that ranks first alphabetically. 
Once identified with an industry, the position shall belong to the sector associated with that 
industry in the US portion of the Global Barra model BIME2. 1 . 


E, Legal Limits : 

Ail transactions will comply with applicable Jaws and regulations. The Manager shall, not be 
in breach of these Investment Guidelines in respect of any law or regulation if Manager could 
not reasonably foresee, and Client has not notified Manager in writing, that such law or 
regulation would be applicable to Client. 

F. General Strategy : Long/Short Statistical Arbitrage 
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SCHEDULE I 

The parties agree that the ticker symbols listed below comprise Annex A, Schedule 1 to the 
Amended and Restated Investment Ivfanagement Agreement between Palomino Limited and 
Renaissance Technologies Corporation dt^ed Kfech 13, 2007 and replace any prior agreement 
related to the same subject matter. 
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From: 

Sent: 

To: 

CC: 

Subject: 

Attachments: 


Kiaell, Robert W: CFG Mgmt (NYK) </o=4ffiw/cni=^isa/a«ecjpiects/cn=kitteIlr> 

The Apr 21 2009 13:14:31 EDT 

Nicholson, Jc&n C: Markets (NYK) </o=4ttw/oo:^isa/cB=TecifBeDts/cD=nichojoh> 

Fer^.a, John: Markets (NYK) <A>=4)Zw/oo=QSa/aJs^recij^{s/cn=feracajo>;Coghlan, John: Markets (NYK) 
</c^bzw/oii=usa/cn=rccipients/cn=co^lai^;Mailoy, Marty: CFG Mgmt (NYK) 
</o=bzw/cft3=usa/cn=recipieotsycn=mark«s/co=3nalk>yni> 

RE: June Balance sheet targets 


Importance: Normal 
Priority; Normal 

Sensitivity: None 

John, 

Spoke with Marty. He is expecting to hear back from Rentec any day on this. Accounting has given approval 
of the treatment, but has asked for a sign-off from the client (accounting is trying to protect against us 
changing our mind and reconsolidating at a later date). Rentec wasn't comfortable with directly signing off on 
the deconsolidation, as they didn’t view this to be their problem. They are now considering a proposal to 
include some new language in their investment management document which would require them to sign off 
should we seek to reconsolidate at a later date. We hope that this will satisfy both sides and that we can get 
this done by month-end. 

Will keep you posted on any developments. 

-Rob 


From: Nicholson, John C: Markets (NYK) 
Sent: Tuesday, April 21, 2009 6:32 AM 
To: KitteE, Robert W: CFG Mgmt (NYK) 
Subject: Re: June Balance sheet targets 


Did palomino get deconsolidated? 


From: Kittell, Robert W: CFG Mgmt (NYK) 
To: Nicholson, John C: Markets (NYK) 
Sent* Tue Apr 21 06:07:18 2009 
Subject: Re: Jime Balance sheet targets 


I will take a shot at laying something out for you to look at on Thunday. 


From: Nicholson, John C: M^kets (NYK) 
To; KitteE, Robert W: CFG Mgmt (NYK) 


Permanent Subcommittee on Investigations 
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Sent: Tue Apr 21 03:55:56 2009 
Subject: FW: June Balance sheet targets 


Rob, 

We will need to prioritize how to get there. 
John 


From: Nagpal, Ajay: Markets (NYK) 

Sent: 20 April 2009 20:19 

To: Coghlan, John; Maricets (NYK); Dauhajre, Munin Sales (NYK); Malloy, Marty: CFG Mgmt (NYK); 
McBryan, John N: CFG Mgmt (NYK); Nagpal, Ajay; Markets (NYK); Stack, Tim: Futures (LDN); 
Tuckman, Bruce: Markets (NYK); Lohuis, David W: Markets (NYK); Webb, Michael A: Markets (NYK); 
Luglio, Thomas: Sales (NYK); Hodge, Alasdair. CKJ Mgmt (LDN); Nicholson, John C; Markets (NYK); 
Maloney, Walter G; Markets (NYK); Hurley, Janet T: Markets (NYK); Logozzo, Joseph: Markets (NYK); 
Mannan, Sadat: Equity Finance (LDN); Yang, Angus: Markets (TKY); Rozen, Brian: Markets (LDN); 
Kitten, Robert W: CFG Mgmt (NWK) 

Subject: June Balance sheet targets 

June balance sheet targets are 

FID repo: 40.3 
Eq Fin; 30.6 
Futures: 8.5 


Ajay 
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From; 

Sent: 

To: 

CC: 

Subject: 

Attachments; 


Shah, Ahhinav: Barclay Coital (NYK) </o=^sm/ca=tsampt/cif=rccip\cnts/cn~exchmgt recipiente/c 0 :=shahab> 
Ihu Apr23 2009 20:41:51 EDT 

McSweeney, Louise; Finance (LDN) <^o=:tew/oo=eiin^>e/cn*I<fai ^ users/cn=usei^/cn=mcsweeDl> 

Wade, Graham: Barclays Capital <NYK) </o^> 2 w/ou=earope/cD=recipieQts/cn=exchaage 
recipiente/cn=wadeg>:Constant, Sitmm: Bambys C^tal (NYK) </o=:bzw/ou=europe/cn=Idn ad 
users/cn=users/co=constans> 

Colt 

Fblomino Memo for PwC_Drafl 23 A|St 1 2009.doc;Paloinino Memo for PwC_Draft 23 April 2009 [Clean ].doc 


Importance: Normal 
Priority; Normal 

Sensitivity: None 


Louise 


Marty Malloy spoke with RenTec today and they have indicated that they are fine widi the proposal in 
principle, although they apparently mentioned that their tax counsel wotjd also be putting together a letter 
agreement of some kind for us to review in the next couple of days. Not clear at this stage what it will 
contain. 

However, given the movement in the ri^t direction, please find attached a draft of the paper for PwC (clean 
and blackliie against that last seen by you, although I would read the clean since blackline looks like 
everything has been changed as a result of moving sections around). We are still waiting on information from 
Prime Services to complete the analysis, but we will chase them tomorrow (Simon, please can you follow up 

with them?). 

1 am away for a couple of weeks from Monday, but Simon will be around, so please follow up with him in 
my absence. Obviously happy to discuss tomorrow if you get time to look at the paper. 

Regards. 

Ab 


Abhinav Shah 1 BARCLAYS CAPITAL 

745 Seventh Avenue i 6th Hoor I New Yo rk, NY 10019 • • Redacted by the Permanent 

P: +1 212 526 0060 I F: 4-1 212 412 56S1 Subcommittee on Invesiigaltons 

E-mail: abhinav.shah@ban:ap.com ' 

IRS Circular 230 Disclaimer: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
us^ by you for the purpose of avoiding tax penalties, (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your particular 
circumstances from an independent tax advisor. 
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From: 

Sent: 

To; 

CC; 

Subject: 

Attachments: 


Malloy, Marty: CFG Mgmt (NYK) <fo=^>zw/o®:nsa/cn=«ctpia!ts/cn=markets/cn=malloym> 

Hiu Apr 30 2009 22:35:13 EDT 

Constant, Simon: Barclays Coital (NYK) <fo=bzw/ott=«irope/cn=!dn ad usere/cn=users/cn=ccKistans>; W^e, 
Graham: Barclays Capital (NYK) <(<y=4>zw/oo=ieiirc^>^cD=q‘e ci pieois/cn=exchaage recipients/cn=wadeg> 

FW: F^omino letter 

NY-#1237596-v2-RenaissanceBarclaysJR<wra3vaskHi.It-2.DOC 


Importance: Normal 
ftiority: Normal 

Sensitivity: None 


copy of the letter 

thaiiks 

Marty 

Original Message 

From: JimRowen [mailto:jrowen@rcntec.com] 
Sent; 01 May, 2009 5:49 AM 
To; Malloy, Marty: CFG Mgmt (NYK) 
Subject: Palomino letter 


Marty 

Please find attached a letter highlighting our concerns and representations that Renaissance would like 
Barclays to make in connection widi die changes you are contemplating for Palomino. 

Please let me know your thoughts. 

Regards 

Jim 


James S. Rowen 

Chief Operating Officer 

Renaissance Technologies LLC 

800 Third Avenue 

New York, New York 10022-7604 

212-829-4492 
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April 29, 2009 


Mr, Martin Malloy 
Managing Director 

Barclays Bank PLC, New York Branch 
745 7th Avenue, 6th Floor 
New York, NY 10019 

Re: Palomino Limited 


Dear Marty; 

This letter refers to our rec^ discussions regarding Palomino Limited 
("Palomino") and the Investment Management Agreement between Renaissance Technologies 
LLC ("Renaissance"), as Manager, and Palomino, as Client, effective as of 13 June 2008, as 
restated, amended or modified by the parties thereto from time to time (the "Investment 
Management Agreement").^ 

You have advised us that certain amendments to Palomino's Amended and 
Restated Memorandum of Association and Amended and Restated Articles of Association (the 
"Memorandum and Articles of Association") are under consideration. We note that the rights of 
Palomino’s owners to amend its Memorandum and Articles of Association are subject to foil 
compliance with, and the due performance of, the obligations of Palomino under the Investment 
Management Agreement and the obligations of Barclays under any agreements with Renrissance 
or with any entities for which Renaissance is the investment manager or investment advisor.^ 

We would ask that you confirm that nothing in any amendment or modification to 
the Memorandum and Articles of Association of Palomino that may be adopted will; 


’ Capitalized tenns not defined herein have the meanings ascnbed to them in the Investment Management 
Agreement or the ISDA Master Agreement (as hereinafter d^ned) or the Confiimations (as hereinafter defined). 

’ , Barclays has entered into the ISDA Master Agreement dated as of October 1, 2004 between Barclays, as 

Pa:^ A, and Badger Holdings L.P., as Party B, as amended and supplemented from time to time (the "ISDA Master 
Agreement"), and into various letter agreements (each, a "(3onfin^on") between Party A and Party B, each of 
which Confirmations supplements, forms part of and is subject to &e ISDA Master Agreement 
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April 29, 2009 
Page [APG] 


0) 


00 


(iii) 


(iv) 


CONFIDENTIAL & PROPRIETARY 


affect adversely the ability of Palomino or Barclays to folly 
comply with and duly perform any of its covenants or 
obligations und«- the Investment M^agement Agreement (in 
the case of Palomino) or under the ISDA Master A^eement or 
any Confirmation (in the case of Barclays) , 

cause any r^resentation or warranty by Palomino under the 
Investment Management Agreement or by Barclays under the 
ISDA Ma^er A^eement or any Confirmation to fail to be hue 
and accurate in aD material respects, 

restrict the rights or powers of Palomino pursuant to the 
Investment Management Agreement (x) to reject any purchase 
or sale of securities designated for execution by the Manager, 
(y) in the case of a rejected sale, to continue to own such 
securities, or (z) to sell any securities it may own without a 
direction from the Manager, or 

cause the exercise by Palomino of any such rights or powers to 
conflict with or violate any provision of law, rule or regulation, 
contract, deed or irast or other instrument to which it is a party 
or to which any of its property is subject. 
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April 29, 2009 
Page [APG] 


If you acknowledge the forgoing, please sign and return one copy of this letter, 
which will constitute your confirmation with respect to the subject matter hereof. 


Vay truly yours, 

RENAISSANCE TECHNOLOGIES LLC 


By: 

Name; Mark Silber 
Title: Vice President 


Acknowledged and Confirmed 
this day of May 2009; 

BARCLAYS BANK PLC, NEW YORK BRANCH 


Name; 

Title: 
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From: 

Sent; 

To: 

CC: 

Subject; 

Attachments: 


Shah, Abhinav: Barclays Capital (NYK) <^bzw/cw^in^)e/co=recipients/co=exchange recip3ents/cij=shahab> 
Tue May 122009 12:01:32 EDT 

Constant, Simon: Barclays Coital {>r5fK5<fo=bzw/oo==eiirt^ar=ldn ad users/cn=users/cn=constans> 

Malloy, Marty: CFG Mgmt (NYK) </o=^JZw/cHi=usafcn=rec^eats/cD=inarkets/cn=maljQyni>;S5ddiq, Nizam: 
Barclays Capital (NYK) </o=tew/ou=usa/cn=aykad usm/C3i=usas/cn=siddiqn>;Wade, Graham: Barclays 
Capital (NYK) </o=bzwyoy=eun^>e/cn=TO^aits/cii=exchangerecipients/cn=wadeg> 

RE: 


Importance; Normal 
Priority: Normal 

Sensitivity; None 

Simon 


Please can yon set up a call with Ed Cohen and Sharad for tomorrow if possible. If you need Ed's email, let 
me know. 


Regards. 

Ab 


Abhinav Shah I BARCLAYS CAPITAL 
745 Seventh Avenue ! 6th Floor 1 New Yo rk, NY 10019 
P: +1 212 526 0060 1 F; 4-1 212 412 5681 !■■■■ 
E-mail; abhinav.shah@barcap.com 


>» Redacted by the Perbaneht 

Sabcoismittee on Investigations 


IRS Circular 230 Disclaimer: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties, (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your particular 
circumstances from an independent tax advisor. 


— Original Message — 

From: Malloy, Marty: CFG Mgmt (NYK) 

Sent: 12 May 2009 11:59 

To: Shah, Abhinav: Barclays Capital (NYK); Constant, Simon: Barclays Capital (NYK); Siddiq, Nizam: 
Barclays Capital (NYK) 

Subject; FW: 

Jim is OK for you guys to contact Ed directly .. Please let m taiow how you get on 

Thanks 

Marty 


Original Message 

From; Jim Rowen [mailto:jrowen@rentec.com] 
Sent: Tuesday, May 12, 2009 11:54 AM 
To: Malloy, Marty: CFG Mgmt (NYK) 

Subject: Re: 


CONFIDENTIAL & PROPRIETARY 


Permanent Subcommittee on Investigations 


EXHIBIT #49 


BARCLAYS-PSl-285585 





639 


Please give Ed a call, he is aware that yoa will call. Hope you are well 
Original Message 

From: Marty.MalIoy@barclayscapital.com <Marty.MaUoy@barclayscapital.com> 
To: jroweii@rentec,com <growen@rentec.com> 

Sent: TueMay 12 11:34:44 2009 
Subject: 

Hi Jim 


My guys have some comments on the letter and would like to discuss with our lawyers and Ed. Happy to set 
up a call with Ed and company but wanted to see how you thought it best to get this done .. 

Via you or have them speak directly. Please let me know your fltoughts 


Thanks 

Marty 



Redacted by the Permanent 

Sabcominitfee on Invcstigatioia 


This e-mail may contain information that is confidential, privileged or otherwise protected from disclosure. If 
you are not an intended recipient of this e-mail, do not duplicate or redistribute it by any means. Please delete 
it and any attachments and notify the sender ttiat you have received it in error. Unless specifically indicated, 
this e-mail is not an offer to buy or sell or a solicitation to buy or sell any securities, investment products or 
other financial product or service, an official confirmation of any transaction, or an official statement of 
Barclays. Any views or opinions presented are solely those of the author and do not necessarily represent 
those of Barclays. This e-mail is subject to terms available at the following link: 
v/ww.barcap.com/emaildisclaimer. By messaging with Barclays you consent to the foregoing. Barclays 
Capital is the investment banking division of Barclays Bank PLC, a company registered in England (number 
1026167) with its registered office at 1 Churchill Place, London, E14 
This email may relate to or be sent from other members of the Barclays Group. 
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From: Shah, Abhinav: Barclays Capital <NYK) </o=bzw/ou=eiirope/cn=recipienLs/cn=«xcbange recipients/cn=shahab> 

Sent: Fri May 29 2009 11:27:06 EDT 

To: Malloy, Marty: CFG Mgrnt (NYK) </o=bzw/ou=tisa/cB=recipients/ca=inarkets/cn=maIioym> 

CC: Wade, Graham: Barclays Capital (NYK) </o=*zw/oiP=europe/cn=recipients/cn=exchange recipients/cn=wadeg> 

Subject: FW: Palamino to PwC 20/5/09 

Attachments: ecbIank.gif;graycol.gsf 

importance: Normal 

ftiority; Ncamal 

Sensitivity: None 

PwC have signed off, bat we should discuss the point I raised with you yesterday when Graham has returned. 


Abhinav Shah I BARCLAYS CAPITAL 
745 Seventh Avenue t 6th Floor I New York, 

P: +1 212 526 0060 1 F: +1 212 412 5681 I C: 

E-mail: abhinav.shah@barcap.com 

IRS Circular 230 Disclaimer: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties, (rr) this cormnunication was written to support the 
promotion or marketing of the matters addressed herein, (Hi) you should seek advice based on your particular 
circumstances from an independent tax advisor. 


From: robert.konowalchuk@uk.pwc.com [mailto:robert.konowaIchuk@uk.pwc.com) 

Sent: 29 May 2009 1 1:23 

To: McSweeney, Louise: Finance (LDN) 

Cc; Shah, Abhinav: Barclays Capital (NYK); Wade, Graham: Barclays Capital (NYK); 
scott.s.berryman@uk.pwc.com; Constant, Simon: Barclays Capital (NYK) 

Subject: RE; Palamino to PwC 20/5/09 


Louise, 

Scott and I have discussed, and based on your paper and follow up conversations we have had (with you and 
Ab), we agree with your analysis, to particular, the restriction of the activities via the articles amendment, 
and the IMA make Palomino a SPE, set up for the benefit of Renaissance, who are exposed to the majority of 
risks and rewards, to forming this conclusion, we focused on the contractual payments and sharing of risks 
and rewards in various gain and loss scenarios, the most extreme of which is the manifestation of 'gap risk' to 
Barclays which appears to be remote (as quantitatively demonstrated in your paper). The remoteness of the 
risk of loss to Barclays is supported by critical features of the agreement including the trading parameters, the 
trigger points at which Barclays can control a wind-down, the ability to adjust the call premium such that if 
losses are incurred, more funds arc injected, and the involvement of market risk in setting these parameters. 

Regards, 
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Rob Konowalchuk I 

Senior Manager, Banking and Capital Maikets ^ 

pwc Hay’s Galleria, 1 Hay’s Lane, London, SEl 2RD, United Kinsdom 
Tel; +44(0)2 0 7212 2410 
Mob: 1 


: Redacted by the Permanent 

Subcommittte on Invesngations j 


anent 

stigations 


Fax: +44(0)20 7804 1001 

Email: <maiito:robert.konowalchuk@uk.pwc.com> robert.konowalchuk@uk.pwc.com 


PA: Sharon Robinson, +44(0)20 7213 3726, sharon.m.robinson@uk,pwc.com 


<Louise.McSweeney@barclayscapital.com> 


<Louise.McSweeney@barclayscapital.coin> 
29/05/2009 15:19 


Action (To) 

Scott S BeiTyman/UK/ABAS/PwC@EMEA-UK, Robert KonowalchukAJK/ABAS/PwC@EMEA-UK 

Information (cc) 

<Graham.Wade@barclayscapital.com>, <Abhinav.Shah@barciayscapital.com>, 
<Simon.Constant@barclayscapital.com> 

Subject 

RE: Palamino to PwC 20/5/09 

Rob - do you have Scott and your conclusions for us please? 

ITianks 

krl 
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> 

> From: McSweeney, Louise: Finance (LDN) 

> Sent: 20 May 2009 09:24 

>To: ’scott.s.berryman@uk.pwc.com’; 'robert.konowalchuk@uk.pwc.com' 

> Cc: Wade, Graham: Barclays Capital (NYK); Shah, Abhinav: Barclays 

> Capital (NYK); Constant, Simon: Barclays Capital (NYK) 

> Subject: RE: Palamino to PwC 20/5/09 

> 

> 

> Scott & Rob 

> 

> Please find attached the Palamino paper. 

> 

> It is as we discussed originally and includes the changes to the 

> articles and IMA that have been discussed witfi die counterparty so the 

> original de-consolidation due to loss of control conclusion still 

> holds. 

> 

> Could you give us your conclusions by COB Wed 27 May at the latest 

> please? 

> 

> If you have any further questions please do not hesitate to contact 

> Graham, Ab or I. 

> 

> 

> Thanks 

> 

> Kind regards 

> 

> Louise 

> 

> From; McSweeney, Louise: Finance (LDN) 

> Sent; 09 April 2009 14:01 

> To: sc 0 tt.s.ben 7 man@uk.pwc.com; robert.konowalchuk@uk.pwc.com 

> Cc: Shah, Abhinav: Barclays Capital (NYK); Beldncr, Brett: Finance 

> (NYK) 

> Subject: Palamino 

> 

> Scott/Rob 

> 

> Quick update on Palamino: 

> 

> SCM have started discussions with the counterparty and hope to get 

> feedback from them next week. We hope to incorporate the near final 

> commercial arrangements in the a/c paper so that we have an efficient 

> process so will hold off on sending the a/c analysis to you (we dont 

> expect it to change at the moment from our initial discussions though) 

> until we get the counterparty feedback. 

> 

> The time pressures we had in March have somewhat subsided so we should 

> be able to give you a reasonable turn around time when we send you the 

> paper. 

> 

> Have a good Easter 
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> 

> Kind regards 

> 

> Louise 


This e-mail may contain information that is confidential, privileged or otherwise protected from disclosure. If 
you are not an intended recipient of this e-mail, (to not duplicate or redistribute it by any means. Please delete 
it and any attachments and notify the sender that you have rK:eiv«l it in error. Unless specifically indicated, 
this e-mail is not an offer to buy or sell or a solicitation to buy or sell any securities, investment products or 
other financial product or service, an official confirmation of any transaction, or an official statement of 
Barclays. Any views or opinions presented are solely those of the author and do not necessarily represent 
those of Barclays. This e-mail is subject to tenm a^^able at the following link: 
www.barcap.com/emaildisclaimer. By messaging with Barclays you consent to the foregoing. Barclays 
Capital is the investment banking division of Barclays Bank FIX, a company registered in England (number 
1026167) with its registered office at 1 Churchill Placre, London, E14 5HP. This email may relate to or be 
sent from other members of the Barclays Group. 


£nd of message text 

In seven months there will be a new global climate change treaty - we are ready - are you? Visit 
www.pwc.co.uk/ciimateready 


This email is confidential and is intended for the addressee only. If you are not the addressee, please delete 
the email and do not use it in any way. IhicewaterhouseCoopers LLP does not accept or assume 
responsibility for any use of or reliance on this email by anyone, other than the intended addressee to the 
extent agreed in the relevant contract for the matter to which this email relates (if any). 
PricewateritouseCoopers LLP is a limited liability partnership registered in England under registered number 
OC303525, with its registei-ed address at 1 Embankment Place, London WC2N 6RH. It is authorised and 
regulated by the Financial Services Authority for designated investment business. PwC may monitor 
outgoing and incoming emails and other telecommunications on its email and telecommunications systems; 
by replying to this email you give your consent to such monitoring. 


Visit our website http://www.pwc.com/uk 
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From: 

Sent: 

To: 

CC: 

Subject: 

Attadiments: 


Constant, Simon: Barclays Capital (NYK) </oabzw/ou=eun^cn=ldn ad users/cn=users/cn=ccMistans> 
.Tun 19 2009 09:33:22 EDT 

Mammoia, Paolo: GFRM (LDN) </o=*zw/ou5»eurq)e/cDs^ipiecb!/cn=mainmolap> 

Shah, Abhinav: Barclays Capital (NYK) <i'o=bzw/ou=eurq)e/cn==recjpienls/cn=exchange 
recipients/cn=shahab>;Edwards, Ross: GFRM (LDN) </o=bzwyou=europe/cn=reC!pienK/cn=edwaross> 
Project COLT - articles amendment 


Importance: Normal 
Priority: Normal 

Sensitivity: None 


Paolo 

>As part of Project COLT, SCM is proposing to amend the terms of Palomino Limited's ("Palomio") 
memorandum and articles of association (the "Articles**) to restrict the activities of Palomino to those it is 
currently engaged in under the COLT transaction. Further, BBPLC and Palomino will enter into a side letter 
agreement ("Side Letter”) with Rennaissance Technologies LLC ("Renaissance”) pursuant to which BBPLC 
will covenant not to further change Palomino's Articles without the prior written consent of Renaissance. 

> 

>The impact of the steps above will be that, for IFRS accounting purposes. Palomino will be considered a 
special purpose entity following the amendments and BBPLC will not consolidate the entity in its 
consolidate groiip accounts. The result will be a reduction in Barclays consolidated balance sheet by c$5bn 
as the previously consolidated long securities positions in Palomino will be replaced by a long position in the 
call option written by Palomino to BBPLC. This treatment has been discussed and agreed with Finance and 
PricewatediouseCoopers. 

> 

>We do not think this should impact the market risk analysis for the transaction, however please let us know 
if you see any issues from a maiket risk perspective or if you would like to have a call to go through the steps 
in more detail. 

> 

>We are proposing to circulate an approvals notification on the above to the SCM Approvals Committee. 

> 

>Kind regards 
> 

>Simon 
> 

>Simon Constant 
>Barclays Capital 

>745 Seventh Ave ! New York I NY 10019 
>TeI: +1 212 526 9512 1 Mobile:H||Bi 
>Email: simon.constant@barcap.com 
> 

>IRS Circular 230 email disclaimer: Barclays Capital and its affiliates do not provide tax advice, Please note 
that (i) any discussion of US tax matters contained in this communication (including any attachments) cannot 
be used by you for the purpose of avoiding tax penalties, (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your particular 
circumstances from an independent tax advisor. 

> 

> 


- Redacted by the Permanent 
Subcommittee on Investigations 


Permanent Subcommittee on Itivestleations 

EXHIBIT #51 
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To: Jonathan MayersOmayers@rentec.a>m| 

Cc: Jim RowenOrowen@rentec.comJ 

Fran: Tom Kerns 

Sent: Mon 6/22/2009 12:38:44 PM 

impcH^nce: Norma! 

Subject: Re: [Fwd: FW: Palomino Umfted - side tettei^ 


Jonathan Mayers wrote: 
>Tom, Jim, 


> Thanks. 


> Jonathan 

> 

> Original Message — — 

> Subject: FW: Palomino Umited - side letter 
>Date: Mon. 22 Jun 2009 12:22:45-0400 

> From: <Abhinav.Shah@barciay«japital.com> 

> To: <jmayers@rentec,com> 

> CC; <Simon,Constant@barclayscapital.com> 


> Jonathan 

> 

> As discussed. 

> 

> ! am just finding out John Strac's new fax number and will send Uie 
> email you requested shortly. 


' Redacted ^ the Permanent | 
Subcommittee on Investieations I 


> 'Abhinav Shah* \* BARCLAYS CAPITAL* 

> 745 Seventh Avenue | 6th Floor j New York, NY 1 0 019 
>*P*;+1 212 526 0060 1* F*: +1 212 412 5681 rC*:^B( 

> *E-mail*: abhinav,shah@faarcap.com 


> !RS Circular 230 Disclaimer: Barclays Capital and Hs affiliates do 

> not provide tax advice. Please note (hat (i) any discussion of US tax 

> matters contained in this communication (induding any attachments) 

> cannot be used by you for the purpose of avoiding tax penalties, (ii) 

> this communication was written to support the promotion or marketing 

> of the matters addressed herein, (iii) you should seek advice based on 

> your particular circumstances from an independent tax advisor. 
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> *From;* Shah, Abhinav: Barclays Capital 

> 'Sent:* 1 1 June 2009 22:07 

> *To:* ECohen@winston-Com 

> *Cc:* Sarny, Sharad; Constant. Simon: Barclays Capital ^YK); Chinyin 

> Johnston; Rose, Matthew 

> ’Subject:* RE: Palomino Limited - side lettw 

> 

>Ed 

> 

> Just following up on this. I have also attach«l a draft of an 

> Interagency Letter that we would like to enter irto upon entering into 

> the letter agreement {similar to that which both parties enter into 

> whenever new options are entered into), although please note that this 

> may be subject to additional comments from the fimfs CFO who has yet 

> to rewew it. 


> Would it be possible to speak early next week on the documents so that 

> we can move this forward? 

> 

> Regards. 


■■i m I I = Redacted by the Permanent 

Subcommittee on Investigations 


> Ab 


> •* *AbhinavShah* i* BARCLAYS CAPITAL* 

> 745 Seventh Avenue ] 6th Floor | New YorK NY 
>*P*;+1 212 526 0060 {* F’: +1 212 412 5681 |*< 

> *E-mair: abhinav.shah@barcap.com 

> 

> IRS Circular 230 Disclaimer; Barclays Capital and its affiliates do 

> not provide tax advice. Piease note that (i) any discussion of US tax 

> matters contained in this communication (including any attachments) 

> cannot be used by you for the purpose of avoiding tax penalties, (ii) 

> this communication was written to support the promotion or maiireting 

> of the matters addressed herein, (Hi) you should seek advice based on 

> your particular circumstances from an independent tax advisor. 


10019 



> 'From;* Louise Johns [mailto;Louise. Johns@walkersglobal.coml 
>*Sent:'03 June 2009 10:14 

> *To:' Rose, Matthew; ECohen@wmston.com 

> 'Cc;* Sarny, Sharad; Constant, Simon; Barclays Capital (NYK); Shah, 

> Abhinav; Barclays Capital (NYK); Chinyin Johnston 

> ‘Subject:* RE: Palomino Limited - side letter 

> 

> Dear Ed, 

> 

> Further to Matthew's email below, I attach a draft of the amended 

> Memorandum and Articles of Association of Palomino Limited. I also 

> attach a redline against the Memorandum and Articles of Association of 

> Palomino Limited currently in force. 
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> Kind regards, 

> 

> Louise 

> 

> ’Louise Johns’ 

> 

> ’WALKERS* 

> 

> 6 Gracechurch Street, London EC3V OAT 

> Tel: +44 (0)20 7220 4972 (direct) / 4999 (nfwin) 

> Fax; +44 (0)20 7220 4998 

> email; louise.johns 

> <mai!to;louise,Johns@wafkersglobal.com>@watt(ersg!obaf.com 

> <maifto:louise.johns@walkeregtobal.com> 

> website: www, walkereglob3l.com 

> 

> ’Secretary:* 


> ’J’hanna Pilkington* 

> Tet: +44 (0) 20 7398 4921 (direct) 

> email: j'hanna.piikington@wa!keregtobal.cofn 

> <mailto;j%27hanna.pilkington@waikersglobal.com> 


> ’From;* Rose, Matthew [mailto;mgrose@orrick.com] 

> ’Sent:* 03 June 2009 1 0; 1 6 AM 

> *To;’ ECohen@winston.com 

> *Cc:* Sarny, Sharad; Simon.Constant@barclayscapKal.com; 

> Abhinav, Shah@barciayscapaai.com; Louise Johns; Chinyin Johnston 

> *SubjeGt:* Palomino Limrted - side tetter 

> 

> Dear Ed 

> 

> I attach the draft side letter in respect of the Investment Management 

> Agreement between Palomino and Renaissance. A draft of the amended 

> articles of association will be sent shortly, if possible, please 

> could you provide your comments by the end of this week. 

> Many thanks and kindest regards 

> 

> Matthew 


> <http://www.orrick.com> 

> ’Matthew G. Rose* 

> /trainee solicitor/ 

> ’ORRiCK, HERRINGTON & SUTCLIFFE* 

> LONDON 

> mgrose@orrick.com <maiKo;m9rose@orrick.com> 

> www.OfTlck.com <http://www.on1ck.com/> 

> /Please consider the environment before prinlif>g this e-mail./ 
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> Orrick, Herrington & Sutcliffe is a partner^ip of registered foreign 

> lawyers and English solicitor. It is regulated by the Sollcftors 

> Regulation Authority. A list of the partrjers' names and their 

> professional qualifications is of^n to in^dion at Tower 42, Level 

> 35. 25 Old Broad Street, London EC2N 1HQ. 


> 

> NOTICE TO RECIPIENT; THIS E-MAIL IS MEANT FOR ONLY THE INTENDED 

> RECIPIENT OF THE TRANSMISSION. AND MAY BE A COMMUNICATION PRIVILEGED 

> BY LAW. IF YOU RECEIVED THIS E- 

> MAIL IN ERROR. ANY REVIEW. USE. DISSEMINATION. DISTRIBUTION. OR 

> COPYING OF THIS E-MAIL IS STRICTLY PROHIBITED. PLEASE NOTIFY US 

> IMMEDIATELY OF THE ERROR BY RETURN E-MAIL AND PLEASE DELETE THIS 

> MESSAGE FROM YOUR SYSTEM. THANK YOU IN ADVANCE FOR YOUR 
COOPERATION. 

> 

> For more information about Orrick. please visit http://www.orrick.com/ 


> — 

> DISCLAIMER: The information in this email is confidential and may be 

> legally privileged. If you are not the intended recipient, you must 

> not read, use or disseminate the information. Although this email and 

> any attachments are believed to be free of any virus or other defect 

> that might affect any computer system into which it is received and 

> opened, it is the responsibility of the recipient to ensure that it is 

> virus free and no responsibility is accepted by Walkers or its 

> affiliated trust companies for any loss or damage arising in any way 

> from its use. 

> 

> To ieam more about Walkers and its affiliated trust companies, please 

> visit our website at http://www.waikersglobaI.com. 


> This e-mail may contain information that is confidential, privileged 

> or otherwise protected from disclosure. If you are not an Intended 

> recipient of this e-maii, do not duplicate or redistribute it by any 

> means. Please delete it and any attachments and notify the sender that 

> you have received it in error. Unless specifically indicated, this 

> e-mail is not an offer to buy or self or a solicitation to buy or sell 
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3Vlr. Martin Malloy 
Maiiagiiig Dii'ector 

Barelays Bank PLC. New York Brandi 
745 7fh Avenue, 6th Floor 
Neiv YoTk.NY 10019 


Re; Palomino Limifed 


Formatted: Bullets and Numbering 


DearMailin 

We refer to our recent discussirais regarding (i) the Investment Management- 
Agreement (tlie '' Ini'estment Manageaneiit Agreemain . effective as of October 1, 2(XM, as 
amejided and restated witli effect rai J\me 13, 2008, bebveen Palanino Limited (•‘ Pal<aru no“) and \ 

Renaissance Technologies. LLC r' R^nqissance ”!. as amendwk restated or suf^lemented from 

time to tune, and the hansactions contemplated tlieidn (the “ IMA Transactions ”): (ii) tlie ISDA 

Master Agreement (tlie '‘ Badger Mastg Agreement ”!, dated as of October 1, 2004. between 

Boiclays ^nk PLC r‘ Barclavs‘ ’> and Badger Hddings L.P. (“ Badger ”), the confinnations 

execute*,! by Barclays and Badger in coinieclion therewith, eacli as amended, restated or 

supplemented fl'om time to time, and the transactions contemplated therein (the "Bad g er 

Ttansactions ”'); and (iii) the I.SDA Mastej' Agieemwit (the ‘' Palomino Master Agrewnent "). dated tiSM 

as of September 30, 2002. between Bardays and i^lomino, the confirmations executed by 

Barclays and Palomino in connection therewith, each as amended, restated orsi^lemenfed from 

time to time, and the transactions oontempiated therein (the " Palomino TraBsaciioirs ”. and ':.y 

together with tlie IMA Transactions and the Badger Transactions, the " Transactions "). I; 

Capitalized tenns used herein but not defined herein shall have the meanings ascribed to such ^ 

terms in tlie Investment Management Agreement, and, if not defined therein, in tlie Badger tv'v.., 

Mastei' Agi'cement, and, if not defined Iherem, in the Palomino Master Agreement. 

You have advised us fiiat certain amendments (the “ Amendments ") to the 7 

AJiiended and Restated Memorandum and Articles of Association (the "Mfimiaaudsaik-aal 
Aiticles of Association ”) of Palomino liave been executei! as of the date hereof, a copy of wdiich I - - 
is attached hereto as Exhibit A . 

In comiection with tire executiem of such Amendments, Barclays Iiereby (i)--.Hr .' f^wm»tte<t! Bullets and Numberiag 
represents and warrants as of the date hereof to each of Badger and Palcanino, respectively, that 

each representation and wananty made by Barclays to Badger and Palomino, as the case may be. ■ 


OnS tONI>ON;J6(ll8569,VS 
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Page { PAGE } 


in respect of the Transactions under Uie Bather Master A^«aneiJl and the Palomino Master 
Agieement, respectively, are true and correct as of the date hereof and (ii) cox'enanfs as of the 
date heietif to each of Badger and Palouiiiro, respectively, that it shall continue to perfonn each 
covenant owed by it, as the case may t>e, under ^ Badger Master Agreement and the Palomino 
Master Agreement, respecti\'ely. 

In connection with tlie execution of siKh Amaidhn^ts, PaiOHnino hereby (il 
represents and wanants as of tlie date hererrf to eadi of Roraissance and Barclays, respectively, 
that each representation and w^nanty made by Paltnnino to Roiaissance and Barclays, as tiie 
case may be. in respect of the Transacticms under the Inve^ent Management Agi'eement and 
the Paloinino Master Agreement, icspedivdy, are true and ctwrecf as of the date hereof and (ii) 
co\eiiants as of the date hereof to each of Renaiss^rce and Barelays, r^iectiveiy, tiiat it sliail 
contmne to perfonn each covenant owed by it, as the case may be. vnxter the luveslrnent 
Management Agreement and the Pakanino Master Aperawnt, r^>ectively, 

Barclays hereby coniirms to Renaissance that the Amendments are not intended 
to and shall not be used by Barclays to restrict the rights or powers of Palomino in respect of any 
Transaction under tire Investmetit Management Agreeanatf to (i) rqect any fuirchase or sale of 
securities designated for exeeutiorr bv Renaissance under the investineire Management 
Agi'cenrent; (ii) nr tire case of a sale rejected by Palomino, corfinue to own such securities; or 
(iii) sell any secuiiiies that it may own uirder the Invedmait Jvfanag«nent A^eeinart witlrout 
direction fionr Reiraissairce. 

Barclays hereby further covenants to Renaissance feat it shall not make any 
amendments or modifications to (he Memorandum and Articles of Association of PalMtiino after 
the date hereof without first obtaining the fxiirr written arnsent fewdo of Renaissance, 

If you ackirowledge tire Rffegoii^, please sign and return one copy’ of tliis letter, 
which will coirstitute your oonimnalioir with respect to fee sut^ect matter hereof. 

Very Inily yours. 

RENAISSANCE TECHNOLOGIES LLC 


By: 

Name: MailcSiiber 
Title; Vice Piesidait 



Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSl-00361880 



651 


Page { PAGE } 


Acfaiowjedged and Coatinned 
tins [•] dayoff*] 2009: 

BARCLAYS B.ANK PLC, NEW YORK BRANCH 


Name: 

Title; 


Acknowledged and Cunllnned 
this [•] day of[*] 2009 

PALOMINO LIMITED 


Name: 

Title; 


Ackno\v!ei%ed and Confirmed 
Uiis (•] day of(e] 2009. 

BADGER HOLDINGS L.P, 


Name; 

Title; 



OHS LONDON:36t»lS3Si)?,3 
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Badger Holdings L.P 
do Renaissance Technologies LLC 
800 Third Avenue, 33‘^ Flofs 
Ne\v York, Neiv York 10022 

Renaissance Technoltraes 1.T.C 
800 Third Avenue. .3.3" Floor 
New York, Nei\' York 10022 


Attention: Mr. Mark Sillier 


{•] 


.Tune 2009 


Dear Sii's, 

refer to tlie letter apeement dated on ot arom^ the date of this lettei' between ourselves, yowselves 
and Palomino Limited (“Palomino") in crainecdion with the paiposed amendntents to the 
Memcnandum and Aiticles of Assodation of Palomino (Uk “Agreement"). 

We represent to you tlrat: 

a) we and our atfiliates are not ertoing into the Agreement and the transactions refen ed to 
Iheiein for the purpose of achievii^ a financldi statement oljective that could be constnied as 
materially mi.srepre.senting the financial condition of us or ttvit of any affiliate: 

b) the ti'ansactions referred to in the Agreement will be accounted for in our poup consolidated 
financial statements in confOTmit)' vvithintenjational Financiai Reporting Sfai^rds (“IFRS"): 

c) the ti-ansactions referred to in the Apeement will be disclosed incur poup coixsolidated 
financial statements and othervxise as and to fire extent necessary' to comply wjtli IFRS and all 
applicable lows: and 

d) the ti'ansactions i-eferred to in the Agi-eement have been resiewed and approved by appi'oprinte 
personnel in accordance with our intenal review and ai^oval procedure. 

You represent to us that. 

a) you and your affiliates arc trot entering into the Apeemenl for tlie puipose of achieving a 
financial statement objective that could be ccsistrued as materially misrepresenting tlie 
financial condition of y<«i or tliat of any affiliate: 

b) youi' fmaicial statements are prepared in conformity with accounting principles gwierally 
accepted in the United States (^'America (“US GAAP"): 

c) you iiave considered tlie impact of tlie transactions referred to in the .Apeement and 
concluded tliat they do ni>t impact your current accounting treatment of and disclosures in 
relatii'm to existing transactions between ourselves, yourselves mid Palomino under US GAAP 
in your financiai siatements: 

d) [as cadi of you is deemed to be an “investment company”, as that tenn w defined in the 
AICPA Audit and Accountmg Guide for Investment Companies , you do not telieve that 
FASB Inferpretatirm No 46 (revised December 2003), “Cwisolidation of Variable Interest 
Entities", as amended by FASB Staff Position No. FIN 46(R)*7, “Application of FASB 
liiteipretatimi No. 46(R) to Inv’estment Companies” is applicable to you:] and 

e) the transactions referred to in the Agreement have been review'ed and approv'etl by appropriate 
pej-stuuiel in accordance with your internal review and approval procedure. 
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Tiiis letler shall be governed bv’, and ^lail be cca^rued in accordance wiUn, the lavss of the Stale of 
New York. 

Yours sincerely. 


For and on behalf of Barclays Bank PLC, NY Brancb 

We iiei eby acknowledge receifrf of and agree to the terms of this letto-. 


For and behalf of Badger Holdings L-P. 


For and behalf of Renaissance Ibchnol^ies FLC 
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To 

PwC 

FrcHn 

SCM 

Date 

24 June 2009 

Subject 

Palomino Limited CPalomlno") 


Memo 


{ntroduetion 

The purpose of this memo is to set out the proposed accounting treatment relating to Palomino. 

11. Background 

Palomino is a Cayman Isfands incorporated, UK tax resident wholly owned subsidiary of Barclays Bank 
PLC (“BBPLC'). The only activity Palomino currently engages in is Its involvement in the Project Colt 
transaction. Project Colt Involves Palomino holding prime brokerage accounts (the “PB Accounts”) with 
Barclays Capital Inc, (“BCI”) and Barclays Capital Securities Limited f BCSL"). Palomino has appointed 
Renaissance Technologies LLC (“RenTec") as manager (the “Trading Manager") of the PB Accounts 
pursuant to an investment Management Agreement (the ‘IMA"). In its capacity as the Trading Manager, 
RenTec implements a tong-short statistical arbitrage strategy. In addition. Palomino has written a 
number of cash settled call options to BBPLC New York Branch C'BBPLC NY") referencing the PB 
Accounts, In turn, BBPLC NY has written an equivalent number of cash settled call options to Badger 
Holdings L.P. (“Badger"), a subsidiary of RenTec, also referencing the PB Accounts. 

The funding of the PB Accounts is undertaken by the Barclays Capita! Prime SeMces Group ("Prime 
Services”) through the Revised Stock Loan Amanged Transfer CRSLAT) facility. Short positions in the 
PB Accounts are covered via a stock loan from BCSL or HYMF (Cayman) Limited (“HYMF") and such 
stock loans are secured by a pledge of the long positions in the PB Accounts (along with some excess 
cash in the PB Accounts), HYMF in turn borrows the stock from BCi, BCI and BCSL either borrow the 
stock from the market versus cash collateral, general collateral or from current Inventory. The RSLAT 
facility impHemented in Project Colt is identical to RSLAT facilities implemented for other standard client 
prime brokerage accounts operated by Prime Services for other clients. 


Permanent Subcommittee on Investigations 

EXHIBIT #53 
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li}. Transaction Dtaoram 



IV. Palomino Ownership Structure 


a. Palomino has 1,000 shares issued and outstanding with a par value of USD $1 each. BBPtC 
cuirently owns 100% of the share capital in Palomino and has 100% of the votes in Palomino, 

b. The current directors of Palomino are David Ssnpson, James Sixsmith, Lauren Maiafronte (US tax 
resident) and Sadat Mannan (alternate to David Simpson). Alt of the directors are employees of 
Barclays Capital (BBPLC) and only BBPLC has the power to appoint or remove the directors. 


V, Prime Brokerage Agreements and PB Accounts 

Pursuant to the prime brokerage agreements. Palomino has currently established four prime brokerage 
accounts, three with BCI and one with BCSL who, in turn, provide settlement, financing and securities 
lending services to Palomino. The Trading Manager (and, for purposes of clarity, not BCI or BCSL in 
their capacities as prime brokers) is solely responsible for determining, inter alia, which transactions 
Palomino should enter into and whether the transaction is consistent with the IMA and the investment 
guidelines contained therein. Where the Trading Manager places an order to be executed by a broker 
on behalf of Palomino, BCI and/or BCSL settle the transaction in their respective capacities as 
Palomino's prime brokers. Palomino is the beneficial owner of the securities in the PB Accounts: 
although the securities are held by BCI and BCSL, their custodians, agents or nominees, they must be 
clearly identified as belonging to Palomino. Each PB Account held with either BCI or BCSL is a separate 
account, but these are not legally ’ring fenced” from each other because both BCI and BCSL would 
have a separate claim on alt of the assets of Palomino, subject to the limitation of recourse provisions 
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set forth therein, in the event of an lnsof\«ncy of Palomino, whether the assets are held in the PB 
Accounts with BCl or in the PB Account with BCSL. 

To the extent that Palomino purchases seojiities on margin, the securities are held by BCl or BCSL as 
cofiateral for a maigin loan that may be emended BCl or BCSL. as the case may be, pureuarrt to the 
respective prime brokerage agreements. Palomino grants a first priority perfected security interest in the 
collateral to BCl and BCSL as continuing security forfte payment of outstanding margin loans. BCl and 
BCSL only have recourse to the cotlaleral pledged to them fay Palomino in support of any obligations of 
Palomino owed to either of them under either of the prwne brokerage agreements. To the extent that the 
value of the pledged collateral would be insuffident to cover the amount owed by Palomino under any 
maigin loan from either BCl or BCSL, BCl and BCSL would become general creditors of Palomino, 
These atrangements are identical to other standard cltent prime brokerage accounts operated by Prime 
Services for other dients. 

V!. Options 

a. The options entered into between Palomino and BBPLC NY Branch (the “Barclays’ Options”) 
reference all of the PB Accounts O-e. it is not the case that an option references an individual PB 
Account). The value of each of the Bardays’ O{«lons is determined by reference to a relevant 
portion of the gains or losses on all of the PB Accounts according to the outstanding teim and size 
of the upfront premium on each indi\^ual <^tion. It should be noted that the Barclays’ Options only 
reference the PB Accounts in the name of Palomino and do not reference assets and liabilities of 
Palomino existing outside such accounts. Thus, upon exercise of any of the Barclays' Options, 
Palomino effectively pays BBPLC NY Branch the greater of CO zero and (ii) the sum of the upfront 
premium plus or minus a relevant portion of the gains and losses on the position in all of the PB 
Accounts. 

The Barclays' Options can CMily be cash settled O-e. the underiying securities cannot be delivered in 
settlement of the Bardays’ Options even if there is no market liquidity) and they are freely 
exercisable by BBPLC NY Branch at any time. Upon exercise of any of the Barclays' Options by 
BBPLC NY Branch, there is no requirement that the Trading Manager liquidate the positions in the 
PB Accounts. 

The aggregate of the upfront premiums paid on the outstanding Barclays’ Options is $75Qm and the 
current gain on the positions in the PB Accounts is approximately $750m. The upfront premiums are 
non-refundable ex€«pt that they are taken into account in determining the cash settlement amount 
payable on exercise of any of the Bardays’ Options. 

The amount payable under the Barclays’ Options includes an amount equal to ail of the gains 
generated on the positions in ail of the PB Accounts and all of the losses (if any) generated on the 
positions in all of the PB Accounts, although the latter is capped at the amount of the upfront 
premiums paid. The trading strategy implemented by the Trading Manager has generated profits on 
each of the PB Accounts since inception, all of which have been “allocated" to the Barclays’ Options. 
As such, it Is considered that BBPLC is directly (RenTec indirectly -• see Section X(c) below) 
exposed to substantially all of the rewards from the PB Accounts through the Bardays’ Options. 
Although details of the trading strategy pursued are closely guarded by the Trading Manager (for 
obvious reasons), it is expected to continue to generate profits and, as such, it is considered that 
BBPLC is directly (RenTec indirectly - see Section X(c) below) exposed to substantially all of the 
risks from the PB Accounts through the exercise of the Barclays’ Options as well since any potential 
future losses are more than adequately covered by the upfront premiums paid and any accrued 
gains to date on the positions in the PB Accounts. The investment guidelines incorporated into the 
IMA contain leverage, concentration and diversification limitations which reduce the gap risk to a 
level where Barclays Globa! Financial Risk Management group (“GFRM”) are comfortable that, on a 
forced liquidation of the positions in the PB Accounts (e.g. in circumstances where BBPLC assumes 
control of the PB Accounts by virtue of the PB Accounts exceeding agreed leverage ratios), BBPLC 
would not suffer economic loss because the upfront premiums paid are sufficient to absorb any 
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decline in value of the positions in the PB Accounte in the time that it would take to unwind ail the 
positions. 

b. The options entered into between BS=*LC NY Branch and Badger Qhe “Badger Options") wortt in 
the same way (i.e. their value is determined by reference to a relevant portion of the gains or losses 
on all of the PB Accounts according to the outstanding ferni and size of the upfront premium on 
each individual option). The Barclays’ C^ons and the Badger Options are essentially “back-to- 
back” arrangements in that when a new Badger Optical is entered into, a new Barclays’ Option will 
be entered into on mirror teims (i.e. the fKerrtwns under each such option wii! be the same and 
each option will create the same economic ® 4 ) 0 sure to the PB Accounts). Thus, upon exercise of 
any of the Badger Options, BBPLC NY Branch effectively pays Badger the greater of (i) zero and (ii) 
the sum of the upfront premium frfus or ntinus a relevant portion of the gains and losses on the 
positions in all of the PB Accounts. 

The Badger Options can only be cash settled and they are freely exercisable by Badger at any time. 
It should be noted that there is no l^al reqwrement for the Barclays' Options to be exercised in the 
event a Badger Option is exercised or for the Trading Manager to liquidate the positions in the PB 
Accounts. 

As with the outstanding Barclays’ C^ions. the aggregate of the upfront premiums paid on the 
outstanding Badger Options is $750m and the current gain on the positions in the PB Accounts is 
approximately $750m. The upfront premiums are non-refundable except that they are taken into 
account in determining the cash settlement amount payable on exercise of any of the Badger 
Options. 

The confirmations in relation to the Badger Options include the following language, which 
demonstrates that the Badger Options are an indirect interest in the PB Accounts: 

"Reference Accounts: The BCSL Account, the BCI Account each as defined 

below, and any additional prime brokerage or futures trading 
account that Party A [BBPLC NY Branch] and Party B 
[Badger] shall designate by mutual agreement as a 
“Reference Account”, provided that such additional prime 
brokerage or futures trading account has been established 
with Barclays Bank PLC, Barclays Capital Inc. or Barclays 
Capital Securities Limited by and in the name of Palomino 
Limited." 

means the prime brokerage accounts established by and in 
the name of Palomino Limited (“Palon’Hno") with Barclays 
Capital Securities Limited CBCSL’7, account no. 400262, 
pursuant to the Amended and Restated Prime Brokerage 
Agreement, effective as of June 13. 2008^as may be 
restated, amended, or modified by the parties thereto from 
time to time ^he ‘BCSL Agreement")." 

means the prime brokerage accounts established by and in 
the name of Palomino with Barclays Capital Inc. (“BCI”), 
account no. 21000200, 25300200, and 25310200, pursuant 
to the Amended and Restated Prime Broker Margin Account 
Agreement, effective as of June 13, 2008, as may be 
restated, amended, or modified by the parties thereto from 
time to lime (the “BCI Agreement*)." 
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Vi!. Investment Management Agreement 

a. The IMA appoints RenTec as the Investtnent manager of all of the PB Accounts therein, RenTec's 
obligations and rights under the IMA are lirrat^a to the PB Accounts and the IMA does not relate to 
any other activities of Palomino. 

b. Palomino can terminate the IMA for any reascm upon the later of Q) the 60“’ calendar day and (ii) the 
20“’ exchange business day immediately following the date on which Palomino delivers a prior 
written termination notice to RenTea 

c. Palomino has the right to terminate the IMA upon witten notice to RenTec specifying the applicable 
grounds; (i) for Cause (as defined below) w C»i) for Material Cause (as defined below), in each case 
at any time. The IMA temninates immediately after a written notice is delivered to RenTec. 

d. “Cause”, generally, means 

i. with respect to Palomino: a change in tax law; and 

ii. with respect to RenTec; (I) a material wolatlon of law, (ii) a materiai breach of the IMA 
(other than the investment guid^ines in the IMA). ^1) the loss of any materia! license, (iv) 
a violation by RenTec of the investment guidelines, to the extent that such violation has 
not been cured within 5 business days, (vO a Termination Event or an Event of Default as 
defined under the prime brokerage agreements, or (vi) a bankruptcy or insolvency of 
RenTec. 

e. “Material Cause” means 

i. wflth respeci to RenTec Q) a material violation of law which directly relates to any of the PB 
Accounts, (H) intentional rrasconduct or gross negligence, (iii) none of the Key Men is 
employed by RenTec, ^v) RenTec is prevented, for any reason, from effectively managing 
any of the PB Accounts, (v) a violation In respect of certain investment guidelines, (vi) the 
PB Accounts “equity” is less than or equal to USD 78,500,000, or (vii) a bankruptcy or 
insolvency of RenTec. 

f. In the event of a termination of the IMA, RenTec. at the written request of Palomino, shall be 
required to conduct an orderly disposition of all positions in the PB Accounts after which the PB 
Accounts will be wound up and the prime brokerage agreements terminated. If Palomino or a third 
party investment manager assumes control of the PB Accounts on a termination of the IMA (e.g. 
following a termination pursuant to a Material Cause event), then Palomino or the third party 
investment manager would also be required to conduct an orderly disposition of all positions in the 
PB Accounts after which the PB Accounts will be wound up and the prime brokerage agreements 
terminated. 

g. Therefore, in most circumstances, RenTec would continue to control the PB Accounts in an unwind 
scenario. Although Palomino may also be able to control the PB Accounts on a termination of the 
IMA on the grounds of a Materiai Cause event, it would only be for the unwind period (i.e. on 
teirnination of the IMA, the PB Accounts must in all circumstances be wound up irrespective of who 
controls the unwind process). 

h. There is no requirement for the call options to be exercised upon a termination of the IMA. However, 
it is anticipated that Badger would exercise the Badger Options and BBPLC NY Branch would 
exerdse the Barclays’ Options. Although there is no requirement to exercise the Barclays’ Options If 
the Badger Options are exercised (and visa versa), if Badger exercised the Badger Options. It is 
anticipated that BBPLC NY Branch vw)uld exerdse the Barclays’ Options to hedge its position and 
that Palomino would deliver a termination notice to RenTec in relation to the IMA. whic^i would 
require RenTec to conduct an orderly disposition of all positions In the PB Accounts, 
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vnf, AccounUno Summary 

a. There is currently no restrirtfon on the decision makmg powers of the directors of Palomino and 
Palomino has been involved in various transacdons relying to Project Cdt, induding migration from 
the US to the UK for tax purposes. The dtrer^ors have always had the right to commit Palomino to 
new business (e.g. opening prime broker^e accounts on behalf of other clients). Palomino has 
historically been viewed as an IAS 27 operating entity under IFRS given the wide activities that 
could be conducted through Palomino at the diswefion of BBPLC and for its benefit and has 
therefore been consolidated by BBPLC. 

b. Going forward, it is proposed that the acti\rihes of Palomino will be restricted to those associated 
with the pre-defined adivities of Preyed Colt only. In order to achieve this, it is proposed that the 
Articles of Association of Palomino (the “Arficles’^ wll be amended accordingly (as described 
further in Section !X below) and that BBPLC, RenTec. Badger and Palomino will enter into a side 
letter agreement (the “Side Letter') under which BBPLC. as sole shareholder of Palomino, will 
covenant not to amend the Articles further without the prior written consent of RenTea 

c. Following the proposed amendments to the Articles and the entry into the Side Letter, BBPLC will 
de-consolidate Palomino because it no longer controls the entity under IAS 27 or SIC 12. RenTec 
will control Palomino as it w!i effec^vety determine the activities of Palomino, namely the trading 
activity in the PB Accounts, and, taking Into account the totality of the transaction, absorbs 
significantly alt of the benefits and the majority of the ri^s of Palomino through the Badger Options 
and the Barclays’ Options. 

d. From a BBPLC consolidation perspective, not consolidating Palomino and the positions in the PB 
Accounts will be consistent with the balance sheet treatment of other standard (yet economically 
similar) prime brokerage accounts where BBPLC does not consolidate the positions held in the 
accounts. An analysis of Project Colt compared to other standard prime brokerage arrangements is 
set out below. 

IX. Amendments to the Articles and the Side Letter 

As mentioned above, BBPLC, as sole shareholder of Palomino, will amend the Articles to ensure that 
the only activities that Palomino Is permitted to carry out relate solely to the Project Colt transaction, in 
summary, the restrictions to be incorporated into the Articles are expected to be as follows: 

a. Palomino will only be permitted to hold prime brokerage accounts with BCi, BCSL or other members 
of the Barclays group; 

b. RenTec is the only trading manager that can be appointed to manage positions in any prime 
brokerage accounts pursuant to any Investment management agreement other than in relation to 
the existing IMA; 

c. Palomino will only be permitted to issue cash settled derivatives over prime brokerage accounts In 
respect of which RenTec is the trading manager; and 

d. Palomino will be required to invest any surplus cash with BBPLC or in AAA*rated government 
securities. 

Therefore. Palomino wiil not be permitted to carry out any other activities other than those listed in a-d 
above. 

As BBPLC is and will remain the sole shareholder of Palomino, BBPLC will continue to have the right to 
amend the Articles. It is not possible to legally prevent this since this is a right that any shareholder with 
the appropriate amount of voting control would be able to exercise. However, it is proposed that BBPLC 
will enter into the Side Letter, covenanting to RenTec that BBPLC, as sole shareholder of Palomino, will 
not amend the Articles further without the prior written consent of RenTec. As such, if BBPLC sought to 
amend the Articles wthout the prior written consent of RenTec, BBPLC would be in breach of contract. 
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X. Consolidation Analysis 

Palomino is considered to be one entity rather than a number of ring-fenced silos because no assets 
and liabilities are legally ring-fenc^ fiwn eat^ other as explained in Section V. above. The 
consolidation analysis below therefore tx>nsiders the consolidation of Palomino in its entirety as a single 
entity. 

IAS 27 requires the entity that controls PakMrtno to consolidate it. Control is the power to govern the 
operating and financial policies of Palomino so as to obtain benefit from its activities. Although BBPLC 
owns 100% of the ordinary shares of PalcKryno. RenTec has the power to govern the financial and 
operating decisions for its benefit due to the declaons it makes over Palomino’s activities under the IMA 
(IAS 27.13) and under the SiC 12 analy^s below. 

SIC 12 indicates that a special puipose entity (an “SPE”) is an entity created to accomf^ish a narrow 
and well defined objective whose activfties are usually substantially pre-determined. Following the 
proposed amendment to the Articles and the entry into the Side Letter, Palomino vrii! be an SPE 
because it will only conduct the prime brokerage activities specified and managed by RenTec, which are 
narrowly defined. An analysis of the circumstances set out in paragraph 10 of SIC 12 which should be 
taken Into account in determining whether an entity controls an SPE and should consolidate the SPE 
has been set out below. 

a. Activities: Palomino was created solely to enable RenTec (sponsor) to benefit (through the Badger 
Options and the Barclays' Options) from its long-short statistical arbitrage strategy In an effident 
manner (we understand that RenTec also obtains an additional tax benefit under the transactions as 
its profits on the Badger Options will generally be subject to tax at the long term capital gains tax 
rate of 15% rather than the ordinary income tax rate of 35%>), As such, RenTec has trarrsferred 
assets from Badger, in the form of option premiums, to Palomino (via BBPLC) and has obtained the 
right to use those assets as Trading Manager. BBPLC (the capital provider), on the other hand, 
provides funding to the PB Accounts through the RSLAT facility in the form of stock loans 
collaleratised by long positions within the PB Accounts and benefits from arms length prime 
brokerage fees only. Accordingly, it is clear that the actkrtties of Palomino are being conducted on 
behalf of RenTec according to its specific business needs so that RenTec obtains the benefits from 
Palomino’s operation. 

b. Decision Making: The trading activities of Palomino in relation to the PB Accounts are managed 
solely by RenTec as the Trading Manager such that RenTec can obtain the majority of the benefits 
from Palomino's activities (through the Badger Options and the Barclays’ Options), ati within 
investment guidelines agreed with BBPLC designed to protect Barclays funding. 

As described in Section V!l in relation to the IMA. the PB Accounts are controlled by RenTec. In the 
event of a tennination of the IMA, RenTec would be expected, in most circumstances, to control the 
unwind of the positions (by written request of Palomino). It is possible that Palomino could appoint 
BBPLC or another third party to take control for the unwind; however, this control can only be 
exercised in the close out period after which all PB Accounts and prime brokerage agreements are 
already required to be terminated. As a result, it can be concluded that BBPLC has very limited 
decision-making powers In relation to Palomino. 

Through the proposed amendments to the Articles, the activities of Palomino will be restricted to 
holding and overseeing the PB Accounts managed by RenTec. as set out in Section iX. above. 

c. Bene^ts: RenTec is effectively entitled (through the Badger Options and the Barclays’ Options) to 
100% of the benefits from Palomino's trading activities less any prime brokerage fees paid to BC! 
and BCSL in respect of the PB Accounts. Such prime brokerage fees are based on standard market 
rates and are not based on the perfonrtance of the trading strategy. Accordingly, BBPLC does not 
benefit or suffer if the trading strategy implemented by RenTec over or under performs. 

The Badger Options are considered to be indirect inlere^s in Palomino due to the clear linkage and 
purpose of the back-to-back option airangements as set out in Section Vi. above. 
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The prime brokerage fees received by the Barclays Group in relation to Project Colt are 
approximately $145}m per annum a)mpared to toe historical returns of the RenTec long-short 
statistical artDitrage strategy In excess of $[1]bn per annum. The return on each of the historical 
options compared to the initial c^iAton premium is provided in Appendix 1 hereto. 

We understand that RenTec also ottains an additicma! tax benefit under the transactions as its 
profits on the Badger Options will generally be subject to tax at the long term capita! gains tax rate of 
15% rather than the ordinary income tax rale of 35%. 

d. Risks: RenTec is exposed to 100% of the risks from PakHnlno's trading activities up to a maximum 
of the call option premiums (currently $7K)m). E©PLC is exposed to the gap risk on the securities 
(i.e. the risk that the value of the p(»itkms in the PB Accounts fails by an amount greater than the 
aggregate of the call option premiums prior to toe time when Palomino is able to cause an unwind of 
the positions in the PB Accounts). The investment guidelines in the IMA agreed with BBPLC impose 
limits on liquidity, sector exposure, size and Iwerage in order to substantiaiiy reduce the risk that 
any gap risk (oss is greater than the call ofSion premiums. The limits are such that Barclays Credit 
and Market Risk departments are comfortable the gap risk is managed within acceptabie limits. As 
an example, in August 2008, the PB Accounts suffered the worst trading period since the start of the 
transaction and the limits imposed under toe IMA to allow Palomino to unwind the transadion v^en 
gap risk reaches an unacceptable level were not breached: 


Aggregate loss over period: 

23%, compared to 90% before BBPLC controls unwind and 100% 
before BBPLC Is exposed to losses; 

Maximum leverage: 

14.2:1, compared to 20:1 before the deal is unwound with RenTec 
ODntinuing as Trading Manager, and 22:1 before BBPLC controls 
unwind; 

Maximum gross positions: 

525.5bn, compared to $40bn before BBPLC controls unwind; 

Net Long/Short position: 

$2bn, compared to $4bn before BBPLC controls unwind; 

Sector positions; 

The sector position covenants in the investment guidelines were not 
breached during this period. 


As a result, RenTec is exposed to the substantial majority of the risks from Palomino’s trading 
activities. Only in extreme circumstances that have yet to be experienced would BBPLC bear any 
losses from toe positions In the PB Accounts. In addition, RenTec has indemnified Barclays for any 
tax risks arising as a result of Project Colt. 

The Badger Options are considered to be indirect interests in Palomino due to the clear linkage and 
purpose of the back-to-back option arrangements as set out in Section VI above. 

e. Conctusion: Following the proposed amendments to the Articles and the entry into the Side Letter. 
RenTec controls the major activities of Palomino and is exposed to substantially al! significant risks 
and rewards arising from the activities carried out through the PB Accounts, being the only permitted 
activities of Palomino. Cortsequently, under IAS 27.13 and SIC 12, BBPLC should de-consolidate 
Palomino from the date these proposed amendments are effective because they give rise to a loss 
of control (IAS 27.32). 

XI. Disclosure Requirements 

The disclosure requirements under IAS 27.41(b) \wll be covered under the generic disclosure provided 
as a note to the accounts in the Barclays Consolidated Financial Statements. 
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The de-consolidation of Palomino Is not expected to give to a material gain or loss and therefore no 
specific disclosure is proposed in rel^on to IAS 27.41(0. 

Pureuant to s231 (5) CA 1 985, Barclays is required to disdose In its financial statements certain details 
in relation to entities in which the Barclays group’s voting rights exceed 50% but whidi are not 
consolidated for accounting purposes, e.g, name <rf entity, country of registration or incorporation of 
entity, percentage of ordinary share capital hdd. Since Barclays will continue to hold 100% of the 
ordinary share cafxtal and, therefore, 1{X)% of the voting rights in Palomino, Palomino should be 
disclosed in the relevant note in the audited consdidated financial statements of Barclays for the year 
ended 31 December 2009. 

XII. Comparison to standani Prime Brokerage Arrangements 

Under a standaixj prime brokerage arraj^ement, ttie prime broker generally does not consolidate the 
long and short positions held in the prime brokerage account but recognises balance sheet for the net 
financing provided. This treatment is adopted by Barclays in respect of ail of its standard prime 
brokerage arrangements with other cfients. 

Project Colt provides RenTec with a number of enhancements compared to a standard prime brokerage 
agreement: 

a. the long-short statistical arbitrage strategy Is able to operate at a higher leverage ratio than would 
otherwise be available; and 

b. Badger recognises long term capHtal gains fw tax purposes on exercise of the Badger Options 
outstanding for more than 12 months. 

Notwithstanding the additional benefits to RenTec through Project Colt, the allocation of the risk and 
rewards generated by the trading activities in the PB Accounts are substantially passed through to 
RenTec under the call options consi^ent with a standard prime brokerage arrangement. Hence, it is 
appropriate to treat the long and short positions held in the PB Accounts under both Project Colt and 
other prime brokerage arrangements as off balance sheet in respect of BBPLC. 

Xill. BBPLC Consolidated Balance Sheet 
Norhconsolidation of Palomino 

if BBPLC does not consolidate Palomino, the BBPLC consolidated balance sheet, based on the 
balances as at 17 June 2009, would be as follows (as such. It should be noted that the long and short 
equity positions held by Paiomino through its PB Accounts would be off balance sheet); 


$7.2bn -• cash collateral posted by BCI/BCSL on 
stock borrows to cover PB shorts 

$4.2bn - funding for cash collateral (excess cash 
in Palomino also funds the cash collateral) 

$3.2bn - investment in call options sold by 

$3.2bn - liabilities in respect of call options sold by 

Palomino to BBPLC 

BBPLC to Badger 


$3bn - cash collateral received from PB Accounts 


on stock loan 

$10.4bn Total Assets 

$10.4bn Total Liabilities 
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Consolidation of Palomino 

Under the cuirent consolidated acamnting treatmert, the PS accounts are included on balance sheet 
and the consolidated balance sheet woukJ be as fotows: 


$7.4bn long positions in PB Accounts 

$7.2bn short positions in PB Accounts 

$7.2bn - cash collateral posted by BCl/BCSL on 

$4.2tw - funding for cash collateral (excess cash 

stock boiTows to cover PB shorts 

in Palomino also funds the cash collateral) 


$3^bn - liabilities in respect of call options sold by 


BBPLC to Badger 

$14.6bn Total Assets 

$14.6bn Total Liabilities 
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From: Shah, Abhinav: Ba-clays Capital (NYK) </o=bzw/ciu=eiirope/cn=recipients/cn=exchange rec!pienLs/cn=sliahab> 

Sent: Wed Jnn 24 2009 17:1 1:06EDT 

To: McSweeney, Louise: Finance (LDN) </c^bzw/ou^tin^)e/cii=ldn ad-Qsers/cn-users/c»=mcsweeni> 

Malloy, Marty; CFG Mgmt (NYK) </o=bzw/ou=usa/cD=recipients/ca=markets/cn=mal!oym>;Wade, Graham; 
CC: Barclays Capital (NYK) </o=bzw/ou=eijrope/ai=rec^jails/cn=exchange recipieiits/cn=wadeg>;Constant, 

Simon: Barclays Capital (NYK) </o=bzw/oos=eurtqje/cD=ldo ad tisers/cn=users/cn=:constans> 

Subject: hoject COL'l' - Orphan Note 

Attachments: Memo to SCM Finance re Orphan Policy_Fmal 24 June 09.doc 

Importance: Nonnal 

Priority: Normal 

Sensitivity: None 

Louise 

Please find attached the final Orphan Note. 

I had pi’ovided a draft of the Interagency Letter to Martin. RenTec have now agreed the form of this, so I will 
send the final version on to him for signing. 

I have finalised the Memo for PwC and will circulate it shortly. 

Execution of documents etc is scheduled for Friday. 

Regai'ds. 

Ab 


Abhinav Shah I BARCLAYS CAPITAL 
745 Seventh Avenue I 6th Floor 1 New York, 

P: +1 21 2 526 0060 i F; +1 212 412 5681 1 C: 

E-mail: abhinav. shah<s'barcap.com 

IRS Circular 230 Disclaimer: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties, (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your paiticular 
circumstances from an independent tax advisor. 
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BARCLAYS 


To 

SCM Finance 

From 

Abhinav Shah 

cc 

Graham Wade / Marty Malloy 

Date 

24 June 2009 

Subject 

Project Colt - Orphan Policy 


1. Summary 

1.1 SCM and Prime Brokerage have recently undertaken a review of the Project Coit IFRS consolidated 
accounting treatment of Palomino Limited ("Palomino"), a wholly owned subsidiary of Barclays Bank PLC 
(“Barclays”), it has been agreed with BarCap Finance and PricewaterhouseCoopers (“PwC”) that, 
following proposed amendments to Palomino's memorandum and articles of association (the “Articles”) 
and the giving of a covenant by Barclays, as sole shareholder of Palomino, that it will not seek to amend 
the Articles in the future without the consent of Renaissance Technologies LLC ("RenTec"), Barclays wlli 
cease to consolidate Palomino under IFRS. 

1.2 By way of background, Project Colt was approved by the SCM Approvals Committee on 2 September 
2002 and by the NPC (both Global and U.S.) on 30 July 2002. In each transaction, Badger Holdings L.P. 
C'BadgeO. a ^und managed by RenTec, buys one or more call options (the “Badger Options") from 
Barclays Bank PLC, NY Branch (“Barclays NY”), in turn. Barclays NY buys call options (the “Barclays 
Options”) with identical terms from Palomino. The Badger Options and the Barclays Options reference a 
set of prime brokerage accounts (the “PB Accounts') held by Palomino with Barclays Capital Inc. ("BCI”) 
and Barclays Capital Securities Limited ("BCSL”). Palomino has appointed RenTec as trading manager 
for the PB Accounts under an investment management agreement (“IMA"). RenTec is subject to 
investment guidelines, which permit the PB Accounts to consist solely of 0) cash, (ii) long or short 
positions in equities, depository receipts, or similar equity-related in^ruments, or (iii) contracts for 
difference, 

2 . Barclays Orphan Policy 

2.1 As a result of deconsolidating Palomino, it is our expectation that Palomino will become an “Orphan 
Entity” since it will not be consolidated by either Barclays or any other party, including RenTec and 
Badger. 

2.2 The Barclays Group’s "Orphan Policy” requires that the accounting status and proposed accounting 
treatment have been confinmed by Barclays Finance and PwC unless the cluster FD determines that the 
risk presented by the creation of an “Orphan Entity" does not warrant this. As slated above in Section 1 .1 , 
BarCap Finance and PwC have agreed the Barclays accounting analysis in this case. 

2.3 The Barclays Group’s “Orphan Policy” also requires that reasonable efforts are made to confirm with the 
external auditors of other parties to the transaction (who are also not consolidating the entity) that they are 
comfortaWe with the proposed accounting treatment. To the extent that this confirmation is not obtained, 
this should be a factor that is taken into account in determining whether the risk associated with the 
creation of a new orphan entity, in this case Palomino, is acceptable. 
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2.4 In this particular case, the above confirmation has not been sought from RenTec's auditors since the 
relevant businesses v/ithin Barclays Capital have been aWe to get comfortable with the risk presented by 
the creation of Palomino as an orphan for the foliowng reasons: 

• in the context of previous cai! options enters Into t^tween Badger and Barclays NY including two 
new options entered into as recently as 5 June 2009 and as part of the proposed amendments 
summarised above, Badger (the general partner of whic^ is RenTec) has represented to Barclays 
in each applicable "Interagency Letter" that, as an investment company, it does not believe that FIN 
46-R is applicable to it. Accordingly. 8 is not necessary for them to consider whether they are 
required to consolidate Palomino or not under FIN 46-R of US GAAP. 

• Palomino was previously consolidated by Barclays and the proposed amendments have been 
initiated by Barclays rather than the client aixJ should not therefore give rise to concerns that the 
client is seeking to create an orphan. In ttie Interagency Letter to be delivered as part of the 
proposed amendments summarised above. Badger and RenTec have also represented to Barclays 
that they have considered the impact of the proposed transactions and determined that their current 
accounting treatment and disclosure In their financial statements in relation to existing transactions 
between Badger, Barclays, Palomino arnl RenTec remains the same. 

• RenTec have verbally confirmed that whilst audited accounts are prepared for RenTec and Badger, 
these are not publicly available. Hence, there is no material risk that a reader of their financial 
statements, especially given that RenTec is a privately held company, will be seeking to rely on 
such financial statements for any purpose, 

« Finally. SCM and Prime Brokerage have verbally informed RenTec and Badger that Barclays do 
not intend to consolidate Palamino under IFRS. 

2.5 Taking into account the above reasons. SCM and Prime Brokerage consider that it is not necessary to 
seek additional confirmation from Badger or RenTec’s auditors that neither entity wilt be consolidating 
Palomino further to the proposed amendments summarised above. 
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June 26, 200-^ 


Mr, MartiT) Miiiloy 
Marsaji-'iii’ Director 

Barckys Bar<k PLCk New York Branch 
74S 7!h Avenue. 6th Floor 
Nc<v YorJc,NyjU019 


Re: Palomuto Limited 


Dear Martin 

V/a refer to 6sir rts^t discassiotvs r^irding 0) the Inwstmcrii Manaccnjcnt 
Agvtxnient {the “Irryes U ne-nt Mtm^emcnt A g re^cn t’B- eltecttve as yf October L 2004, as 
atnendeU imd restated witheiTsct on June 13, 2008, between Pidommo i-imited ) and 

Rcnaissastoc 'Icchnoiogtes l.LC f ^Raimssamg^ L as ameiided, restated or suppiemented troni 
tirns to time, and iho iraitsttciions (xsiteinplsttcd 4l»^n {Oic “ IMA Transacti ons'"!: tij) the fSD.A 
Mtister Agreement (Ute “Badger M as ter A gr e e m^ P’k dated us of October i, 2004, beiftven 
Barclays PLC {“ Barcla y^") and Badger Holdjugs L.P. Oie eonfimmtiosis 

executed by iktreiavs and Badger ia. coimecUdn Oierewith, each as amended, restated cr 
s’.ippictncr.tcd from time to time, and the ttansaettons crmleinpiRtod therein s,Lhc •"Bt xigc r 
T raasactio ns"!: :md (iSi) the iSDA Master Aerceineot (the “Palomiiio Master Aarce mendB. dated 
as of SeptcmlxT 3th 2002, betweeat Barclay's and Palomino, die conrirmatioris excciited by 
Barclays and Palomino in connection dierewith, essch as amendeii, restated or siippiemcr.ied fn>m 
time to time, and iltc Iransachons cmitcroplatwl therein (the "• palp mino Transaction.^'”, and 
togetitcr 'vilh the IMA Tnat-sactions and the Badger Tratisactions, the ‘n'ra ns neti o ns’"'!. 
Capitalized teitns used lierein but not defined herein shall {jave the meanings ascribed ic such, 
terms hi the Invcsimcat Mani^emcot AgTceinciit, and, if not defined tlierein, tn the Badger 
MasiC! Agicentent, said, if not denned thcrehu in the Palomino Master Agrccnjcmi. 

You havo 3d^^»-d a.s that certain amendments {the to the 

Amended and Restated Meinoraridutn. and Articles of Association (the “Memo rand i t m and 
Ai ticies of Association ”) oi' Paiotiiiiio have been executed as of the date he):cof, a copy of which 
fs:a»adK?d hereto >%s Exhibit.A . 

In connection with the execution of .'ucb Anumdincafs, Barclay's hereby (i) 
Teprt^ents and warrants as of the date hereof to eacli of Btidgcr and Palomino, respectively, ihat, 
each rCjU'csciitadon aitd W'arranty made by Barclays to Badger and Ikkmjino, as the case may be. 
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in rcsnc.ci of tlw 'Iraiisacticns miist tlw Badger ,Mas^er Ag.T«mciil sjiid djc Paiomino Master 
Agrei?n>tTit, respccljvsly, ar* troe-aad cerred ss of dale ha«of <«kI tos'enanls as of the 
dais hercoi to each of Radg^ ajsc Pafomiao, respectively, that it shall cordir.ua to nsrfonn ea^^H 
covenu^tt a-wed by it, as tiic ca-sa atay uisilea-the Badger Master AgriJenient and the Paloinino 
Master Agraerasnu rsspectis-ely, 

in connection, with iho ,c:^uttot3 ef^sd^ Amt3T<i«snts, Palontina bereby (u 
renressnis find warrunts'^s of iitc date i^Bof to each of .J^enKitHSince laid Bardays, resscdivciy. 
ihijt each reprosemation and v^wfirnty- made by Palomino Renaissance nnd .Barclavs, «s ihe 
case may be, in respect of the 'iTansaclirais under the lnvc.stin£«t Managemeri Agrewnerit una 
the Palomino Ma.sler Agresnsert, n^t^iively, a-re.fras a-ral correct as of the dale iiererrf and (n} 
cevenards a.* of ihc dale Iwrcof s» etjch of Reimss^ce esvi Bstrciays. respecuvciy. -Jtai il .shali 
cotKiniic tjerfoxit! ciidr coystani, owt^ by- it; as fbe case snay be. under rns Inve.stn:cnt 
Mmiagenicnt Agrectncril and the Paiontltaj h^laStcr Agtwjraeni, respeciivsly. 

Bnrc.iays hereby confinns to Renaissance that ths ArficndnienTS jirc not intended 
ioaad slisll not be used bvBsrcIays bs.hs affili8tcs:tt> j^tncitherigbl.s or potva-s of Palomino iti 
re-spcct of tiny Transaction auder tjsc. Inve^r^t Maiiagestent .Agreement Sy (:> reject :my 
purohMo or sale of semcitics -Jssignai^. for execution by Renaissance ujxicr ti>e Inv?.sirni:ni 
Msnfigcmem Agreement; t ji) in the aisc of a sde rcjcctet! by Palosaino, cominus to own ssciv 
.ser-ttiitles; or iliB sell any sccunti« Untt it may om, under ilw Invesunent Managemcni 
Agresmeni wltlio-ut dirmien ?rom R.eaais««icc. 

Barclays Hereby tUrUicr covenants to Renai.«.sai).cc that i; tint maki.- any 
js!iieiK!!tmnHs or tjiixiUicasiojis to the aMemoraiidunj and. Articles of Assoctatiyn of Paiomiho a.iV.*i: 
the <!«tc hereof vvitiiOi't tlrsl obtiuo.ing the prior writtcu consent Itiercto of Rcmiis-usncc; provide d 
j^iaj the IViVCstn^cnt .Masagement A^scniehi lias not .been tennineted bv either IHilymiuo or 
K.e.ii5si.s.r>nncc., 

If y-tm acknowiedge the fovcgohig, please sign and return one. copy of ibis iKHe.r, 
which will con.slivWtp your (xmlinnattO!: with respect lo the suhjest mutter hc,reot' 


Very truly yours. 


.URNATSSANCETECHNOLOCilES rXC 

Name; 

Title:. V'i<r-e- 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00236652 



669 


Page 3 


Acknowledged and Confirmed 
this 26th dsy of June 2(109: 

BARCLA'i S BANK PLC, NEW YORK BRANCH 


By: 

Nfimo: 

Titie: 
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Page- 4 


Acknowledged aiKi Coafirmed 
tins day of J une 2009: 


?Ar,.4>MlNO UiVUI'EI) 


Name: 

Tide; 
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P^c5 


Acknowbdgcd and Uonfimvcd 
llijs 26th dav of .Tunc 2S09; 

BADtlKH liOLDlMiS t.R 



Nanc.: ^ <=■ « ^ i- ««•* 

'fille; 
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M M 1 J 'i M’ H 

>w ^ ^ i >•!' . Nxiw Vark Branch 

" " ) i ' o<. ' }h I Uiar 




l'>car Martin 

\Vc reicr lo rixuast ^si'assiOns. icaaruti-i*. «•» tiR: UsVcj-;iX!iW:s. 

* f<. • t }i \ *n A^r^-srK. rt s t ^ ‘ u>U i, i i 

ir ! tiui <. hmc . ' -'Hi KtAct"! f** om iR hhuo iNi n>» » i 

i?in I'v rl>j.'t I L' » 4 .% amt-nJcJ, t i n<.»\ ' 

HI) <u i\r rsrviJ-ohSu^il-inTalcvJ ^hC^CT Jtnt IM,\ luji 'tlsii \ 

'Iti nt it ^ ’K "sk’Vt.mcH » aa «. * of <' vto'v j ' ' » i 

B k PM b Tv* 4 vh ' «d BtdoOj llotl s|»h I i* i IMa^-r » \k )’) r •- 
vi ^ r i.\>. iti «n vviaivcior ht'cw.r ..avf: a m mvi.! v o 

s }‘ rwu'.'i i-< m i c » •sr'c jrJ tjdns^fiHt c N«*~r’h J ’ Kin u-. 
f ' unM* > ifervcnum 'UK M«»*ur \^nt i< ' < 111-1 

an . i *><.!'’' ’ **' K.Avoi.n i 5 arvl&»-> and Paommu tin. v ’ im<)<>ri'-i\u to 

B r ) v-v 5 } h'jd'j ) I s. nit ..t«>n OKWiMlh etchiK .unuiUcd c- at (u ult i 1 •xii 

),n- ’0 t ' t I'H i’ V traiiatt^uji" u»rttmp’acl hemn p>H<. IMon jy {’■.I'n.'uri « I 

'’•illi iht Piv 5 ’•vO"' tvu IRS ard ’’k Btig ’ 1 »«*> i« i it ^rjiviUnns ' 
wt in.'Mibjtin ^ n n rt dtlmcd '.tKJa th di Kn i t* i s *■ ■■WO 1 i ' 

\ ns 51) iSv into ti'-ijii M m rxii Agfctnten <cJ '* \ t x.tln<.c. )»tt. ‘ n Oi Bi j J 
•'Jittr lid li raUFalann) Mat *1 -■itruMitni 

Vo« Iwjva advisuij «? that ccftiun aincndmenis (tK \jT'a"\iiTni,*5.JH 5 v di' 
Aniv’TKknl -n-ii K^«laicd Mcmorand'ani AilfCiCS < 01 ' A>r<>cixnKW iBh. Mvji* .jt}i!i 

A’iU’t'ta VH'«.N»tnn")or?alt>!!>fen have batricxcciffcsi as iiftiK: 0a*>. h.ft 't a i>v »f 
i , i«’ivL> O' HxjiiMA- 

■Jn cynucciiya vriih the exccuiiOTv of such Airicndniefii!), I'iart-iaj^s hereby (:) 
tcprascBlij wkI wiuyarKs ius of i^)t‘ dale kercoi' U> each- of Bsidycr oik!. Piildisi sno^ ixispiKiirveK', ihaS. 
each joprascnliaisk^n and wraraiity rniufc by Barclays to Budgo. aiiO PaJemino. ws ih« ciiSC: mai' he, 
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vv ’*v under die Badger Ma-der Agseemeat asul the r'^'cnm^i 

vH •! s. ert irae iUKi ecirecl as of ibe date bereitr and (ii) ^: nen.r !' .!-• J>i 

V .s k . . lu ^ci v>} HfaUv" ar.^ respccJiv-cly, dial *} shall coniintn. u> jv:*v''r! ■.■uh 

t ! . 5 > I K > 1 . i<! »•’- vese may he, iBidef the Badger Masier Atreemen’ .r>i ihe ’’ i '>’■ i » 

' itn-'isi'J "<iptM5\ely 

as ay-imviifiTi with the ex^Krulion <sf «ych Aniecdmsms, Pakmhaa Iserebs in 

' >' 'il ifii a ir ans j, ol tbetiiie hereof to each of R^sai-^s^mvc anvl Bjf'.i.ns ^ 

ih I ^ Kh “pr-use-i’an 'n u.d vvarraniv made by Falonsioo to Hoiwinv v~c «J H.h' I.i‘ s • ( u 
esse fii^v he m reo<)xict ol Use { ransaetjons sjnderihe sRvesuiKT.l Mtaiaatiisv a . e' 

dt. h ’"S' ^ J Aaree ’vrs't, n:< 5 j^livc{y, sro irac and csjnecl ;-is «| *ne oak- hcrsh.>; a!;d su: 

>/i’ m s s Mh Ji't birx‘ f '> each of RcnaissaiKX' and Bsrcluv.s. espv 5'< ). ‘i a •; -h-i’ 

V )•! !•'«■_ w ,c*' 'vu *«i'i vOvs.jia:l owed by it, as the eci?e i-iav K', umiei U;c boosSjusrr;!. 
M-ns,. Ik t ' '•vt-'m's! t-Kl«*cPa‘osmHt'MsssterAgreenscm. re^tfcUvelv. 

hc%'cbv tvinfixms io RtnwbsaJKv iliat «l'c k’nt-Jn ^ j, os t i i 
^ \ 5 X d b, H^'tday'S or its alUtiavCS to xesliici >} ‘i ' n i 

,* pN I ■■ a !' "a M* lo” ur:dei' tbe 'nvestmem Mssn^cncji Ag t\ (k ‘ 6 s ',k5 i 
lUiC' . , 1 r k .k ^ -ct obC' dcstgtisted fW eKCCistloo fey R< ijs' -.un-v u.)dv3 ” , bu,. u' < 
\ii'i- vJ.io VaK-emvOk {so ir. ^cascof a saiercjcaed bv Pd ostis e > 5 itK «. » ui kh 
cvor ks ,? nu 's-'i '<'v NiX’ijrith^ that H may own upior ifjc *• •i.n- 'hm 'tis-iii 

\ ,rcei 'ciii A .i*j. 5 .huH Ps u f mm Rcnalss^Kv, 

itardas's lieicby mrtlicr covenants to Kenais! anx '■it ?i •> tx i vik< o' , 
amcndnscjiso isMokaiioiis to tlie Memorandum and AniiU-s t V .« sti •. s,* Pi) 'm.ns abe- 
Ihi’; date hc'shsi ss*'U’ul ilrM obtaining the prior svrhten cssnsem tl vivio s>i Rvi « ^ s* u jvos .dut 

IhiM the ]}V.t's.u:?crJ Managcmcru A^acenK-n? law ?iot been f .mti.ass' o\ J.i Ft ^ 

Rcriaiiiiauice. 

If >'Oii uckrKnvledge ihc torcgoiiig. please sign and reiisni one copy of ijiis loiter. 
svhioK svill c>>5>3?u«te your confinnaiis'n with rc5ipc<l fo tlic subject nsaiter heressf. 


Ver> ifsib. yoiifs, 

RKNAISS ANCK I tX UNOLOCir.^ LLC 


Niauc: Mas^ Sili-vr 
'I'itk' ViA^e Presidcni 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSb0023S915 



674 


K 'i } v’ Ji<n, v>utlrm<id 

r . ' n ^ Ixm^ 

»Aiit. LAVS EANK PIAA NLW VORK BRANCH 
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JUDGKR IJOLDlNfiS l^i\ 
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Badger 'HoHiings I,. P. 
c/o Renaissance Teclinologses LLC 
SOO Third Avat«s. Flotsr 
New, York. New Yert I0Q22 

.R«iaiS£ar«»Tech0ol<®es LLC 
-S500 Third Avcaae, 3J“ fT<»r 
Ncv.' York, New York- 10022 


Atten6t>n: Mr. Maiii Sittwr 


2& Jane 2009 


T>car Sirs, 

We refer lo the iettcr a|3«cniisnl dsrtcd ot prirwttd tiw:4a».i»r®J5 teacr h»*w«eB <iUf8Clves. yoarscls-cs 
and Pabmino Litiu^ (“Patomuio**) in edraws^ wfth the fwtjposed aijicndmcnis to the 
JMemorandam and Aiirctea of AsvKiatkm ofT^lninjito (fe^AgirettaefiO- 

We represai to you thsu:: 

a) w-s and onr affiliatw-aro not entcni^ into the AsnsdrncntWKi die uaiJswt*ot» refwi.ed to- 

sbcrcin fp/.ite purpose ofaqhieving a financtal scucifteot objective ifast ajuld be toiiStfved as, 
matcrinUy rnisrcpfoswitrog the fiRanciat condidco ofus wtbat ofrmyjffS’jale. 

h) ihe a-ansacnctftf referred to in ftw Agreen«nl will be accounted for in our group consolidated 
finanoj'a! staujownl* in «mferm>ty with Tnlcmationat Financial Rspomng Standards {"IFRS^k 

c) the tnnsnetions rofered to in die Agreem«il will be dtsciosed iu our group consolidated 
Snaheia! staiementstmd tnherwtM *s andtrt tocewem necessary to wmply with (FRS and all 
ai^licable law^vand 

d) thdransactiocia referrod lo in toe Agreetacnt hixn tevievved and approved by appropriaie 

persounei in aceordaijce with our internal reidew and approval procedure; 

Yen represent to us that ; 

a) you and your affiliates we not entenng ibto theAj^rrtent fiw ^ fHwiJOBe of a 

fmaodal stai«nen( ubjccdve dutLcoold be consmicd as raaten'alV msrepresentiiis ds 
fiiumctal eofidibon of youor toat ofsny affiliate; 

b) your t'msncial sartemente an prepared in conformiry w«h accounthig jiriricipics gowrally 
aeceptod to the TJoitisd Sttt» Of Arnenc* (“US CAAP”^,' 

cV vpu have cotMtideracl the impjia of ihe fransacdona referred to to the Agitasmeiit and 

dxicludcd that th^ do tx>l impact your current aitoouddng troatmnit of and (^sclorurtoi in 
wtafiOR rff oisting transaction* between •euescives.vpursclves iod PaloTrtinoimderUS CAAJ^ 
in your fiRwrcial statements 

d) 8.soacb<)f‘you iBdceniadlbb6an'‘ihvesiflientcompany**. as thaltoTm it defined to the AlCftA 
Audit jtod Aecouflting Guide for Inv'esCiocm CbmpaOies , you dotitit bciierw ihatTASB 
Intcrpretaiiwi No. 4d (revised Decwilwr 2063). '‘ConsolidstJonrfS^riable Interest 

As amended by PASS StaffPesmcinNo.PlN4^(R.)-7.'‘ApidtcatKm of PASS Inierprctaiion 
No, 46CR.) w Investment Compaaks" i& applicabte to jrau; and 

e) the rawactiom referred loin the Agreciocm have hero mdewod mid approved fey sppn^riaw 
pcrsotwwl iu accordance with your loiemal review and approval proceilurc. 
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■niR iciiei- sh^i fee . governed wid-ahay 'bs ta atsooiance wid*.» laws of fee State of 

"Nav Yori, 

YaBTSancerdy. 


For surf M &ehalf of Bardays BanfeJ^X^ HY^a^' 


Wc bcrcl^'actasi’^ilcdgc riscewt d.f'aiul agfi* «>• ^ «si»'dftfU Jerier. 

zf#r^ 

For^Hd Waif of Badger l^R 
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THE COMPANtES LAW^AS AMENDED) 

COMPANY LIMITED BY SHARES 
AMENDED AND RESTATED MEMORANDUM AND ARTICLES 
OF ASSOCIATION 
OF 

PALOMINO LIMITED 

{ADOPTED PURSUANT TO SPECIAL RESOLUTION DATED 26 JUNE 2009} 


ill WALKERS 

Woik«f House. 87 Mary Sfrcet. Geo«ge Town 
Gfond Coymcn KYl-900l.Covmon blonds 
T 3<5 '7490100 f 345 9<9 7888 www.wo&englofaol.corri 

REF:LMJ/lip/L01855 


G'.\PubiicMondon\2006\Palomifio Limfte<f\DocsWnended Palomino Mem smc! Arts EXECUTED ?B 06.09.doc 

umMtfWoaV*)™!**! P*Oiisn« Me 

I Permanent Subcommittee on Investigations 

EXHIBIT #57 
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THE COMPANiES LAW (AS AMENDED) 

COMPANY LmrTED BY SHARES 
AMENDED AND RESTATED MEMORANDUM OF ASSOCIATION 
OF 


PALOMINO LIMITED 

(ADOPTED PURSUANT TO SPECIAL RESOLUTION DATED 26 JUNE 2009) 

1- The name of the Company is P^mino Limited. 

2- The Registered Office of the Company will be situated at the offices of Waikers Corporate 
Services Limited, Watker House, 87 Mary StreeL George Town, Grand Cayman, KY1-9002 
Cayman Islands or at such other location as tee Directors may from time to time determine. 

3. The objects for which the Company b established are, subject to the provisions of the Company's 
Articles of Association, unrestricted and the Company shall have full power and authority to carry 
out any object not prohibited by any law as provided by Section 7(4) of The Companies Law. 

4. The Company shad have and be capable of exercising all the functions of a natural person of full 
capacity Irrespective of any question of con>orate benefit as provided by Section 27(2) of the 
Companies Law. 

5. Nothing in the preceding sections shad be deemed to permit the Company to carry on the 
business of a Bank or Trust Company without being licensed in that behalf under the provisions 
of tee Banks and Trust Companies Law (2001 Revision), or to carry on insurance Buaness from 
within the Cayman islands or the business of an Insurance Manager, Agent, Sub-agent or Broker 
without being licensed in that behalf under the provisions of the Insurance Law (2001 Revision), 
or to carry on the business of Company Mar>agement without being licensed in that behalf under 
tee provisions of the Companies Management Law (2001 Revision). 


7, 

8 . 


Ttee Company will not trade in the Cayman Islands with any person, firm or corporation except in 
torteerance of the business of tee Company carried on outside tee Cayman Islands; provided that 
noteing in this section shall be construed as to prevent the Company effecting and concluding 
contracts in the Cayman Islands, and exercising in the Cayman islands all of its powers 
necessary for the carrying on of its business outside the Cayman islands. 

The liability of tee Members is limited to the amount, if any, unpaid on tee shares respectively 
held by them. 


The capital of the Company is US$10, 000, 000, 000.00 divided into 10,000,000,000 shares of a 
nominal or par value of US$1.00 each provided always thaL subject to the Companies Law and 
tee Company's Articles of Association, the Company shall have tee power to redeem or purchase 
any of its shares and to sub-divide or consolidate tee said shares or any of them and to issue all 
or any part of its capita! whether original, redeemed, increased or reduced with or without any 
preference, priority, special privilege or other rights or subject to any postponement ofnghtsja 
any conditions or restrictions whatsoever and so that unless the condition^ ' 
otherwise expressly provide every issue of shares whether stated to be c 
otherwise shall be subject to tee powers on tee part of the Company hereint 


The Company may exercise tee 
Cayman Islands and be registeree 


!,wer contained in the Companies La' 
luation in some other juH 
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THE COMPANIES LAW<AS AMENDED) 

COMPANY LIMITED BY SHARES 
ARTICLES OF ASSOCIATION 
OF 

PALOMINO LIMITED 

TABLE A 

The Regulations contained or incorporated in Table ‘A’ in the Firet Schedule of the Companies 
Law shall not apply to Palomino Limited (the "Company") and the following Articles shall 
comprise the Articles of Association of the Canpany. 

INTERPRETATION 

1. In these Articles, the following defined lenro vnil have the meanings ascribed to them, if not 
inconsistent with the subject or context; 

"Barclays Bank PLC“ means Barclays Bank PLC, a public limited company incorporated in 
England and Wales (with registered number 01026167) whose registered address is 1 Churchill 
Place, London E14 5HP. United Kingdom; 

"Barclays Deposits" means cash deposits made wilh Barclays Bank PLC; 

"Barclays Group" means Bardays Bank PLC and any enUty which is wholly owned by Barclays 
Bank PLC, whether directly or indirectly. 

“Companies Law" means the Companies Law (as amended) of the Cayman Islands; 

"Directors" and "Board of Directors" means the Directors of the Company for the time being, or 
as the case may be, the directors assembled as a Board or as a committee thereof; 

"Eligible Assets" means Barclays Deposits and/or debt issued by a sovereign body carrying a 
senior unsecured long term rating equal to the highest rating available from a recognised rating 
agency: 

"Investment Management Agreement" means an agreement to which the Company Is a party 
ur^der which a third party provides investment management services for the benefit of the 
Company; 

"ISDA Agreement" means an agreement in the form prescribed by the International Swaps and 
Derivatives Association inc. as an iSDA Master Agreement, including 
confirmations thereto; 

"Member" means a person whose name is entered In the Register of Me 
each subscriber to the Memorandum of Association pending the issue to h 
share or shares; 
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"fVlemorandum of Association” m^ms the memorandum of association of the Company, as 
amended and re-stated from time to time; 

"Office" means the registered office of the Corrtoany as required by the Companies Law; 
“Ordinary Resolution" means a resoluffisn; 

(a) passed by a simple majority of such Members as. being entitled to do so, vote in person 
or. where proxies are allowed, by proxy at a g«ieral meeting of the Company and where 
a poll is taken r^ard shail be h^ In ajrr^uting a majority to the number of votes to 
which each Member is ^titled; or 

(b) approved in writing by all of the Members entitted to vote at a general meeting of the 
Company in one or more instruments each signed by one or more of the Members and 
the effective date of the nssolutton so adopted shall be the date on which the instrument, 
or the last of such instrunr^nte. If more toan one, is executed; 

"paid up" means paid up as to the par value in respect of toe issue of any shares and includes 
credited as paid up; 

"PB Accounts" means prime brokerage accounto in the name of toe Company held with any 
member of the Barclays Group and opened pursuant to PB Agreements entered into between the 
Company and any member of the Barclays Grrxjp; 

*'PB Agreement" means a prime brokerage agreement between any member of the Barclays 
Group and the Company pursuant to whkto sudi member of the Barclays Group provides prime 
brcJ<erage services for the benefit of toe Company; 

"Register of Members" means the register to be kept by the Company in accordance with the 
Companies Law; 

"Renaissance Technologies, LLC" means Renaissance Technologies. LLC, a limited liability 
company formed under the laws of the State of Delaware, United States of America; 

"Seal" means toe Common Seal of toe Company (if adopted) including any focsimile thereof; 

"share" means any share in the capital of the Company, including a fraction of any share; 
"signed” includes a signature or representation of a signature affixed by mechanical means; and 
"Special Resolution" means a resolution passed in accordance with Section 60 of the 
Companies Law, being a resolution: 

(a) passed by a majority of not less than two-thirds of such Members as, being entitled to do 
so, at a general meeting of the Company of which notice specifying toe intention to 
propose the resolution as a Special Resolution has been duly given and where a poll is 
taken regard shall be had in confuting a majority to the number of votes to which each 
Member is entitled; or 

(b) approved in writing by all of the Members entitled to vote at a general meeting of the 
Company in one or more instruments each signed by one or more of the Members and 
the effective date of the Special Resolution so adopted shall be the date on which the 
instrument or the last of such instruments if more toan one, is executed. 

2. In these Articles, save where the context requires othenvise: 

(a) words importing toe singular number shall include the piura! number and vice versa; 
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(b) words importing maaixjline gender only shall include tfie feminine gender; 

(c) words importing persons only shall include companies or associations or bodies of 
persons, whether coiporate or not 

(d) “may" shall be construed as perrr«ssive and "shall" shall be construed as imperative; 

(e) references to a "dollar" or "dollars” tw $ is a reference to dollars of the United States; 

(f) references to a statutory enacbnent shall mdude reference to any amendment or re- 
enactment thereof for the time being in forc^; 

(g) reference to any determination by the Directors shall be construed as a determination by 
the Directors in their sole and ^solute disaefion and shall be applicable either generally 
or in any particular case; and 

(h) reference to "in writing" shall be consbued as written or represented by any means 
reproducible in writing, includirq any form of print, lithograph, email, facsimile, 
photograph or telex or represented by any ofrier substitute or format for storage or 
transmission for writing ot partly one and partly another, 

3. Subject to the last two preceding Articfes. any words defined in the Companies Law shall, if not 
inconsistent with the subject or context, bear foe same meaning in these Articles. 

PRELiMiNARY 

4. The business of the Company may be commenced at any time after incorporation. 

5. The Office shall be at such address in the Cayman Islands as foe Directors may from time to time 
determine. The Company may in addition establish and maintain such other offices and places of 
business and agencies in such places in the United Kingdom as the Directors may from time to 
time determine. 

PERMITTED ACTIVITIES 

6. The Company may not enter into any transactions other than the following: 

(a) entering info an Investment Management Agreement with Renaissance Technologies, 
LLC, or any affiliate thereof, and any transactions permitted under the terms of any such 
Investment Management Agreement; 

(b) entering into PB Agreements and any transactions permitted under the terms of any such 
PB Agreerr^ents; 

(c) opening PB Accounts pursuant to PB Agreements and entering info transactions directly 
related to the activities conducted with respect to foe PB Accounts; 

(d) entering into one or more ISDA Agreenr>ents with Barclays Bank PLC; 

(e) entering into option transactions pursuant to ISDA Agreements with Barclays Bank PLC; 
and 

(f) Investing in Eligible Assets other than pursuant to the terms of any Investment 
Management Agreement- 
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SHARES 

7. Subject as otherwise provided m these Artictes. all ^ares for the time being and from time to time 
unissued shall be under the control of the Directors, and may be re-designated, allotted or 
disposed of in such manner, to Kjdr perswis and on such terms as the Directors in their absolute 
discretion may think fit. 

8. The Company may. insofar as may be p^mitted by law. pay a commission to any person in 
consideration of his subscribing agreeing to subscribe whether absolutely or conditionally for 
any shares. Such commissions may be satisfied by the payment of cash or the lodgement of fully 
or partly paid-up shares ot pardy in one way and pardy in foe other. The Company may also on 
any issue of shares pay such brokerage as may be law^l. 

VARIATION OF RIGHTS ATTACHING TO SHARES 

9. If at any time the share capital is divided into different dasses of shares, the rights attaching to 
any class (unless otherwise provided by foe temts of issue of the shares of that class) may be 
varied or abrogated with the consent in writing of foe holders of two-thirds of the issued shares of 
that class, or with the sanction of a resolutton passed by at least a two-thirds majority of the 
holders of shares of the class at a separate general meeting of the holders of the shares of the 
class. To every such separate general irreeting the provisions of these Articles relating to general 
meetings of the Company shall rmtalis mutandis apply, but so that the necessary quorum shall 
be at least an entity bolding or represenring at least one-third of the issued shares of the class 
and that any holder of shares of the class may demand a poll. 

1 0. The rights conferred upon the holders of the shares of any class issued with preferred or other 
rights shall not, unless otherwise expressly provided by the terms of issue of the shares of that 
class, be deemed to be varied or abrogated by the creation or issue of further shares ranking pari 
passu therewith or the redemption or purchase of shares of any class by the Company. 


CERTIFICATES 

1 1 . Every person whose name s entered as a member in the Register of Members shall, without 
payment, be entitled to a certificate in the form determined by the Directors. Such certificate may 
be under the Seal. All certificates shall specify the share or shares held by that person and the 
amount paid up thereon, provided foat in respect of a share or shares held jointly by several 
persons the Company shall not be bound to issue more than one certificate, and delivery of a 
certificate for a share to one of several joint holders shall be sufficient delivery to all. All 
certificates surrendered to the Company for transfer shall be cancelled and no new certificates 
shall be issued until foe former certificate for a like number of shares shall have been surrendered 
or cancelled. 

12. If a share certificate is defaced, lost or destroyed it may be renewed on such terms, if any, as to 
evidence and indemnity as the Directors think fit. 

FRACTIONAL SHARES 

1 3. The Directors may issue fractions of a share of any class of shares, and, if so issued, a fraction of 
a share (calculated to three decimal points) shall be subject to and carry the corresponding 
fraction ctf liabiliries (whether with respect to any unpaid amount thereon, contribution, calls or 
otherwise), limitations, preferences, privileges, qualifications, restrictions, rights (including, 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00234981 



687 


without iimitatbn, voting and participafion r^hte) and other attributes of a whole share of the 
same class of shares. 


LIEN 

14. The Company shall have a firet priority and on every partly paid share for ail moneys 

(whether presently payable or not) catted or payable at a fixed time in respect of that share, and 
the Company shall also have a first priority lien and charge on aii partly paid shares standing 
registered in the name of a Member (whettw held scrfely or Jointly witfi another person) for al! 
moneys presently payable by him or his estate to the Con^any. but the Directors may at any time 
declare any share to be wholly or in part exerrpt from the provisions of this Articie. The 
Company’s lien, if any, on a share ^afi extend to all distributions payable thereon, 

15. The Company may sell, in such manner as toe Directors may determine, any shares on which the 
Company has a lien, but no sate shall be made unless an amount in respect of which the lien 
exists is presently payable nor untS the ejqjtration of fourteen days after a notice in writing, stating 
and demanding payment of such part of toe amount in respect of which the tien existe as is 
presently payable, has been given to the registered hcrfder for the time being of the share, or the 
persons entitled thereto by reason of his cfeato tx bankruptcy. 

16, For giving effect to any such sale toe Dir«rtors may authorise some person to transfer the shares 
sold to the purchaser thereof. The purchaser shall be registered as the holder of the shares 
comprised in any such transfer and he shall not be bound to see to the application of the 
purchase money, nor shall his title to toe shares be affected by any irregularity or invalidity in toe 
proceedings in reference to the sale. 

17, The proceeds of the sale after deductiwi of expenses, fees and commission incurred by the 
Company shall be received by the Compeuiy and applied in payment of such part of the amount in 
respect of which the lien exists as is presently payable, and the residue shall (subject to a like lien 
for sums not presently payal^ as existed upon the shares prior to the sale) be paid to toe person 
entitled to the shares at the date of the sale. 

CALLS ON SHARES 

18; The Directors may froim time to time make calls upon toe Members in respect of any moneys 
unpaid on their partly paid shares, and each Member shall (subject to receiving at least fourteen 
days' notice specifying the time or times of payment) pay to the Company at the time or times so 
specified the amount called on such shares. 

1 9. The joint holders of a share shall be jointly and severally liable to pay calls in respect thereof. 

20. If a sum catted in respect of a share is not paid before or on the day appointed for payment 
thereof, the person from whom the sum is due shall pay interest upon the sum at the rate of eight 
percentum per annum from the day appointed for toe payment thereof to the time of toe actual 
payment, but the Directors shall be at liberty to waive payment of that interest wholly or in part. 

21 . The provisions of these Articles as to the liability of joint holders and as to payment of interest 
shall apply in the case of non-payment of any sum which, by the terms of issue of a share, 
becomes payable at a fixed time, whether on account of the amount of the share, or by way of 
premium, as if the same had become payable by virtue of a call duty made and notified, 

22. The Directors may make arrangements on the issue of partly paid shares for a difference 
between the Members, or the particular shares, in the amount of calls to be paid and in the times 
of payment. 
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23. The Directors may, if they think fit, receKre from any Mender willing to advance the same ali or 
any part of the moneys uncalled and unpaid upon any parfly paid shares held by him, and upon 
all or any of the moneys so advanced may (until tiie same would, but for such advance, become 
presently payable) pay interest at such rate (ncs exceeding without the sanction of an Ordinary 
Resolution, eight percent, per annum) as nray te agreed ujxsn between the Member paying the 
sum in advance and the Directors. 

FORFEITURE OF SHARES 

24. If a Member fails to pay any call or instalment of a call in respect of partly paid shares on the day 
appointed for payment, the Directors may, at any tkr» thereafter during such time as any part of 
such call or instainnent remains unpaid, serve a notice on him requiring payment of so much of 
the call or instalment as is unpaid, togetoer with any interest which may have accrued. 

25. The notice shall name a further day (not earlter than the expiration of 14 days from the date of the 
notice) on or before which the payment required by the notice is to be made, and shall state that 
in the event of non-payment at or before toe time appointed the shares in respect of which the 
call was made will be liable to ftxf^ted. 

26. if the requirements of any such notice as aforesaid are not crxnplied with, any share in respect of 
which the notice has been given may at any time thereafter, before the payment required by 
notice has been made, be forfeited by a resolution of the Directors to that effect. 

27. A forfeited share may be sold or otherwise disposed of on such terms and in such manner as the 
Directors think fit, and at any time before a sale or disposition the forfeiture may be cancelled on 
such terms as the Directors think fit. 

28. A person whose shares have been forfeited shall cease to be a Member in respect of the forfeited 
shares, but shall, notwithstanding, remain liable to pay to the Company all moneys which at the 
date of forfeiture were payable by him to the Company in respect of the shares forfeited, but his 
liability shall cease if and when the Company receives payment in full of the amount unpaid on 
the shares forfeited. 

29. A statutory declaration in writing that the declarant is a Director, and that a share has been duly 
forfeited on a date stated in the declaration, shall be conclusive evidence of the facts in the 
declaration as against afl persons claiming to be entitled to the share. 

30. The Company may receive the consideration, if any, given for a share on any sale or disposition 
thereof pursuant to the provisions of these Articles as to forfeiture and may execute a transfer of 
the share in favour of the person to whom the share is sold or disposed of and that person shall 
be registered as the holder of the share, and shall not be bound to see to the application of the 
purchase money, if any, nor shall his title to the shares be affected by any irregularity or Invalidity 
in the proceedings in reference to the disposition or sale. 

31 . The provisions of these Articles as to forfeiture shall apply In the case of non-payment of any sum 
which by the terms of issue of a share becomes due and payable, whether on account of the 
amount of the share, or by way of premium, as if the same had been payable by virtue of a call 
duly made and notified. 

TRANSFER OF SHARES 

32. The Instrument of transfer of any share shall be in any usual or common form or such other form 
as the Directors may, in their absolute discretion, approve and be executed by or on behalf of the 
transferor and if in respect of a nil or partly paid up share, or if so required by the Directors, shall 
also be executed on behalf of toe transferee and shall be accompanied by the certificate (If any) 
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of the shares to which it relates and ^ch other eviden<» as Directors may reasonably require 
to show the right of the transferor to make the transfer. TTte transferor shall be deemed to remain 
a holder of the share until the name of ttje transferee is entered in the Register of Members tn 
respect thereof. 

33. The Directors may In their absolute dfecNetton dedine to register any transfer of shares witeout 
assigning any reason therefor. If the Directors reftjse to register a transfer of any shares, they 
shall within two mortths after the date on wrtiidi the bBnsfer was lodged with the Company send to 
the transferee notice of the refusal. 

34. The registration of transfers may be su^nded at such times and for such periods as the 
Directors may, in their absolute discretion, frwn.time to time determine, provided always that such 
registration shall not be suspended for more than 45 days in any year. 

35. All instruments of transfer which are regtetered shall be retained by the Company, but any 
instrument of transfer which the Directors decline to register shall (except in any case of fraud) be 
returned to the person depositing the same. 

TRANSMISSION OF SHARES 

36. The legal personal representative of a deceased sole holder of a share shall be the only person 
recognised by the Company as having any tiBe to the share. In the case of a share registered in 
the name of two or more hdders, the survivors or survivor, or the legal persona! representatives 
of the deceased survivor, shall be Uie only person recognised by the Company as having any title 
to the share. 

37. Any person becoming entitled to a share in consequence of the death or bankruptcy of a Member 
shall upon such evidence being produced as may from time to time be required by the Directors, 
have the right either to be registered as a Member in respect of the share or, instead of being 
registered himself, to make such transfer of the share as the deceased or bankrupt person could 
have made; but the Directors diail, in either case, have the same right to decline or suspend 
registration as friey would have had in the case of a transfer of the share by the deceased or 
bankrupt person before the death or bankruptcy. 

38. A person becoming entitled to a share by reason of the death or bankruptcy of a Member shall be 
entitled to the same dividends and other advantages to which he would be entitled if he were the 
registered Member, except that he shall not. before being registered as a Member in respect of 
the share, be entitled in respect of it to exercise any right conferred by membership in relation to 
meetings of the Company. 

ALTERATION OF SHARE CAPITAL 

39. The Company may from time to time by Ordinary Resolution increase the share capital by such 
sum, to be divided into shares of such Classes and amount, as the resolution shall prescribe. 

40. The Company may by Ordinary Resolution; 

(a) consolidate and divide all or any of its share capital into shares of a larger amount than 
Its existing shares: 

(b) convert all or any of its paid up shares into slock and reconvert that stock into paid up 
shares of any denorr»nation; 

(c) subdivide its existing shares, or any of them into shares of a smaller amount provided 
that in the subdivision foe proportion between the amount paid and the amount, if any. 
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unpaid on each reduce share shall be ttie same as it was in case of the share from 
which the reduced share is d^ed; and 

(d) cancel any shares that, at the date of the passing of the resolution, have not been taken 
or agreed to be taken by any person and diminish the amount of its share capital by the 
amount of the shares so canceSed. 

41. The Company may by Special Resoluficm reduce Its share capital and any capita! redemption 
reserve in any manner auttiorised by law. 

REDEMPTION AND PURCHASE OF SHARES 

42. Subject to the provisions of the Companies Law. the Company may; 

{a) issue shares on terms that they are to be redeemed or are liable to be redeemed at the 
option of the Company or the Member on such teims and in such manner as the 
Directors may, before the issue of such shares, detemiine; 

(b) purchase its own shares {includir^ any redeemable shares) on such terms and in such 
manner as the Directors may determir^e and agree with the Member; and 

(c) make a payment in respetS of the redemption or purchase of its own shares otherwise 
that out of profits or the pKxeeds of a fresh issue of shares. 

43. Any share in respect of which notice of redemption has been given shall not be entitled to 
participate in the profits of the Company in respect of the period after the date specified as the 
date of redemption in the notice of redemption. 

44. The redemption or purchase of any share shall not be deemed to give rise to the redemption or 
purchase of any other share. 

45. The Directors may when making payments in respect of the redemption or purchase of shares, if 
authorised by the terms of issue of the shares being redeem^ or purchased or with the 
agreement of the holder of such shares, make such payment either in cash or in specie, 

CLOSING REGISTER OF MEMBERS OR FIXING RECORD DATE 

46. For the purpose of determining those Members that are entitled to receive notice of, attend or 
vote at any meeting of Members or any adjournment thereof, or those Members that are entitled 
to receive payment of any dividend, or in order to make a determination as to who is a Member 
for any other purpose, the Directors may provide that the Register of Members shall be closed for 
transfers for a stated period which shall not exceed in any case 40 days, if the Register of 
Members shall be so closed for the purpose of determining those Members that are entitled to 
receive notice of, attend or vote at a meeting of Members the register shall be so closed for at 
least 10 days Immediately preceding such meeting and the record date for such determination 
shall be the date of the closure of the Regtsfer of Members. 

47. In lieu of or apart from dosing the Register of Members, the Directors may fix in advance a date 
as the record date for any such determination of those Members that are entitied to receive notice 
of, attend or vote at a meeting of the Members and for the purpose of determining those 
Members that are entitled to receive payment of any dividend the Directors may. at or within 90 
days prior to the date of declaration of such dividend fix a subsequent date as the record date for 
such determination. 
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48. If the Register of Members te not so and no record dale is fixed for the determination of 
those Members entitled to receive notM» of. attend or vote at a meeting of Members or those 
Members that are entitled to receive payrr^nt of a divkJend, the date on which notice of the 
meeting is posted or the date on which ttie resototbn of the Directors declaring such dividend is 
adopted, as the case may te. shaii te the reccwd darte for such determination of Members. When 
a determination of those Members that are entitled to receive notice of. attend or vote at a 
meeting of Members has been made as provided in tiiis Article, such determination shall apply to 
any adjournment thereof. 

GENERAL MEETINGS 

49. The Directors may, whenever they think fit, convene a genera! meeting of the Company. All 
general meetings shall be held in the United Wngdrxn. 

50. General meetings shall also be convened on the requisition in writing of any Member or Members 
entitled to attend and vote at general matings of the Company who hold not less than 10 per 
cent of the paid up voting share capital of tee Company deposited at the Office specifying the 
objects of the meeting for a date no later tean 21 days from tee date of deposit of the requisition 
signed by the requisitionists, and if the Directore do not convene such meeting for a date not later 
than 45 days after tee date of such deposit, tee requisitionists themselves may convene the 
general meeting in the same manner, as nearly as possible, as that in which general meetings 
may be convened by the Directors, and all reasonable expenses incurred by the requisitionists as 
a result of the failure of the Directors to convene the general meeting shall be reimbursed to them 
by the Company. 

51. If at any time there are no Directors, any two Members {or if there is only one Member then that 
Member) entitled to vote at general meetings of the Company may convene a general meeting in 
the same manner as neatly as possible as that in which general meetings may be convened by 
the Directors. 

NOTICE OF GENERAL MEETINGS 

52. At least seven days’ notice in writing counting from the date service is deemed to take place as 
provided in these Articles specifying the place, tee day and the hour of the meeting and, in case 
of special business, the general nature of that business, shall be given In the manner hereinafter 
provided or in such other manner (if any) as may be prescribed by the Company by Ordinary 
Resolutton to such persor^s as are. under these Articles, entitled to receive such notices from the 
Company, but with tee consent of all the Members entitled to receive notice of some particular 
meeting and attend and vote thereat, that meeting may be convened by such shorter notice or 
without notice and in such manner as those Members may think fit. 

53. The accidental omission to give notice of a meeting to or the non-receipt of a notice of a meeting 
by any Member shall not invalidate the proceedings at any meeting. 

PROCEEDINGS AT GENERAL MEETINGS 

54. All business carried out at a general meeting shall be deemed special with tee exception of 
sanctioning a dividend, the consideration of the accounts, balance sheets, any report of the 
Directors or of the Company's auditors, the appointment and removal of Directors and the fixing 
of the remuneration of the Company's auditors. No special business shall be transacted at any 
general meeting without the ccw^sent of all Members entitled to receive notice of that meeting 
unless notice of such special business has been given in the notice convening that meeting, 

55. No business shai! be transacted at any general meeting unless a quorum of Members is present 
at the time when the meeting proceeds to business. Save as otherwise provided by these 
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Articles, one or more Members holding at least a majori^ of the paid up voting share capita! of 
the Company present in person or by proxy shall be a quorum. 

56, If writhin half an hour from the Sme appealed for the meeting a quorum is not present, the 
meeting, if convened upon the requisition of Members, shall be dissolved. In any other case it 
shall stand adjourned to the same day in the neA week, at the same time and place, and if at the 
adjourned meeting a quorum Is not present \^hfo half an hour from the time appointed for the 
meefing the Member or Members present and entitted to vote shall form a quorum. 

57, if the Directors wish to make this 1aci% a>reitabte to Members for a specific or all general 
meetings of the Company, a Member may participate in any general meeting of the Company, by 
means of a telephone or similar rommunication equipment by way of which ail persons 
participating in such meeting can hear each ottier and such participation shall be deemed to 
constitute presence in person at the meeting. 

58, The chairman, if any, of the Directore shall fxeside as chairman at every general meeting of the 
Company. 

59- if there is no such chairman, or if at any general meeting he is not present within fifteen minutes 
after the time appointed for holding ttie rreeting or is unwilling to act as chairman, the Members 
present shall choose any person present to be diairman of that meeting. 

60. The chairman may with the cwisent of any general meeting at which a quorum is present (and 
shall if so directed by the meeting) adjourn a meeting from time to time and from place to place, 
but no business shall be transacted at any adjourned meeting other than the business left 
unfinished at the meeting from whidi the adjournment took place. When a meeting, or adjourned 
meeting, is adjourned for 14 days or more, notice of the adjourned meeting shall be given as in 
the case of an original meeting. Save as aforesaid it shall not be necessary to give any notice of 
an adjournment or of the business to be transacted at an adjourned meeting. 

61. At any general meeting a resolution put to the vote of the meeting shall be decided on a show of 
hands, unless a poll is (before or on the declaration of the result of the show of hands) demanded 
by one or more Members pres^it in person or by proxy entitled to vote, and unless a poll is so 
demanded, a declaration by the chairman that a resolution has. on a show of hands, been 
carried, or carried unanirmusly, or by a particular majority, or lost, and an entry to that effect in 
the book of the proceedings of the Company, shall be conclusive evidence of the fact, without 
proof of the number or proportion of the votes recorded in favour of. or against, that resolution, 

52. If a poll is duty demanded it shall be taken in such manner as the chairman directs, and the result 
of the poll shall be deemed to be the resolution of the meeting at which the poll was demanded. 

83. In toe case of an equairty of votes, whether on a show of hands or on a poll, the chairman of the 
meeting at which the show of hands takes place or at which the poll is demanded, shall be 
entitled to a second or casting vote. 

64. A poll demanded on the election of a chairman of the meeting or on a question of adjournment 
shall be taken forthwith. A poll demanded on any other question shall be token at such time as 
the chairman of the meeting directs. 

VOTES OF MEMBERS 

65. Subject to any fights and restrictions for the time being attached to any share, on a show of 
hands every Member present in person and every person representing a Member by proxy shall, 
at a genera! meeting of toe Company, each have one vote and on a poll every Member and every 
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person representing a Member by proxy shall have one vote for each share of which he or the 
person represented by proxy Is Wie holder. 

66. In the case of joint holders the vote of foe senior who fenders a vote whether in person or by 
proxy shall be accepted to the e^orfusion of foe vctes of the other joint holders and for this 
purpose seniority shall be determined by foe order in which foe names stand in the Register, 

67. A Member of unsound mind, or fo respect erf whom an order has been made by any court having 
jurisdiction in lunacy, may vote, whetffer a show of hands or on a poll, by his committee, or 
other person in the nature of a committee appointed by that court, and any such committee or 
other person, may vote by proxy. 

68. No Member shall be entitled to vote at any general meeting unless all calls or other sums 
presently payable by him in respfect of shares carrying the right to vote held by him have been 
paid. 

69- On a poll votes may be given either peraonally or by proxy, 

70. The instrument appointing a proxy shaH be in writing under the hand of the appointor or of his 
attorney duly authorised fo w^ibr^ or, if foe appointor is a corporation, either under seal or under 
the hand of an officer or attorney duly authorised. A proxy need not be a Member, 

71. An instrument appointing a proxy may be in any usual or common form or such other form as the 
Directors may approve. 

72. The instrument appointing a proxy shall be deemed to confer authority to demand or join in 
demanding a poll, 

73. A resolution in writing signed by all foe Members for the lime being entitled to receive notice of 
and to attend and vote at general meetings of foe Company (or being corporations by their duly 
authorised representatives) shall be as valid and effect^e as if the same had been passed at a 
general meeting of the Company duly convened and held. 

CORPORATIONS ACTING BY REPRESENTATIVES AT MEETINGS 

74. Any corporation which is a Member or a Director may by resolution of its directors or other 
governing body authorise such person as it thinks fit to act as its representative at any meeting of 
the Company or of any class of Members or of the Board of Directors or of a committee of 
Directors, and the person so authorised shall be entitled to exercise the same powers on behaif 
of foe corporation which he represents as that corporation could exercise if it were an individual 
Member or Director. 

DIRECTORS 

75. The name of the first Director{s) shall either be determined in writing by a majority (or in foe case 
of a sole subscriber that subscriber) of, or elected at a meeting of. the subscribers of (he 
Memorandum of Association, 

76. The Company may by Ordinary Resolution appoint any persexi to be a Director, 

77. Subject to the provisions of these Articles, a Director shall hold office until such time as he is 
removed from office by Ordinary Resolution. 
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78. The Company may by Ordinary Resolution from time to time fix the maximum and minimum 
number of Directors to be appointed but unless such numbers are fixed as aforesaid the number 
of Directors shaii be unlimiled. 

79. The remuneration of the Direct<xs may be determined by the Board of Directors or by the 
Company by Ordinary Rescrfuflon. 

80. There shall be no sharehrrfding qustfification for Krectors unless determined otherwise by the 
Company by Ordinary Resoiudon. 

81- The Directors shall have power at any ftne and frwn tme to time to appoint a person as a 
Director, ei^er as a result of a casual vacancy or as an additional Director, subject to the 
maximum number {if any) imposed by frie Con^any by Ordinary Resolution. 

ALTERNATE DIRECTOR OR PROXY 

82. Any Director may in writing appoint another person to be his alternate and, save to the extent 
provided otherwise in the form of appointm^L such alternate shall have authority to sign written 
resolutions on behalf of the aj^oinhng Direc:tor and to act in such Director's place at any meeting 
of the Directors at which he is unable to be present. Every such alternate shall be entitled to 
attend and vote at meetings of the Directors as a Director w^en the Director appointing him is not 
personally present and where he is a Director to have a separate vote on behalf of the Director he 
is representing in addition to his own vote. A Director may at any time in writing revoke the 
appointment of an alternate aj^ointed by him. Such alternate shall not be an officer of the 
Company and shall be deemed to be the agent of the Director appointing him. The remuneration 
of such alternate shall be payable out of the remuneration of the Director appointing him and the 
proportion thereof shall be agr^ between toem. 

83. Any Director may appoint any person, whether or not a Director, to be the proxy of that Director to 
attend and vote on his behalf, in accordance with instructions given by that Director, or in the 
absence of such instructions at the discretion of the proxy, at a meeting or meetings of the 
Directors which that Director is unaWe to attend personally. The instrument appointing the proxy 
shall be in writing under the hand of the appointing Director and shall be in any usual or common 
form or such other form as the Directors may approve, and must be lodged with the chairman of 
the meeting of the Directors at which such proxy is to be used, or first used, prior to the 
commencement of the meeting. 

POWERS AND DUTIES OF DIRECTORS 

84. Subject to the provisions of the Companies Law. these Articles and to any resolutions made in a 
general meeting, the business of the Company shall be managed in the United Kingdom by the 
Directors, who may pay a!! expenses incurred in setting up and registenng the Company and may 
exercise all powers of the Company. No resolution passed by the Company in general meeting 
shall Invalidate any prior act of the Directors that would have been valid if that resolution had not 
been made. 

85. The Directors may from time to time appoint any person, whether or not a Director to hold such 
office in the Company as the Directors may think necessary for the administration of the 
Company, including but not limited to. the office of president one or more vice-presidents, 
treasurer, assistant treasurer, manager or controiier, and for such term and at such remuneration 
(whether by way of salary or commission or participation in profits or partly in one way and partly 
in another), and with such powers and duties as the Directors may think fit Any person so 
appointed by the Directors may be removed by the Directors. The Directors may also appoint 
one or more of their number to the office of managing director upon like terms, but any such 
appointment shall ipso facto determine if any managing director ceases from any cause to be a 
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Director, or if the Company by Ordinary Resolution resolves that his tenure of office be 
terminated, 

86- The Directors may appoint a Secretary {and if need be an Assistant Secretary or Assistant 
Secretaries} who shall hold office for such term, at such remuneration and upon such conditions 
and with such powers as they foink fit Any Secretary or Assistant Secretary so appointed by the 
Directors may be removed by fite Drectors. 

87. The Directors may delegate any of their powers to committees consisting of such member or 
members of their body as they think fit; any committee so formed shall in the exercise of the 
powers so delegated conform to any r^ulations that may be imposed on it by the Directors. 

88. The Directors may from time to time and at any time by power of attorney (whether under Seai or 
under hand) or otherwise appoint any company, firm or person or body of persons, whether 
nominated directly or indirectly by the DkectcMS. to be the attorney or attorneys or authorised 
signatory (any such person being an "Attorney" or "Authorised Signatory", respectively) of the 
Company for such purposes and such powers, authorities and discretion (not exceeding 
those vested in or exercisable by the Directors under these Articles) and for such period and 
subject to such conditions as they may think fit, and any such power of attorney or other 
appointment may contain such j^m/isfons for the protection and convenience of persons dealing 
with any such Attorney or Authorised Signatory as the Directors may think fit. and may also 
authorise any such Attorney or Authorised Signatory to delegate all or any of the powers, 
authorities and discretion vested in him. 

89. The Directors may from time to time ptovWe for the management of the affairs of the Company in 
such manner as they shall think fit and toe provisions contained in the three next following 
Articles shall not limit the general powers conferred by this Article PROVIDED ALWAYS that the 
central management and confi-ol of the Company shall be conducted in the United Kingdom. 

90. The Directors from time to lin^ and at any time may establish any committees, local boards or 
agencies for managing any of toe affairs of the Company and may appoint any persons to be 
members of such committees or local boards and may appoint any managers or agents of the 
Company and may fix the remuneration of any such persons. 

91. The Directors from time to time and at any time may delegate to any such committee, local board, 
manager or agent any of the powers, authorities ar>d discretions for the time being vested in the 
Directors and may authorise toe members for the time being of any such locai board, or any of 
them to fill any vacancies toerein and to act notwithstanding vacancies and any such appointment 
or delegation may be made on such terms and subject to such conditions as the Directors may 
think fit and the Directors may at any time remove any person so appointed and may annul or 
vary any such delegation, but no person dealing in good faith and without notice of any such 
annulment or variation shall be affected thereby. 

92. Any such delegates as aforesaid may be authorised by the Directors to sub-delegate all or any of 
the powers, authorities, and discretion for the time being vested in toem. 

BORROWING POWERS OF DIRECTORS 

93. Subject to Article 6. the Directors may exercise all the powers of the Company to borrow money 
and to mortgage or charge its undertaking, property and uncaM capital or any part thereof, to 
issue debentures, debenture stock and other securities whenever money is borrowed or as 
security for any debt, liability or obligation of the Company or of any third party. 
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THE SEAL 

94. The Sea! shall not be affixed to any instrument except by the authority of a resolution of the 
Directors provided always that surti auttiOTty may be given prior to or after the affixing of the Seal 
and if given after may be in getter^ form ccmfirmif^ a number of affixings of the Seal. The Seal 
shall be affixed in the presence of a Dfrector or a Secretary (or an Assistant Secretary) or in the 
presence of any one or more persons as Ute Directors may appoint for the purpose and every 
person as aforesaid shall sign every instrument to vrtiich the Sea! is so affixed in their presence. 

95. The Company may maintain a facs^ile of the Sea! in such countries or places as the Directors 
may appoint and such facsimile Seal shall not be affixed to any instrument except by the authority 
of a resolution of the Board of Dir«rtas provided always that such authority may be given prior to 
or after the affixing of such facsimile Seal and if given after may be in general form confirming a 
number of affixings of such facsimile Seal. The facsirrwTe Seal shall be affixed in the presence of 
such person or persons as the Directors shall for this purpose appoint and such person or 
persons as aforesaid shall sign every insbument to which the fecsimiie Seal is so affixed in tfieir 
presence and such affixing of toe fecsimiie Seal and signing as aforesaid shall have the same 
meaning and effect as if the Seal had been affixed in the presence of and the instrument signed 
by a Director or a Secretary (or an Msistant S«:retafy) or in the presence of any one or more 
persons as the Directors may appoint for toe purpose. 

96. Notwithstanding the foregoing, a Secretary or arty Assistant Secretary shall have the authority to 
affix the Seal, or the fecsimiie Seal, to any insbument for the purposes of attesting authenticity of 
the matter contained therein but whteh does rrot create any obligation binding on the Company. 

DISQUALIFICATION OF DIRECTORS 

97. The office of Director shall be vacated, if the Director 

(a) becomes bankrupt or makes any arrangement or composition with his creditors; 

(b) dies or is found to be or becomes of unsound mind; 

(c) • resigns his office by notice in writing to the Company; 

(d) is removed from office by Ordinary Resolution; 

(a) Is removed from office by notice addressed to him at his last known address and signed 
by all of his co-Directors (not being less toan two in number); or 

(f) is removed from office pursuant to any other provision of these Articles. 

PROCEEDINGS OF DIRECTORS 

98. The Directors may meet together for toe despatch of business, adjourn, and otherwise regulate 
their meetings and proceedings as they toink fit PROVIDED THAT any such meetings must be 
held In the United Kingdom. Questions arising at any meeting shall be decided by a majority of 
votes. In case of an equality of votes toe chairman shall have a second or casting vote. A 
Director may. and a Secretary or Assistant Secretary on the requisition of a Director shall, at any 
time summon a meeting of the Directors. 

99. A Director or Directors may participate in any meeting of toe Board of Directors, or of any 
committee appointed by the Board of Directors of which such Director or Directors are members, 
by means of telephone or similar communication equipment by way of which all pereons 
participating in such meeting can communicate with each other and such participation shall be 
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deemed to constitute presence in f^rson at the meeting. Nc^ing in this Article shall be deemed 
to allow a meeting to take pface outside ttw Unit^ Kingd<xn. 

100, The quorum necessary for the transaction of tiie txisiness of the Directors may be fixed by tire 
Directors, and unless so fixed, if there be two or more Directors shall be two. and if there be one 
Director the quorum shall be one. A Director represented by proxy or by an Alternate Director at 
any meeting shall be deemed to te present for tiie purposes of determining whether or not a 
quorum is present, 

101, A Director who is in any way. whetiier directly or indirectiy. interested in a contract or proposed 
contract with the Company shall declare the nature of his interest at a meeting of the Directors. A 
general notice given to the Directors by any Drector to the effect that he is a member of any 
specified ccxnpany or firm and is to be regard^ as interested in any contract which may 
thereafter be made with that company or firm shat! deemed a sufficient declaration of interest 
in regard to any contract so made. A Director may vote in respect of any contract or proposed 
contract or arrangement notwithstanding toat he may be interested therein and if he does so his 
vote shall be counted and he may be counted m the quorum at any meeting of the Directors at 
which any such contract or proposed contract or arrangement shall come before the meeting for 
consideration. 

102, A Director may hold any other office or place of profit under ffie Company (other than the office of 
auditor) in conjunction with his office of Director for such period and on such terms (as to 
remuneration and otherwise) as the Directors may determine and no Director or intending 
Director shall be disqualified by his office from contracting wHh the Company either with regard to 
his tenure of any such other office or place of profit or as vendor, purchaser or otherwise, nor 
shall any such contract or arrangement entered into by or on behalf of the Company in which any 
Director is in any way interested, be liable to be avoided, nor shall any Director so contracting or 
being so interested be liable to account to the Company for any profit realised by any such 
contract or arrangement by reason of such Director holding that office or of the fiduciary relation 
thereby established. A Director, notwithstanding his interest, may be counted in the quorum 
present at any meeting of the Directors whereat he or any other Director is appointed to hold any 
sudi office or place of profit under the Company or whereat toe terms of any such appointment 
are arranged and he may vote on any such appointment or arrangement, 

1 03, Any Director may act by himself or his firm in a professional capacity for the Company, and he or 
his firm shall be entitled to remuneration for professional services as if he were not a Director; 
provided that nothing herein contained shall authorise a Director or his firm to act as auditor to the 
Company. 

104, The Directors shall cause minutes to be made in books or iooss-ieaf folders provided for the 
purpose of recording; 

(a) all appointments of officers made by the Directors; 

(b) the names of the Directors present at each meeting of the Directors and of any 
committee of the Directors; and 

(c) all resolutions and proceedings at ail meetings of the Company, and of the Directors and 
of committees of Directors. 

105, When the chairman of a meeting of the Directors signs the minutes of such meeting the same 
shall be deemed to have been duly held notwithstanding that ail the Directors have not actually 
come together or that there may have been a technical defect in the proceedings unless this 
defect relates to requirements for meetings to be witoin the United Kingdom. 
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106. A resolution in writing signed by all Oie Directors or all the members of a committee of Directors 
entitled to receive notice of a meeting of Directors or committee of Directors as the case may be 
(an alternate Director, subject as provided otoerwi^ in the terms of appointment of the alternate 
Director, being (i) entitled to sign wjcrfi a resoluton on tehatf of his appointor and (ii) required to 
sign such resolution ortly irt the absence of his appcwntor), shaft be as valid and effectual as if it 
had been passed at a duly celled and constthi^ meeting of the Directors or committee of 
Directors as the case may \Aflien sigrred a resolution may consist of several documents each 
signed by one or more of the Directors ot his duty appointed alternate. 

107. The continuing Directors may act notwithsfanding any vacancy in their body but if and for so tong 
as their number is reduced betow ttie numb«- fixed by or pursuant to these Micles as the 
necessary quorum of Directors, the continuing Wrectors may act for the purpose of increasing the 
number, or of summoning a general nwefing of toe Company, but for no other purpose. 

108. The Directors may elect a chairman of their meetings and determine the period for which he is to 
hold office but if no such chairman is elected, or if at any meeting the chairman is not present 
within fifteen minutes after the time apftointed ta- holding the meeting, the Directors present may 
choose one of their number to be chairman of the meeting. 

109. A committee appointed by the Directors may elect a chairman of its meetings. If no such 
chairman is elected, or if at any meeting toe chairman is not present within five minutes after the 
time appointed for hoidirig the meeting, toe members present may choose one of their number to 
be chairman of the meeting . 

110. A committee appointed by the Directors may meet and adjourn as it thinks proper PROVIDED 
THAT no meeting may take place outside the United Kingdom. Questions arising at any meeting 
shall be determined by a majority of votes of toe committee members present and in case of an 
equality of votes the chairman shall have a second or casting vote. 

111. All acts done by any meeting of the Directors or of a committee of Directors, or by any person 
acting as a Director, shall notwithstanding that it be afterwards discovered that there was some 
defect in the appointment of any such Director or person acting as aforesaid, or that they or any 
of them were disqualified, be as valid as if every such person had been duly appointed and was 
qualified to be a Director. 

DIVIDENDS 

112. Subject to any rights and restrictions for the time being attached to any class or classes of 
shares, the Directors may from time to time declare dividends (including interim dividends) and 
other distributions on shares in issue and authorise payment of the same out of the funds of the 
Company lawfully available therefor. 

113. Subject to any rights and restrictions for the time being attached to any class or classes of 
shares, the Company by Ordinary Resolution may declare dividends, but no dividend shall 
exceed the amount recomrr^ended by toe Directors. 

114. The Directors may, before recommending or declaring any dividend, set aside out of the funds 
legally available for distribution such sums as they think proper as a reserve or reserves which 
shall, in the absolute discretion of the Directors te applicable for meeting contingencies, or for 
equalising dividends or for any other purpose to which those funds may be property applied and 
pending such application may in the absolute discretion of toe Directors, either be employed in 
the business of the Company or, subject to Article 6, be invested in such investments as (he 
Directors may from time to time think fit. 


Confidential Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00234993 



699 


115. Any dividend may be paid by cheque s^t ttirough the post to the registered address of the 
Member or person entitled thereto, or in the case of jcHnt holders, to any one of such joint holders 
at his registered address or to such per«)n and address as the member or person entitled, 
or such joint holders as the case may be, may direct Every such cheque shall be made payable 
to the order of the person to whom K is sent or to toe orda- of such other person as the Member 
or person entitled, or such jCHnt hokJers as toe ca^ may be, may direct. 

116. The Directors when paying dividends to the Members in accordance with the foregoing provisions 
of these Articles may make such payment eitoer in cash or in specie. 

117. Subject to any rights and restrichons for the time being attached to any class or classes of 
shares, all dividends shall be declared and paid according to the amounts paid up on the shares, 
but if and for so long as nothing is paid up on of toe shares dividends may be declared and 
paid according to the par value of the shares. No arroimt paid on a share in advance of calls 
shall, while carrying interest, be treated for the purposes of this Article as paid on the share, 

118. If several persons are registered as joint holders of any share, any of them may give effectual 
receipts for any dividend or other moneys payable on or in respect of the share. 

119. No dividend shall bear interest against the Company. 

ACCOUNTS, AUDIT AND ANNUAL RETURN AND DECLARATION 

120. The books of account relating to the Conpany's affetirs shall be kept in such manner as may be 
determined from time to time by the Directors. 

121. The books of account sb^l be kept at the registered office of the Company, or at such other place 
or places as the Directors think fit, and shall always be open to the inspection of the Directors. 

122- The Directors may from time to fime determine whether and to what extent and at what times and 
places and under what condifions or regulations the accounts and books of the Company or any 
of them shall be open to the inspection of Members not being Directors, and no Member (not 
being a Director) shall have any right of inspecting any account or book or document of the 
Company except as conferred by iaw or authorised by the Directors or by the Company by 
Ordinary Resolution. 

123. The accounts relating to the Company's affairs shall only be audited if the Directors so determine, 
in which case toe financial year end and the accounting principles will be determined by the 
Directors, 

124. The Directors in each year shall prepare, or cause to be prepared, an annual return and 
declaration setting forth the particulars required by the Companies Law and deliver a copy thereof 
to the Registrar of Companies in the Cayman Islands. 

CAPITALISATION OF RESERVES 

125. Subject to the Companies Law, the Directors may, with the authority of an Ordinary Resolution: 

(a) resolve to capitalise an amount standing to toe credit of reserves (including a share 
premium account, capital redemption reserve and profit and loss account), whether or not 
available for distribution; 

(b) appropriate the sum resolved to be capitalised to the Members in proportion to the 
nominal amount of shares (whether or not fully paid) held by them respectively and apply 
that sum on their behalf in or towards: 
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(i) paying up the amounts (if any) for the time being unpaid on shares held by them 
respectively, or 

(ii) paying up in foil unissued ^res or det^tures of a nominal amount equal to 
that sum, 

and allot the shares or debentures, oedited ^ folly paid, to the Members {or as they may 
direct) in those proportions, or partly in one way and partly in the other, but the share 
premium account, the capital redemphon reserve and profits which are not available for 
distribution may, for the purposes of this Arhcle, only be applied in paying up unissued 
shares to be allotted to Members wedited as folly paid; 

(c) make any arrangements ttiey think fit to rescue a difficulty arising in the distribution of a 
capitalised reserve and in farfimjlar, without limifation, where shares or debentures 
become distributable in fractions the DIrectora may deal with the fractions as they think 
fit; 

(d) authorise a person to enter (on b^alf of all the Members concerned) into an agreement 
with the Company providing for eifoen 

(i) the allotment to the Members respectively, credited as fully paid, of shares or 
debentures to which they may be entitled on the capitalisation, or 

(ii) the payment by foe Company on behalf of the Members (by the application of 
their respective proportions of the reserves resolved to be capitalised) of the 
amounts or part of the amounts remaining unpaid on their existing shares, 

and any such agreement made under this authority being effective and binding on ail 
those Members; and 

(e) generally do all acts and things required to give effe<^ to the resolution. 

SHARE PREMIUM ACCOUNT 

126. The Directors shall in accordance with the Companies Law establish a share premium account 
and shall carry to the credit of such account from time to lime a sum equal to the amount or value 
of the premium paid on the issue of any share. 

127. There shall be debited to any share premium account on the redemption or purchase of a share 
the difference between the nominal value of such share and the redemption or purchase price 
provided always that at the discretion of the Directors such sum may be paid out of the profits of 
the Company or, if permitted by the Companies Law. out of capital. 

NOTICES 

128. Any notice or document may be served by the Company or by the person entitled to give notice to 
any Member either personalty, or by posting it airmail or air courier service in a prepaid letter 
addressed to such Member at his address as appearing in the Register, or by electronic mail to 
any electronic mail address such Member may have specified in writing for the purpose of such 
service of notices, or by cable, telex or facsimile should the Directors deem it appropriate. In the 
case of joint holders of a share, all notices shall be given to that one of the joint holders whose 
name stands first in the Register in respect of the joint holding, and notice so given shall be 
sufficient notice to all the joint holders. 
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129, Any Member present, either pererw^ly «x by proxy, at any meeting of the Company shall for all 

purposes be deemed to have rK^ived due notice of siKir meeting and, where requisite, of the 

purposes for which such meetir^ was convened. 

1 30, Any notice or ottier document, if serv«i by (a) post, ^afi be deemed to have been served five 

days after the time when the tetter containir^g ttie same is posted, or (b) facsimile, shall be 

deemed to have been served upon production by Ure transmitting facsimile machine of a report 
confirming transmission of the fecsimte in foil to the facsimile number of the recipient, or (c) 
recognised courier service, shall be deemed to have been served 48 hours after the time when 
ftie letter containing the same is delivered to the courier service, or (d) electronic maii, shall be 
beamed to have been served immediately u|»n the time of tiie transmission by electronic maii. In 
proving service by post or courier service ft ^ail be sufficient to prove that the letter containing 
the notice or documents was proj^rly addressed and duly posted or delivered to the courier 
service, 

131, Any notice or document deltyer«i or sent by post to or left at the registered address of any 
Member in accordance with the leims of ttjese Articles shall notwithstanding that such Member 
be then dead or bankrupt, and vi?heth«r or not the Company has notice of his death or bankruptcy, 
be deemed to have been duty served in resp«:t of any share registered in the name of such 
Member as sole or joint holder, untess his name shall at the time of the service of toe notice or 
document, have been removed from the Register of Members as the holder of the share, and 
such service shall for all pu^xoses be deemed a suffident service of such notice or document on 
all persons interested {whether jointly wito or as claiming through or under him) in the share. 

132, Notice of every general meeting of the Company shall be given to; 

(a) ail Members hdding shares with the right to receive notice and who have supplied to the 
Company an address for the giving of notices to them; and 

(b) every person entitled to a share in consequence of the death or bankruptcy of a Member, 
who but for his death or bankruptcy would be emitted to receive notice of the meeting , 

No other person shall be entitled to receive notices of general meetings, 

INDEMNITY 

133, Every Director {including for the purposes of this Article any alternate Director appointed pursuant 
to the provisions of these Articles). Secretary, assistant Secretary, or other officer for the time 
being and from time to time of the Company (but not including the Company's auditors) and the 
personal r^resentatives of the same (each an "Indemnified Person”) shall be indemnified and 
secured harmless out of the assets and funds of the Company against all actions, proceedings, 
costs, charges, expenses, losses, damages or liabilities incurred or sustained by such 
Indemnified Person, other than by reason of sudi Indemnified Person's own dishonesty, wilful 
default or fraud, in or about toe conduct of toe Company's business or affairs (Including as a 
result of any mistake of judgment) or in the execution or discharge of his duties, powers, 
authorities or discretions, including without prejudice to the generality of the foregoing, any costs, 
expenses, losses or liabilities incurred by such Indemnified Person in defending (whether 
supcessfoily or otherwise) any civil proceedings concerning the Company or its affairs in any 
court whether in the Cayman Islands or elsewhere. 

134, No Indemnified Person shall be liable; 

(a) for the acts, receipts, neglects, defaults or omissions of any other Director or officer or 
agent of the Company; or 
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(b) for any loss on accountofdefec4offitle to property of the Company; or 

(c) on account of the insufflcfaicy of any in or upon which any money of the 

Company shail be invested; or 

(d) for any loss incurred through any bank, broker or other similar person; or 

(e) for any loss occasion^ by any negigence, defeuft, breach of duty, breach of trust, error 
of judgement or oversight wi surfi Indemnified Person's part; or 

(f) for any loss, damage or misfortune vs^teoever which may happen in or arise from the 
execution or discharge of the duties, |»wers. authorities, or discretions of such 
Indemnified Person's office or in relation ttiereto; 

unless the same shall happen throi^h such Indemnified Person's own dishonesty, wilful default 

or fraud. 


NON-RECOGNITION OF TRUSTS 

135. No person shall be recognised by the Conpany as holding any share upon any trust and the 
Company shall not, unless required by law, be bound by or be compelled in any way to recognise 
(even when having notice thereof) any equitable, contingent, future or partial interest in any of its 
shares or any other rights in respect fo^eof except an absolute right to the entirety thereof in 
each Member registered fo the Register of Members. 

WINDING- UP 

136- if the Company shall be wound up. the liquidator may. with the sanction of an Ordinary Resolution 
of foe Company divide amongst foe Members in spede or kind the whole or any part of the 
assets of the Company {whether they shall consist of property of the same kind or not) and may, 
for such purpose set such value as he deems feir upon any property to be divided as aforesaid 
and may determine how such division shall be carried out as between foe Members or different 
classes of shares. The liquidator may. with the like sanction, vest foe whole or any part of such 
assets in trustees upon sucfo frusts for the benefit of the contributories as the liquidator, with the 
like sanction shall think frt, but so foat no Member shall be compelled to accept any shares or 
other securities whereon there is any liability. 

AMENDMENT OF ARTICLES OF ASSOCIATION 

137. Subject to the Companies Law and the rights attaching to foe various classes of shares, the 
Company may at any time and from time to time by Special Resolution alter or amend foese 
Articles in whole or in part, 

REGISTRATION BY WAY OF CONTINUATION 

1 38. The Company may by Special Resolution resolve to be registered by way of continuation in a 
jurisdiction outside the Cayman Islands or such other jurisdiction in which it is for the time being 
incorporated, registered or existing. In furtherance of a resolution adopted pursuant to this Article, 
the Directors may cause an application to be made to foe Registrar of Companies to deregister 
the Company in the Cayman Islands or such other jurisdiction in which it is for the time being 
incorporated, registered or existing and may cause all sucfo further steps as they consider 
appropriate to be taken to effect the transfer by way of continuation of foe Company. 
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DISCLOSURE 

1 39. The Directors, or any service prwiders (induding fte oftwers, the Secretary and the registered 
office agent of the Company) specificafly auttiorfeed by ttie Directors, shall be entitled to disclose 
to any regulatory or judioial ayttiority any tnftxmation regarding the affairs of the Company 
including without limitation infwmafon containai in tt>e Register and books of the Company. 
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From: 

Sent: 

To: 

CC: 

Subject; 

Attachments: 


Zhang, Jie; Gl'RM (NYK) </o=:bzw/ou=iisa/cn=recjpients/cn=zhangjie> 

Tiie .lull 29 2010 12:52:14 EOT 

Gargano, Cindy; GFiWl (NYK) </o=bzw/ou=usa/cB=recipicnts/co=neu' york/cn=lgarganoc>;Brown, Gerry: 
GFRM (NYK) </o=bzw/ou=usa/cn=recipients/cn=taowgen>;Dyer, Laiisford: GFRM (NYK) 
</o=bzw/ou=usa/cn=nyk ad iKera/cn=ns^/ftn=dyf Tlan> 

Wang, Liping: GFRM (NYK) </o=bzw/ou=asaAin=nyk ad usCTs/cn=users/cn=wangiip> 

RE: Renaissance 

Renaissance.PFr:CWEmbed3.xIs;CWEmbed4.xls 


Importance: Normal 
Priority: Normal 

Sensitivity: None 

Apologies, that was a typo. Please see the updated one attached. 


>_ 

>From; Gargano, Cindy: GFRM (NYK) 

>Sent: Tuesday, June 29, 2010 11:53 AM 

>To: Zhang, Jie: GFRM (NYK); Brown, Gerry: GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

>Cc; Wang, Liping: GFRM (NYK) 

>Subject; RE: Renaissance 
> 

>Ok it says s&p 500 all world index so I thought it was a global indx 
> 

> 

>From; Zhang, Jie: GFRM (NYK) 

>Sent: Tuesday, June 29, 2010 11:52 AM 

>To; Gargano, Cindy: GFRM (NYK); Brown, Gerry; GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

>Cc: Wang, Liping: GFRM (NYK) 

>Subject; RE: Renaissance 
> 

>Hi Cindy, 

> 

>SIide 12 includes the analysis of Beta stressed on the S&P 500. The result turns to be very close to what we 
obtained from the MSCI All world Index. Please review. 

> 

>Thanks, 

>Jie Zhang 
>-27392 
> 

> 

> 

> 

>From: Gargano, Cindy: GFRM (NYK) 

>Sent: Tuesday, June 29, 2010 1 1:44 AM 

>To: Zhang, Jie: GFRM (NYK); Brown, Gerry: GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

>Cc; Wang, Liping: GFRM (NYK) 

>Subject: RE: Renaissance 
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>Given the high % of US stocks in the portfolio, is a world index appropriate? I Uiought we wanted to see it 
against s&p 500. 


>From: Zhang, Jie; GFRM (NYK) 

>Sent: Friday, June 25, 2010 6:38 PM 

>To: Gargano, Cindy: GFRM (NYK); Brown, Gerry: GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

>Cc: Wang, Liping: GFRM (NYK) 

>Subjcct; Renaissance 
> 

>Hi Cindy/Geny/Lance, 

> 

>As requested from our meeting of Renaissance portfolio analysis, the attached spieadsheet contains the 
following updates. 

> 

>1) A page of DE Shaw Valence VaR by Sector is added 
>2) A page of Beta regressed on S&P Index is added 
> 

>Please review and let me know if you have queries. 

> 

>In addition, we're going to perform further ana1y<rfs on the intra-day position of the portfolio. Initially, we 
thought that it would be ideal to pick a day with relatively large intraday movement. With the market being 
stabilized lately, however, a random pick would be most likely. 

> 

> « File: Renai.ssance.PPT » 

> 

>Thanks, 

>Jie Zhang 
> 

>««««»»»» 

>Barclays Capital 

>Direct; (212) 412-7392 

>Email: jie.zhang@BarclaysCapitalcom 

> 

> 
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From: Betdner. Brett: Finance (NYK) 

Sent: Thursday, May 20, 2010 9:32:31 AM 

To: Sherwood, Edward: Barclays Capital 

CC: Romain, Gary: Finance (LDN) 

Subject: RE: COLT XIX - Draft SCM Approvals Notification 

Based on the response below. TAG sees the accounting beir® consistent with our historical treatment for the preceding 
transactions, 


From: Sherwood, Edwaiti: Barclays Capital (NYK) 

Sent: Wednesday, May 19, 2010 10:58 

To: Beidner, Brett: Finance (NYK) 

Subject: RE: COLT XIX - Draft SO^ Apfirovals Nobfkation 

Brett, 

You are correct. The assets of Palomino are actually heW in prime brokerage accounts with BCl and BCSL in the name 
of Palomino. The options reference the value of these PB accounts, which is equivalent to them referencing the assets 
directly, and therefore there is no leakage between the value of ttie assete ^.e. the value of the PB accounts) and the 
value of the options. Thus, the net effect is that Barclays Is extending senior financing to RenTec. 

This is what was intended by the wording from the Aj^rovate Notification that you have highlighted below. 

Thanks, 

Ed 


> * Redacted by the PcrmaneRt 
Saboimmfttac <ki InvcMisafiMii 


Edward Sherwood 
Barclays Capital 

6fh Floor I 7^ Seventh Avenue j New York j NY1001^^^^_ 
T: 4-1 212 526 0275) F: 212 412 5681 |C; ■■■■■■ 
Email; edward.sherwood@barcap.com 


IRS Circular 230 Disclosure; Barclays Capital and its affiliates do not provide tax advice. Please note Biat (I) any discussion of US tax matters 
contained in this communication (including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication 
was written to support the promotion or marketing ol the matters addressed heren; and (iii) you should seek advice based on your particular 
drcumstances from an independent tax advisor. 


From: Beidner, Brett: Finance (NYK) 

Sent: Wednesday, May 19, 2010 10:45 AM 

To: Sherwood, Edward: Barclays Capital (NYK) 

Subject; COLT XIX • Draft SCM Approvals Notification 

My understanding was that the option contracts always were explicitly on the assets that reside within Palomino, such that 
Barclays' only risk is essentially the senior financing that weVe provided (e.g., there is no leakage in value between the 
assets traded at Palomino and the option.) 

Please confirm that this is what you mean when you say “The options reference a set of accounts held by Palon^no, 
namely prime brokerage accounts with Barclays Capital Inc. (“BCl") and with Barclays Capital Securities Limited (“8CSL’) 
(the “Accounts"). " 

Thanks 


From: Sh^wood, Edward: Barclays Capital (NYK) 

Sent; Tuesday, May 18, 2010 6:03 PM 

To: Mammola, PacHo; GFRM O-DN); Gargatw, Cindy: GRM (NYK); Romakt, Gary: Finance (LDN); Beidner, Brett: Finance (NYK); Glover, 

Michael: Rnance (LDN); Cuirie, James; finance (NYK); Weinman, Larry: Groi^ T^x (NYK); Hubbard, Mark: Group Tax (LDN); 
Versluys, Roger: Rnance (IDN); Mcauliffe, Sam: finance (LDN); Faibceni, Ilesia: Compliance (NYK); Sahadi, Nicholas; Compliance 
(NYK); Kaplan, i<yan: Legal (NYK); Schw«!, ^vuirew; Legal (NYK); Forrest, Monty: Operations (NYK); Farrell, Don: Operations 
(NYX); Dyer, Lansford: GFRM (NYK) 

Cc: Shah, Abhinav; Barclays Capita! (NYK); Constait, Smon: Barclays Capited (NW); Greenwood, Nick: Barclays CapHtal (NYK) 

Subject: COLT XIX - Draft SCM ^provals NotificatiOT 
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Aif 

Please find attached a draft SCM Approvals NoHfication for the new option that RenTec would like to put on next Monday 
(24th May) 

« File; SCM Approvals Notification - Colt XIX pratq.doc » 

1 would be grateful if you could confirm your approval of ttie new fransaction by close of business NY time Thursday (20th 
May) prior to circulation of the attached notification to the SCM ApfH-ovals Committee. 

Should you have any questions, please do not hesitate to contact me. 


Kind regards, 
Ed 


Etfward Shenwood 
Barclays Capital 
6th Floor t 745 Seventh Avenue | New York | NY 1 0019 
T: +1 21 2 526 0275 1 F; 212 412 5681 iC:| 

Email: edward.Bherwooct@barcap.com 


« * Redacted by the PermaneBt 
Subcommittee on Invest^ations 


IRS Circular 230 Disclosure; Barclays Capital and Its affiliales do rwt provide tax advice. Please note that fi) any discussion of US tax matters 
contained in this communication (irrcluding any attachments) cannot be used you for the purpose of avoiding fax penalties; (ii) this communication 

was written to support the promotion or marketing of the matters addressed h«ein; arid (i») you should seek advice based on your particular 
circumstances from an independent tax advisor. 
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From: 

Sent; 

To: 


CC: 

Subject: 

Attachments: 


Wade, Graham: Slrucliiring (NYK) </o=bzw/ou=eBrcq)e/cB=reci|Ments/cn^xchange recip!enls/cn=wadeg> 

Fri 12 Nov 2010 14:00:57 GMT 

Siddiq, Nizam: Struchiring (NYK) </o=taw/ou=usa/cii=D^ ad mers/cn-users/cn=sjdd!qD>;ZeDios, Jonathan: 
Structuring (LDN) </o=bzw/ou=eiirope/cn=recipjents/ai=exchange recipients/cn=zeniosj>;Simpson, David: 
Structuring (LDN) </o-b 2 w/ou=europe/cn=ldn ad users/ai=users/cn=simpsdav>;Hurren, Brad; Stnicturing 
(LDN) </o=bzw/ou=europe/cn=recipients/aj=ffitchange recipients/cn=hurrel!b> 


IMvileged - Colt 

Tax Notes Today. 2010 TNT 2..,pdf 


Importance: Nomial 
Priority: Normal 

Sensitivity: None 


This is a detailed write up of Colt concluding it doesn't work. We can discuss on MDs call but I intend to 
reach out to RenTec and Ed Cohen this morning to make sure they are aware. We will also confirm it does 
not impact Barclays. The only issue for Barclays I could see is some deemed wht agent issue as the memo 
concludes that RenTec are the legal owner of the stocks. 

To me this would signal that IRS is inevitably going to litigate Colt, 

Thanks 


Graham Wade 
Barclays Capital 
Tel. +1212 526 9938 
Mob. ■■!■■■■ 
graham.wade@barcap,com 


Redacted by the Permanent 
Subcommittee on Investigations 


IRS Circular 230 Disclosure: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein; and (iii) you should seek advice based on your 
particular circumstances from an independent tax advisor. 


From: Siddiq, Nizam: Structuring (NYK) 

Sent; Friday, November 12, 2010 8:43 AM 

To: Zenios, Jonathan: Stmeturing (LDN); Simpson, David: Structuring (LDN); Hurrell, Brad; Structuring 
(LDN) 

Cc: Wade, Graham: Structuring (NYK) 

Subject; HF Options 


« File: Tax Notes Today_ 2010 TNT 2.,.pdf » 

Looks a lot like some of the HF options that we have seen. 
Nizam 
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Nizam Siddiq 

Barclays Capital 

745 Seventh Avenue, 6th Floor 

New York, NY 10019 

Tele: (2 12) 526-1595 

Mobile; 

Nizam.Siddiq@barcap.com 


. ' Redacted by the Permanent 

Subcommittee on Investigations 


IRS Circular 230 Disclosure: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein; and (iii) you should seek advice based on your 
particular circumstances from an independent tax advisor. 
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Memo 


Bardays 


To SCM US Approvals Committee 


From Graham Wade, Maxim KuKkov 

Date 3 October 2012 

Subject COLT XXVi! 


BARCIAYS 


This memo sets out the minutes of the meeting of the SCM US Approvals Committee {the 
“Committee*} held on 1 October 2012 at 'Miich the COLT XXNfli option transaction {the “New 
Option Transaction"} was considered: 

The attendees were as foltows: 


Geranl LaRocca ("GL"} (Chairman) 
Phil Jacobs (by phone} 

Mark Hubbard (by phone) 

Larry Kleinman 

Jacob Amato 

Matt Welsh (by phone) 

Alan Kaplan 

Zack Zacharia 

Chris Frieda (by phone) 

Chris Wetdier 

Gary Romain (by phone) 

James Currie (by phone) 

Hemal Sanghrajka (by phone) 

Brett Beidner (t^ phone) 

Richard Gee 

Don Farrell (by phone) 



Transactions'). 


Graham Wade ("GW") (by phone} 

Maxim Kulikov 

Chris Levy 

Nizam Stddiq 

Dev Majumdar 

Eugene Kim 

Lydia Asaf (by pdione) 

Ajay Nagpal (by phone) 

Ashley Wilson (by phone) 

Marty Malloy (by p^one) 


background of the New Option Transaction and 
the New Option Trarisaction, the 'Option 


There was a lengthy discussion of the Option Trarisactions, during which the following points, inter 
alia, were noted: 

• Barclays has entered into 26 Option Transactions since 2002. 

• The Internal Revenue Senrice has been challenging Renaissance Technologies LLC and its 


affiliates (together, the ‘Cllenr) on the tax treatment of the Option Transactions, and the 



• The tax risk is assumed by the Client. 

• There is a reputation risk for Barclays, especially if ttie matter proceeds to court. 

• The New Option Transaction does not meaningfully increase Barclays’ reputation risk In 
relation to the Option Trar^ctions, because writing a new option (or exercising an existing 
one) should be viewed as the maintenance of a longstanding structure. 
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• Unvirtnding the Option Tran^<^ns may not decrea^ Barclays' reputation risk, but the 
Option Transactions could be unvwsund vwth 2 montt»’ notice. An unwinding would have 
materia! impiicatior® for the Cii«it relationship ttiatwauld need careful management. 

The Committee felt that other members of senior man^ement may deare to be informed of the 
Option Transactions in the context of hie cunent interrral and ed^'nal reviews at Barclays (Project 
Mango and foe Salz Review). The Cwnmittee ^ the right af^oach was to approve the New 
Option Transaction but require that the Option Tfansa(^ons be reviewed and tabled at the Tax Risk 
Committee (Matt Hammer^ein. Mark Harding, Robert Le Banc, and Chris Lucas) before year-end 
vfoen the outcome of Project Mango and the Safe Review is clearer. The Committee also felt that 
the Tax Risk Committee should be fwomp^ made aware of the Committee’s decision to approve the 
New Option Transaction and be given foe opportunity to direct a more immediate or different action. 

Subsequent to the meeting, it was ^reed with GL foat Lany Wieseneck, foe chair of the CIB 
Reputational Risk Committee, should also be promptly informed of the Option Transactions. 

The respective infrastructure functions assessed the relevant risks for their areas. 

The Committee approved the New Option Transactkxi, subject to the condition mentioned above. 
The meeting vras concluded. 


2 
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Memo 


Barclays 


To Tax Risk Committee 


From SCM US Approvals Commiltae 

Date 3 October 2012 

Subject COIT 


BARCIAYS 


On 1 Ctetober 2012, the SCM US Approvals Committee (the “Committee") approved the execution 
of the COLT XXVII option transaction (the "New Option Transaction” and, together wlh the prior 
COLT option transactions, the "Option Transactions"), subject to any comments that may be raised 
by additional members of senior management. 

Background 

• The Option Transactions were originally approved by the SCM Approvals Committee and 
the New Products Committee in 2002 and have been subject to regular review by the 
Commfttee (most recently in March 201 1). 

• In each Option Transaction, an affiliate of Renaissance Technologies LLC (together with its 
affiliates, the "Client”) buys a call option frwn Barclays, which option references a set of 
prime brokerage accounts held by Barclays (the "Accounts"). The Client, has been 
appointed the investment manager tor the Accounts. 

• Trading activity in the Accounts generates income for Prime Services (approx, $100m per 
year). 

• Since 2002, the Client has purchased call options from Barclays 26 times (and subsequently 
exercised the options, except for the 5 most recent options which remain outstanding). 

• The Client |^ans to enter into the New Option Transaction on 9 October 2012, which would 
increase the fair market value of the outstanding call options from $2,69bn to $2,94bn, 

• The Internal Revenue Service (the 'IRS”) has been challenging the Client on me US tax 
treatment of the Cation Transactions. 

o in 2010, the IRS issued a memo (the "IRS Memo") arguing that options like the 
ones in the Opflon Transactions should not be treated as options for tax purposes. 
Following a detailed review with outside counsel and the Client, the Committee 
approved the Option Transactions on 3 December 2010 and 10 March 201 1 . 
o The IRS and the Client may seek to litigate the matter in court, 
o Both the IRS and Her Majesty's Revenue and Customs reviewed Barclays' 
involvement in the Option Transactions and those reviews are complete with no 
issues currently outstanding. 


• The tax risk is assumed by the Client. 


o 

o 


Further, Barclays is entWed to a contractual tax indemnity from the Client, 
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• There is a reputation risk for Barclays, espedaliy if the matter proceeds to court and the 
IRS's challenge and Barclays’ role become publicly disclosed. 

o The Committee believes that the New Option Transaction does not meaninghilly 
increase Barclays' reputation risk respect to the Option Transactions, insofar as 
any court litigation would relate to prior years and as entering into the New Option 
Transaction should be viewed as the maintenance of a longstanding structure that 
has been in existence since 2002. 

• Unwinding the Option Transactions may not decrease Barclays’ reputation risk, but the 
Option Transactions could be unwound with 2 months’ notice. 

The New Option Transaction 

On 1 October 2012, the principal issue considered by the Committee was the reputation risk 
associated with the IRS's challenge of the Client’s tax treatment of the Option Transactions (which 
challenge may be litigated in court) and the entry into the New Option Transaction in the current 
environment. 

The IRS’s challenge of the Client's tax treatment was previously considered in detail in 2010 when 
the IRS Memo was issued, and at that time, the Committee concluded that it was appropriate to 
approve the execution of additional Option Transactions for various reasons: 

• The Client bears all the tax risk, is sophisticated, well advised, clearly understands the risk, 
and wishes to continue the Option Transactions. The Client considers that the Option 
Transactions provide significant benefits, including enhanced leverage that would make the 
transaction structure attractive even without tax benefits. 



• Any court litigation would relate to prior years, and in that respect, it was felt that unwinding 
the Option Transactions currently would not reduce Barclays’ reputation risk. 

The Committee felt the above reasons continued to apply and also noted that Barclays has entered 
into 26 Option Transactions since 2002 and that entering into the New Option Transaction should be 
viewed as the maintenance of a longstanding structure. However, the Committee also felt that other 
members of senior management may desire to be informed of the Option Transactions in the 
context of the current internal and external reviews at Barclays (Project Mango and the Sate 
Review), 

As a result, the Committee felt the right approach was to approve the New Option 
Transaction but require that the Option Transactions be reviewred and tabled at the Tax Risk 
Committee before year-end when the outcome of Project Mango and the Sate Review is 
clearer. The Committee also felt that the Tax Risk Committee should be promptly made 
aware of the Committee's decision to approve the New Option T ransaction and be given the 
opportunity to direct a more immediate or different action. 

Thus, the Committee decided that the Option T ransactions should be raised to your attention on an 
expedited basis, prior to the execution of the New Option Transaction on 9 October 2012. 
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Fr<mi: 

To: 

CC: 

Sent: 

Subject: 

Attachments; 


Gerarii-LaRocca@bardaysca|^al.com 

iMCEAEX-_B2W_USA_cn=RediHerts_«in=wesene1@barciayscapitaI.com 

Graham. V\iiade@barclayscapitaLa>rrK Mart:.Merson@barctayscapitat.com 

10/4/2012 11:31:54 AM 

FW: COLT SCM Transaction/lnr^anl 

Notice re COLT.DOCX 


Larry, 

The SCM US Approvals Committee recently approved an option transaction in w4)ich US tax reputation risk is an issue, and the 
Committee has engaged the Tax Risk Committee on thetransatlion. t vranted to also let you know about this matter^ given \^ur 
capacity as the chair of the CfB Reputational Risk Committee. 

TKe.attached notice was sent to the Tax Risk Committee and provides additional information. Please let me or Graham Wade know if 
you have any questions. 


Frcmt: LaRocca, Gerard : Investment Bank (NYK) 

Sent: Thursday, October 04, 2012 7:31 AM 

To; Lucas, Qiris : Group Exec; Le Blanc, Robert: Ooup Ksk (LDN); Harding, Mark : Legal; HammerSein, Matt : Group Centre 
Cc: Wade, Graham; Structuring (LDN); Jacobs, Philip: Finance (NYK) 

Subject: COLT SCMIransaction/Impcwtant 


The SCM US Approvals Committee recently approved an option transaction, which is scheduled for execution on 9 October 2012 and 
in which US tax reputation risk is an issue, and the Committee desires that the transaction {and related prior transactions} be 
reviewed and tabled at the Tax Risk Committee before year-end when the outcome of Project Mango and the Salz Review is dearer. 
The Committee also feels that the TRC should be promptly made aware of the Committee's decision and givers the opportunity to 
lirect a more immediate or different action. 

The attached notice provides additional information, please let me or Graham Wade know if you have any questions. 
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Memo Barclays 


To Tax Risk Committee 


From SCM 

Date 12 October 2012 

Subject COLT 

BARCIAYS 


This memo explains the background to an investment stnicture which has been in place for 10 yearn 
and explains why, notwithstanding the fHJblidty risk that Barclays is subject to as a witness to the 
case if the Client proceeds to litigate in court, we believe it remains an appropriate transaction for 
Barclays to be a party to. 

The COLT XXVII option transaction (the “New Option Transaction” and, together with the prior 
COLT option transactions, the “Option Transactions’) was executed on 9 October 2012. The SCM 
US Approvals Committee approved the New Option Transaction on 1 October 2012, the chair of the 
CIB Reputationai Risk Committee (Larry Wieseneck) was notified of the New Option Transaction on 
4 October 2012, and the Tax Risk CcHmmittee discussed the Option Transactions on 8 October 
2012 . 

The Option Transactions were originally approved by the SCM Approvals Committee and the New 
Products CcHTimittee in 2002 and have been subject to regular review by the SCM US Approvals 
Committee {prior to October 2012, most recently in March 2011). 

Background 

Investment Structure 

In each Option Ti^nsaction, an affiliate of Renaissance Technologies LLC (together with its 
affiliates, the “Client") buys a call option from Barclays, which option references a set of prime 
brokerage accounts held by Barclays (the 'Accounts’), Further, the Client has been appointed the 
inve^ment manager forthe Accounts. 

Barclays has bersefited frtxn the Option T ransactions primarily from the revenue generated for Prime 
Services by the trading activity in the Accoimts. Since 2002, the revenue has totalled £322.7m. 
The Option Transactions are the principal structure by which the Client deals with Barclays,'' 


' Outside of the Oji^ion Transactions. Barclays has received approximately £12m from the 
Client for the period January 2011 throi^h September 2012 
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2002 

£7.0 

2X)8 

£53.4 

2003 

£7.2 

2009 

£37.5 

2004 

£ 15.9 

2010 

£29.8 

2005 

£:M-0 

2011 

£56.7 

2006 

£ 16.8 

2012 

£59-9^ 

2007 

£18.6 


Total 



£322.8m 


Tax Risk 

The interna! Revenue Service (the “IRS') has been auditing the Client's US tax treatment of the 
Option Transactions, in 2010, the tRS issued a memo (the 'tRS Memo’) arguing that options like 
the ones in the Option Trarrsactions should not be treated as options for tax purposes, and that the 
option owier should be treated as the owner of the referenced accounts. The IRS and the Client 
may seek to litigate the matter in court Befwe going to court, we expect the Client to go to Appeals 
(which is an informal administrative forum where di^reements between taxpayers and the IRS can 
be resolved in private without the fonmality and p^idty of a court trial). 

On 9 October 2012, the IRS issued a summons requiring Barclays to provide certain documents 
(and we understand the IRS issued a similar summons to Deutsche Bank, which has entered into a 
similar investment structure vwth the Client), and therefore, we expect that Barclays (and Deutsche 
Bank) will be called as witnesses in due course. 

Sophistication of the Client 

The Client is a very sophisticated investment firm and one of the most successful hedge funds in the 
statistical arbitrage space with an almost uniquely successful track record. Since 2002, the Client 
has purchased call options from Barclays 27 times (and subsequently exercised those options, 
except for the 6 most recent options, which remain outstanding). The average premium paid for the 
Optics! Transactions has been awjroximatety $190m. The substantial premiums for the Option 
Transactions have been funded by the Client's owners and employees, with no third-party investors. 

It was the Client that originally approached Barclays with the idea of the Option Transactions, and 
the Client has implemented a similar irwestment structure with Deutsche Bank. The tax and 
reputational risks in the structure have been discussed with the Client. The structure is overseen by 
the Client’s CFO and COO. (The CFO. who has been with the Client since 1983, is a former CPA 
with the firm of Seidman & Seidman (now BOO USA) and holds a iaw degree from NYU law school 
in tax law. The COO, who has been with the Client since 2008, was formerly the CFO of SAC 
Capital and the head of Deutsche Bank’s Global Equity Finance and Prime Broker businesses ) 

A major iaw firm (Winston & Strawn) has been advising the Client on the tax and legal issues with 
respect to the Option T ransactions. 


Why the Option Transactions Remain Appropriate Notwithstanding the IRS Challenge 



The IRS has argued that the Oient should be treated as the owner of the Accounts, 
because the value of the call options reflect ail of the potential for gain on the Accounts and 
substantially ail of the risk of loss. The IRS has argued that Barclays’ gap risk, wtiereby the 
value of the Accounts falls by an amount in excess of the option premium, is remote and 
merely theoretical. Hov^er, Barclays assumes significant gap risk with respect to the 
leveraged long^hort statistical arbitrage strategy followed by the Accounts. The Accourrts 


Annualized based on year-to-date revenue as of 30 September 2012, 
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have performed positivdy because of the Clients st^cessful investment advice, rather than 
the Option Transactions’ inherent structure. 

For example, in August 2007, ttiere was a high level of vr^afility in the statistical arbitrage 
industry, and several investment firms were effectiv^y fxit out of business. The Client was 
not immune to the volaliiity, the trading activity in the Accounts came to close to breaching 
the risk parameters, and Barday^ senior man^ement had to be alerted to the potential 
imminent financial loss faced by Barclays on the Accounte. 

Moreover, the Option Transactiwis are In the fonn of of^ions, are cash-settled, do not 
convey legal title, and penmit Uie Cfientt to acce^ gains only upon exercise, importantly, in 
contrast to an owner of the Accourtte, tfre CHent would have no claims on the Accounts in a 
bankruptcy of Barclays and would merely be a genera! a-edilof. This feature is ignored by 
the [RS Memo. 



Both the IRS and Her Majesty’s Revenue and Customs reviewed Barclays' involvement in 
the Option Transactions and those review® are complete vwth no issues currently 
outstanding. 

^mUjUDi^ussIrxis regarding the Option T ransactiorrs with the IRS t^atehavenad 
no impact on Barclays’ rdationshp wnth the IRS, and drere is no reason to expect a future 
impact. 



contractual tax indemnity from the Client. 


• It is also important to note that the structure does not reduce the amount of the Client's 
taxable income; it merely changes the character of the income from short-term capita! gains 
to long-term captal gains, which has a tax rate benefit. Accordingly, the structure can be 
viewed as having lower tax ri^ than other types of tax planning (e.g., completely mitigating 
taxable Income). 

• There is a reputation risk for Barclays, especially if the matter proceeds to court and the 
IRS's challenge and Barclays’ role become publicly disclosed. However, continuing with the 
Option Transactions should not meaningfully increase Barclays' reputation risk, insofar as 
any court Negation would relate to the entire structure. Barclays' role will be that of a 
witness (alongside Deutsche Bank) and, provided Barclays fully cooperates with the 
process, there is no reason to expect damaging accusatiorts from the IRS or the court, In 
particular, Barclays coukj not be considered to have sold a risky investment structure to an 
unsophisticated investor that did not understand the risk. 

• The Client wishes to continue with the Option Transactions, and Barclays’ relationship with 
the Client since 2002 has been primarily through the Option Transactions. Moreover, the 
Client's fundamental trading operations with Barclays have been integrated through the 
structure, and a rapid unwinding would disrupt the Client's activities. Further, the Client has 
asserted to Barclays and the IRS that it would like to maintain the structure regardless of the 
tax benefits. Accordingly, unwinding the transaction will be highly damaging to our 
relationship with the Client, 
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Memo 


To 

From 

Date 

Subject 


SCM US Apfxovals Commitee 
Maxim Kulikov, Rama Siijramaniara 
[-] November 2012 

Project COLT XXVIli (Renaissance Technologies) - 
Approvals Notification 


BARCLAYS 


structured Capital Markets {“SCM”) and Prime Services have been in discussions with Renaissance 
Technologies LLC ("Renaissance") r^arding the ^rcha^ of two new call options from Barclays Bank 
PLC C'BBPLC*) for a total premium of approximat^y $400m on or around 27 November 2012, whidi will 
be effective on or arourKl 28 November IMIZ 

By way of background, the COLT transactiorr v/as approved by the SCM Approvals Committee on 2 
September ^02 and by the NPC (both Global and US) on 30 July 2002. In each COLT transaction, an 
entity (which, since 2004, has been Badger Holdings LP. ('Badger*)) managed by Renaissance, buys 
one or more call options from BBPLC. in hjm. BBPLC buys call options with parallel terms from Palomino 
Limited ("Palomino"), an entity wholly-owned by BBPLC but consolidated for IFRS accounting 
purposes. The call options reference a set of accounts held by Palomino, namely prime brokerage 
accounts with Barclays Capital Inc (‘BCT) and wth Barclays Capital Securities Limited ("BCSL") (the 
“Accounts”). Palomino has appoint^ Renaissance as trading manager for the Accounts. Renaissance 
is subject to investment guidelines, which permit the Accounts to consist solely of (i) cash, (ii) long or short 
positions in equities, depository receipte, or similar equity-related instruments, or (iii) contracts for 
difference. 

Prior to COLT XXVII. BBPLC’s poattor® with respect to call options were booked in BBPLC’s New York 
Branch. Beginning with COLT XXVtt, BBPLC's positions have been booked in BBPLC’s London Branch, 
For US tax purposes, BBPLC's and Palomino's inccwne vwth respect to the COLT transaction should 
continue to be effectively connected to a US trade or tkisiness. 

COLT 1 was executed on 30 September 2002. Subsequently, Renaissance purchased call options in the 
follovwng transactions; 


COLT Options Written 

Deal Name 

Trade Date 

Deal Name 

Trade Date 

COLT! 

30.Sep-02 

COLT XiV 

3.N0V-O8 

COLT 11 

9-May-03 

COLT XV 

12-Dec-08 

COLT III 

14-Jan.04 

COLT XVt 

5-Jun-09 

COLT IV 

1-Jun-04 

COLTXVK 

5-Jun-09 

COLTV 

1.Oct-04 

COLT XVtII 

7-Oct-09 

COLTV! 

21-Oec-05 

COLT XiX 

24-May-10 

COLT Vlt 

S-Dec-Oe 

COLT XX 

27-Sep-10 

COLT VIII 

13-Mar-07 

COLT XXI 

3-Dec-10 

COLT IX 

22-Jun-07 

COLT XXII 

11-Mar-11 

COLTX 

IO-Aug-07 

COLT XXIII 

13-Oct-11 

COLT XI 

14-Dec-07 

COLT XXIV 

12-Dec-11 

COLT XII 

21'Apr.08 

COLT XXV 

18-Apr-12 

COLT XIII 

13-Jun-08 

COLT XXV! 

19-Jun-12 



COLT XXVII 

9-Oct-12 
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In 2010, the internal Revenue Service (the ‘IRS') r^eased an advice memorandum describing their 
position on the treatment of the COLT transaction, in ^ ^1£WK6, the IRS concluded that the cal! option 
does not function as an option and shcaiid not be freated as one for US tax purposes, in addition, the IRS 
concluded that Badger should be treated as the US tax owner of the equities in the managed account. 



Renaissance funds under the transaction documents should the IRS attempt to collect such v/ithhoiding 
tax as well as interest and penalties from Bardays. 


The IRS memorandum was discussed in the SCM US Approvals Committee Meetings in respect of entry 
into COLT XX!, XXil, and XXVii, Entry into ttie oli Of*ons was approved by Tax and by the SCM US 
Approvals Committee. SCM provided notific^on entry into the other COLT options. In April 2012, SCM 
was informed by Renaissance that ttie IRS has formally challenged Renaissance's position and that the 
challenge will be taken to Appeals vwthin ite IRS. In OdrAer ^12, the IRS issued a summons requiring 
Barclays to provide documents regarding the COLT transaction. The Tax Risk Committee was informed of 
the foregoing issues regarding the COLT transaction and approved the continuation of the transaction, 
with the understanding that the COLT transaction vwll be further reviewed in early 2013 following the 
complefion of the Mango / TRANSFORM workstieams. There have been no other material developments 
regarding these issues. 

Economic Benefit 


Barclays benefits via the spread earned on executing the underlyir^ equity transadions and debit & credit 
balances maintained on the Accounts, SCM receives a structuring fee from Prime Services equal to 
6.5bps on the market value of the short positions in the Accounts (approx. ${5]m per annum). 

Key financial data is set out below; 


Product limit 

n/a 

Estimated revenue (post costs, except legate) 

1} SCM fee of 6.5bp8 (approx. S[5]mp.a.) 

2) Prime Services income of approximately 
$f95lm per annum from the Accounts. 

Tax capacity 

Tax capacity generated equal to Prime Services 
income 

Return on Tax capacitv 

n/a 

RWAs 

Assumed by Prime Services 

Return on RlVAs 

n/a 

PUG 

None 

Balance Sheet 

Approximat^y $3. 5bn in rsistion to the BBPLC - 
Palomino Options split 75% Prime Services, 25% 
SCM 


As per the previous call options, the COLT XXVIH options will have a maturity of 3 years or less and wilt be 
cash settled. Upon entry into the COLT XXVIII options, the weightings of the existing call options will be 
rebalanced and the aggregate notional of all the call options (including the COLT XXVltl options) will be 
$1,800m. Renaissance has also informed BBPLC that it intends to exercise options XXII, XXlll, and XXiV 
in December 2012, Using current net asset value balances, the exercise of the three options and the 
addition of the two new options will, on net, bring the balance from $3.1t« to $1,5bn. 

Simultaneous with its writing of the two COLT XXVIli options to Badger for premiums of approximately 
$250m and S150m. BBPLC will enter into two call options with Palomino that matches the obligations of 
BBPLC under the COLT XXVIH optior^ for premiums of ap^oxim^ely $250,2m and $150.1m. The call 
option premiums received by BBPLC reflect the economic benefit and cos^ of the COLT transactions for 
BBPLC, and the call option prerrHums received by Palomino reflect the economic benefit and cost of the 
COLT transactions for Palomino. 
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Since the terms of the COLT XXVIII opflons will not alter the feriro of Ore existing COLT transaction, SCM 
intends to proceed with the COLT XXVIII opticms without se^r^ new approval from the SCM US 
Approvals Committee; however, it has been agreed that COLT XXXflII will be brought to the attention of the 
Tax Risk Committee ahead of exea^on. SCM heS notifial are! received approval from the following in 
relation to proceeding with the proposed transaction; Tax, Fuiance, Credt Risk, Market Risk, Regulatory, 
Legal, Compliance, and Operations. 
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From: 

Sent; 

To: 

CC: 

Subject: 

Attachments: 

Importance: 

Priority: 

Sensitivity; 

Hi Marty, 

The new options were approved today but David did raise a question around whether Reny should be made 
aware that if Transfonu results in the termination of the Colt structure, this could mean the 60 day notice is 
given on these new options. Chris Levy said that Ajay had talked with Chris Lucas about this scenario, but it 
was agreed that any exit from this structure would not result in the 60 day notice would be given, rather there 
would be more notice meaning that Reny would not have to close out the option and suffer short tenn, capital 
gains tax. 

1 think David will send Graham a mail on this which may be sent on to Ajay to validate this conversation 
between Chris and Ajay. 

This is just a heads-up, and let me know if what I’ve described is unclear. 

Thanks, 

James 


Sixsmith, James: Prime Brcrfcerage (LDN) </o=bzw/ou=eorope/cn=recipienis/cn=«xcIiange 
recipients/cn=sixsmi!j> 

Fri Nov 23 2012 10:28:33 EST 

Matloy, Marty: CFG Mgmt (NYK) <y<^bzw/oa=:usa/cis=recipients/cn=markels/cn=ma!loym> 
Palomino options 


High 

Urgent 

None 
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EXCERPT 


UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, DC 20549 

FORM 20-F 


(Mark One) 

O REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

OR 

0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the fiscal year ended December 31 , 2009 

OR 

□ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

OR 

□ SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Date of event requiring this shell company report 

Commission file numbers Barclays PLC 1-09246 

Barclays Bank PLC 1-10257 

BARCLAYS PLC 
BARCLAYS BANK PLC 

(Exact Names of Registrants as Specified in their Charter[s]) 

ENGLAND 

(Jurisdiction of Incorporation or Organization) 

1 CHURCHILL PLACE, LONDON E14 5HP, ENGLAND 

(Address of Principal Executive Offices) 

PATRICK GONSALVES, +44 (0)20 7116 2901, PATRICK.GONSALVES@BARCLAYS.COM 
1 CHURCHILL PLACE, LONDON E14 SHP, ENGLAND 

*{Name, Telephone, E-mail and/or Facsimile numlw and Address of Company Contact Pereon) 

Securities registered or to be registered pursuant to Section 1 2(b) of the Act: 

Barclays PLC 

Name of Each Exchange On Which 

TiBe of Each Class Registered 

25p ordinary shares New York Stock Exchange* 

American Depository Shares, each New York Stock Exchange 
represerrting four 25p ordinary shares 

* Not for trading, but in connection with the registration of American Depository Shares, pursuant to 
the requirements of the Securities and Exchange Commission. 
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230 V 

Notes to the accounts 

For the year ended 31st December 2009 


41 tnvestment in subsidiaries continued 

Entities where the Group’s interest exceeds 50% which are excluded from consolidation 

Although the Group’s interest in the equity voting rights in certain enttfies exceeds 50%, or it may have frte power to appoint a majority of 
their Boards of Directors, they are excluded from consoSdation becau^ flie Group either cannot direct the financial and operating policies of 
these entities, or on the grounds that another entity has a superior ecwiomic interest in them. Consequently, these entities are not deemed to 
be controlled by Barclays. 

The table below includes information in relation to such entities as reqiBred by the Companies Act 2006 Section 410(2)(b). 


Country of registration 


Percentage of 
ordmary share 
capital held 

Equity 

share- 

holders’ 

funds 

Retained 
loss for 
the year 

or incorporation 

Name 

% 

£m 

£m 

UK 

Fftzroy Finance Limited 

100 

_ 

_ 

Cayman islands 

Palomino Limited 

100 

1 

- 


42 Related party transactions and Directors’ remuneration 
a) Related party transactions 

Parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other party 
in making financial or operation decisions, or one other party controls both. The definition includes subsidiaries, associates, joint ventures 
and the Group's pension schemes, as well as other persons. 

Subsidiaries 

Transactions between Barclays PLC and subsidiaries also meet the definition of related party transactions. Where these are eliminated on 
consolidation, they are not disclosed in the Group financial statements. Transactions between Barclays PLC and its subsidiary, Barclays 
Bank PLC are fully disclosed in its balance sheet and income statement. A list of the Group’s principal subsidiaries is shown in Note 41 , 

Associates, Joint ventures and other entities 

The Group provides banking services to its associates, joint ventures, the Group pension funds (principally the UK Retirement Fund) and to 
entities under common directorships, providing loans, overdrafts, interest and non-interest bearing deposits and current accounts to these 
entities as well as other services, Group companies also provide investment management and custodian services to ftre Group pension 
schemes. The Group also provides banking services for unit trusts and investment funds managed by Group companies and are not 
individually material. All of these transactions are conducted on the same teims as third-party transactions, 

Entities under common directorships 

The Group enters into normal commercial relationships with entities for which members of the Group’s Board also serve as Directors. The 
amounts included in the Group's financial statements relating to such entities that are not publicly listed are showm in the table opposite 
under Entities under common directorships. 
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EXCERPT 


UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, DC 20549 

FORM20-F 

(Mark One) 

O REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF THE SECURITIES EXCHANGE ACT OF 
1934 

OR 

0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31, 2010 

OR 

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

OR 

a SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

Date of event requiring this shell company report 

Commission file numbers Barclays PLC 1-09246 

Bardays Bank PLC 1 -1 0257 

BARCUYS PLC 
BARCUYS BANK PLC 

(Exact Names of Registrants as Specified in their Charterfs]) 

ENGUND 

(Jurisdiction of Incorporation or Organization) 

1 CHURCHILL PLACE, LONDON E14 5HP. ENGUND 
(Address of Principal Executive Offices) 

PATRICK GONSALVES, +44 (0)20 T116 2901, PATRICK.GONSALVES@BARCLAYS.COP 
1 CHURCHILL PUCE, LONDON E14 5HP, ENGUND 
•(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person) 

Securities registered or to be registered pursuant to Section 1 2(b) of the Act: 

Barclays PLC 



750 


I 

Notes to the financial statements 

For the year ended 31st December 2010 continued 


32 investment in subsidiaries OTritinued 

Following tie restructuring of Group q5eratons in the US during the year, Bandays Gnwp US fete, fe no tonger a US Bank Holding Company. 

Full information of all subsidiaries wilt be included in the Ardiual Refeim te he Hed at UK Corrpanies Hcsjse. 

Entities in which the Group holds less than half the voting rights 

T here are a number of entities in vmich tiie Group holds less than h^ ttie v(^ f^his ^ consoiidatad wh^ the substance of the relationship between the Group 
and the entity indicates that 8>6 entity' is controlled by the Gtrx^. Sudi entities are deemed to be amti-dted by ffie Group when relationships with sudr entities give rise to 
benefits that are in substance no different from those that wCKJid aise wrere the entity a siA>adiay. 

The consolidation of such entities may be appropriate in a numbw of situations, but j^tnsBily v^en; 

- tire operating and financial polides of the entity are dossiy defined trvxn tire outset (i.e. it opaBtes on an 'aufe^iior bass) with such policies being largely determined by 
tire Group; 

- the Group has rights to obtain the majority of the benefits of tiie entity and/or retore 8te m^ority of Bre residuat or ownership risks related to the entity; or 

- the activities of the entity are being conducted larger on beh^f of ttie Group axordmg to its specific business objectives. Such entities are created for a variety of 
purposes including securitisation, sbucturing, asset reartisatiwi, mlermediation and man^Tient, 

Subsidiaries with a different reporting date from that of the Parent of 31st December 

Entities may have a different reporting date from that of the parent o! 31st December. may differ for a variety of reasons including local reporting regulations or tax 
laws. In accordance wito our accounting policies, for the purpoK of inclusion in 8ie asnsofidaled financial statement of Barclays PLC. entities with dlrierent reporting dates 
are made up until 31st December. 

Entities where the Group’s interest exceeds which are excluded from consolidation 

Although toe Group's interest in the equity voting rights in certain citifies exceeds 60%, or it may have the power to a^jpolnt a majority of their Boards of Directors, they are 
excluded (rom consolidation because tire Group either does not dir^ the financi^ arto operating policies of toese entities, or on the grounds that anothH' entity has a 
controlling interest in toem. Consequently, these entities are not deemed to be controlled by Barclays. 

The table below includes infomration In relation to such entities as required by tire Companies Act 2006 Section 410(2)(b). 



Cayman Islands 


Palomino Limited 


100 


33 Profit on disposal of substdiarics, associates artd joint ventures 

During the year, ttie profit on disposal of subsidiaries, associates and joirrtvenfejres was £61m (2009: £188m), j^freipaliy relating to the disposal of Barclays Africa custody 
business to Standard Chartered Bank for a consideratiixi csf £81 m generating a gain v\ disposal before tax of £77m, Ourir^ 2009, toe Group disposed of 50% of Barclays 
Vida y Pensiones Compafila de Seguros and the 7% of Saclays Africa Botswana business tor consideration of £276m generating a gain on disposal before tax of £1 84m, 


34 Discontinued operations 

On 1st December 2009 toe Group completed toe sate of SGI to SacKRock. Inc. (Biackftocklrecognisif^ a profit on disposal before tax of £6, 331m. The tax charge of £43m 
reflects toe application of UK substantia! shareholdings relief in accxxdance with UK tax law. 

The consideration at completion was $15.2bn (£9.5bn), induding 37.567 ntiiTion new BlackRock shares, giving m eccnwnic interest of 19.9®/o of toe enlarged BlackRook 
group. Barclays Group holds 4.9% of the voting righto and under the terms of toe ffsisacfcto iray not acqu^ addtiionai voting righto and will vote in accordance with toe 
recommendations or the Blackf^ck Board of Directors. Jeton Varl^ and Bob Kanxxrd were ^pointed to the BlacKRock Board, which comprises 18 Directors. The Group is 
not deemed to exerdse significant influence and toe investment has be«i atmjnted for as ai av^^ie for sals equity investment. 
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EXCERPT 


UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, DC 20549 

FORM 20-F 


(Mark One) 

□ REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

OR 

0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(0) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the fiscal year ended December 31. 2011 

OR 

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 1 5(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the transition Period from to 

OR 

□ SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

Date of event requiring this shell company report 


Commission file numbers Barclays PLC 1-09246 

Barclays Bank PLC 1-10257 

BARCLAYS PLC 
BARCLAYS BANK PLC 

(Exact Names of Registrants as Specified in their CharterlsJ) 

ENGLAND 

(Jurisdiction of Incorporation or Organization) 

1 CHURCHILL PLACE, LONDON E14 5HP. ENGLAND 
(Address of Principal Executive Offices) 

PATRICK GONSALVES, +44 (0)20 711S 2901, PATRlCK.GONSALVES@BARCLAYS.COM 
1 CHURCHILL PLACE, LONDON E14 5HP, ENGLAND 

'{Name, Telephone, E-mail andfor Facsimile number and Address of Company Contact Person) 

Securities registered or to be registered pursuant to Section 12(b) of the Act; 

Barclays PLC 
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Notes to the financial statements 

For the year ended 31 December 201 1 continued 


Scope of consolidation 

This section presents information on the Group’s investments in subsidiaries, joint 
ventures and associates. Detail is also given on securitisation transactions the Group 
has entered into and arrangements that are held off-balance sheet. 


40 Invsstnient in subsidiaries 


Accounting for investment in subsidiaries 

in the individual financial statements of Barclays PLC. investments in subsidiaries are stated at cost less impairment, if any. Cost includes 
directly attributable costs of the investment. 


Principal subsidiaries for the Group are set out below. This list has been revised to indude those subsidiaries that are significant in the 
context of the Group’s business, results or financial position. 


Country of 
registration or 
incorporation 

Companv name 

Nature of business 

Percentage of 
equity capital 
held (%) 

England 

Bardays Bank PLC 

Banking, holding company 

100 

England 

Bardays Bank Trust Company Limited 

Banking, securities industries and trust services 

100 

England 

Bardays Stockbrokers Limtled 

Stockbroking 

100 

England 

Bardays Capital Securities Limited 

Securifies dealing 

too 

England 

FiRSTPLUS Financial Group PLC 

Secured loan provider 

100* 

isle of Man 

Barclays Private Clients tnternafional Limited 

Bankirrg 

100* 

Japan 

Barclays Capital Japan Limited 

Securities dealing 

100 

Kenya 

Barclays Bank of Kenya Limited 

Banking 

68.5* 

SouUi Africa 

Absa Group Limited 

Banking 

55,5* 

Spain 

Bardays Bank SA 

Banking 

100* 

USA 

Bardays Capital Inc. 

Securities dealing 

100 

USA 

Bardays Bank Delaware 

US credit card issuer 

100 

USA 

Bardavs Grouo US Inc. 

Holdina comoanv 

100* 


The country of registration or incorporation is also the principal area of operation of each of the above subsidiaries. Investments in 
subsidiaries held directly by Barclays Bank PLC are marked'. Full information of all subsidiaries will be included irt the Annual Return to be 
filed at UK Companies House, 

Although the Group’s interest in the equity voting rights in certain entities listed below may exceed 50%, or it may have the power to appoint 
a majority of their Boards of Directors, they are excluded from consolidation because the Group either does no! direct the financial and 
operating policies of these entities, or another entity has a controlling interest in them. Consequently, these entities are not controlled by 
Barclays; 


Country of 


Percentage of 
ordinary share 

Equity 

shareholders’ 

Retained profit 

registration or 


capita! held 

funds 

for the year 

incorporation 

Comoanv name 

% 

£m 

£m 

UK 

Fitzroy Finance Limited 

100 

- 

- 

Cayman Islands 

Palomino Limited 

100 

1 

- 
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EXCERPT 


UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, DC 20549 

FORM 20-F 


(Mark One) 

D REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 1Z{gj OF THE SECURITIES 
EXCHANGE ACT OF 1934 

OR 

0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 1S(ti) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the fiscal year ended December 31. 2012 

OR 

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the transition period from to 

OR 

O SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(dj OF THE SECURITIES 
EXCHANGE ACT OF 1934 

Date of event requiring this shell company report 

Commission file numbers Barclays PLC 1-09246 

Barclays Bank PLC 1-10257 

BARCLAYS PLC 
BARCLAYS BANK PLC 

(Exact Names of Registrants as Specified in their Charter|s)} 

ENGLAND 

(Jurisdiction of Incorporation or Organization) 

1 CHURCHILL PLACE, LONDON E14 5HP. ENGLAND 
(Address of Principal Executive Offices) 

PATRICK GONSALVES, +44 (0)20 7116 2901, PATRICK.GONSALVES@BARCLAYS.COM 
1 CHURCHILL PLACE, LONDON E14 5HP, ENGLAND 

•(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person) 

Securities registered or to be registered pursuant to Section 12(b) of the Act: 

Barclays PLC 
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Notes to the financial statements 

For the year ended 31 December 2012 continued 


Scope of consolidation . ; ■ 

The notes included in this section focus on information on the Group's investments in subsidiaries, joint 
ventures and associates. Detail is also given on securitisation transactions the Group has entered into 
and arrangements that are held off-balance sheet; 


38 Investment in subsidiaries 


Accounting for investment In subsidiaries 

in the individual financial statements of Barclays PLC. investmente m subsidiaries are staled at cost less impairment, if any. Cost also 
includes directly attributable costs of the investment. 


Principal subsidiaries for the Group are set out below. This list includes ttiose subsidiaries that are most significant in the context of the 
Group’s business, results or financial position. 


Country of 
registration or 
incorporation 

Company name 

Nature of business 

Percentage ol 
equity capital 
held (%i 

England 

Barclays Bank PLC 

Banking, holding company 

100 

England 

Barclays Bank Trust Company Limited 

Banking, asset management and bust services 

100 

England 

Bardays Capital Securities Limited 

Securities dealing 

100 

Isle of Man 

Bardays Private Clients international Limited 

Banking 

100* 

Japan 

Bardays Securities Japan Limited 

Securities dealing 

100 

Kenya 

Barclays Bank of Kenya Limited 

Banking 

68.5* 

Sou«i Africa 

Absa Bank Limited 

Banking 

55.6* 

Spain 

Bardays Bank S.A.U. 

Banking 

100* 

USA 

Barclays Capital Inc. 

Securities dealing 

100 

USA 

Barclays Bank Delaware 

US credit card issuer 

100 


The country of registration or incorporation is also the principal area of operation of each of the above subsidiaries, Investments in 

subsidiaries held directly by Barclays Bank PLC are marked Information on the Group's subsidiaries, as required by the Companies Act, 
will be included in the Annual Return to be filed at the UK Companies House, 

Although the Group’s interest in the equity voting rights iri certain entities listed below may exceed 50%, or it may have the power to appoint 
a majority of their Boards of Directors, they are excluded from consolidation because the Group either does not direct the finandal and 
operating policies of these entities, or another entity has a controlling interest in them. Consequently, these entities are not controlled by 
Barclays; 




Percentage 





of ordinary 

Equity 

Retained 

Country of 


share 

shareholder:;’ 

profit for 

reaistration or 


capital held 

funds 

the year 

IncorDDration 

Company name 

{%) 

£m 

£m 

UK 

Fitzroy Finance Limited 

100 

- 

- 

Cayman Islands 

Palomino Limited 

100 

1 

- 


262 I 



755 


EXCERPT 


UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, DC 20549 

FORM 20-F 


(Mark One) 

O REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

OR 

0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 1S(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the fiscal year ended December 31. 2013 

OR 

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 

For the transition period from to 

OR 

O SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 1S(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

Date of event requiring this shell company report 


Commission file numbers Barclays PLC 1-09246 

Barclays Bank PLC 1-10257 


BARCLAYS PLC 
BARCLAYS BANK PLC 

(Exact Names of Registrants as Specified in their Charter[s]) 

ENGLAND 

(Jurisdiction of incorporation or Organization) 

1 CHURCHILL PLACE, LONDON E14 5HP, ENGLAND 
(Address of Principal Executive Offices) 

PATRICK GONSALVES, +44 (0)20 7116 2901, PATRICK.GONSALVES@BARCLAYS.COM 
1 CHURCHILL PLACE, LONDON E14 5HP, ENGLAND 

‘(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person) 

Securities registered or to be registered pursuant to Section 12(b) of the Act: 


Barclays PLC 
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Note 38: Principal Subsidiaries continued 

Significant judgements and assumptions used to determine Sie scope of the consolidation 

Determining whether the Group has control of an entity is generally straightfonward based on ownership of the majority of the voting 
capital. However, in certain instances this determination wilf involve significant Judgment, particularly in the case of structured 
entities where voting rights are often not the determining facior in decisions over the relevant activities. This Judgment may involve 
assessing the purpose and design of the entity. It will also often be nec^sary to consider whether the Group, or another involved 
party with power over the relevant activities, is acting as a principal in its ovwi right or as an agent on behalf of others. 

There is also often considerable judgment involved in the ongoing assessment of control over structured entities, in this regard, 
where martlet conditions have deteriorated such that the other investors’ e)q>osures to the structure’s variable returns have been 
substantively eliminated, the Group may conclude that the managers of the structured entity are acting as its agent and therefore 
wiii consolidate the structured entity. 

An interest in equity voting rights exceeding 50% would typically indicate that the Group has control of an entity. However certain 
entities are excluded from consolidation because the Group does not have exposure to their variable returns. These entities are 
managed by external counterparties and consequently are not controlled by the Group. Where appropriate, interests relating to 
these entities are included in Note 39 Structured Entities. 


Counirv of reoistratbn or incc-rDorBlion 

Go-mpany Name 

Percsntsga of votirtg Equity sharerso'dsr's Relaire 

rights held funds : 

i%' iSrr.) 


UK 

Fitzroy Finance Limited 

100 

- 

Cayman Islands 

Palomino Limited 

100 1 

- 


Significant restrictions 

As is typical for a Group of its size and international scope, there are restrictions on the ability of Barclays PIG to obtain distributions 
of capital, access the assets or repay the liabilities of members of its group due to the statutory, regulatory and contractual 
requirements of its subsidiaries and due to the protective rights of non-controlling interests. These are considered below. 

Pvegulatory requirements 

Subsidiary companies with assets and iiabilities before intercompany eliminations of £1,797bn (2012; £1.963bn) and £1,727bn 
(2012; £1 ,900bn) respectively are subject to prudential regulation and regulatory capital requirements in the countries in which they 
are regutated, These require entities to maintain minimum capital, leverage and exposure ratios restricting the ability of these 
entities to make distributions of cash or other assets to the parent company, Barclays PLC. 

In order to meet capita! requirements, subsidiaries may hold certain equity accounted and debt accounted issued financial 
instruments and non-equity instruments such as Tier 1 and Tier 2 capital instruments and other forms of subordinated iiabiifties. See 
the non-controlling interests Note 34 and the subordinated iiabilities Note 31 for particulars of these instruments. These instruments 
may be subject to cancellation clauses or preference share restrictions that would limit the ability of the entity to repatriate the capital 
on a timely basis. 

Liquidity requirements 

Regulated subsidiaries of the Group are required to maintain liquidity pools to meet PRA and local regulatory requirements. The 
main subsidiaries affected are Barclays Bank PLC, Absa Bank Limited and Barclays Capital Inc. which must maintain daily 
compliance with the regulatory minimum. 

See pages 208 to 224 for further details of liquidity requirements, including those of our significant subsidiaries. 

Statutory requirements 

The Group’s subsidiaries are subject to statutory requirements not to make distributions of capital and unrealised profits and 
generally to maintain solvency. These requiremente restrict the ability of subsidiaries to make remittances of dividends to Barclays 
PLC, the ultimate parent, except in the event of a iegal capital reduction or liquidation. In most cases the regulatory restrictions 
referred to above exceed the statutory restrictions. 

As at 31 December 2013, the non-distributabie resen/es of Barclays Bank PLC. including share capital and other equity instruments 
were £23,571m (2012; £18.608m). 

Contractual requirements 
Asset encumbrence 

The Group uses its financial assets to raise finance in the form of seairitisations and through the liquidity schemes of central banks. 
Once encumbered, the assets are not available for transfer around the Group. The assets typically affected are disclosed in Note 42 
Assets Pledged. 

Assets held by consolidated structured entities 

£690m of assets included in the Group’s balance sheet relate to consolidated invesfinent funds and are held to pay return and 
principal to the holders of units in the funds. The assets held in these tends cannot be transferred to other members of the Group. 


Other restrictions 
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The Group is required to maintain balances with central banks and other regulatory authorities and these amounted to £4, 722m as 
at 31 December 2013 (2012: £5, 169m}. 

Barclays Africa Group Limited assets are subject to exchange control regulation detenmined by the South African Reserve Bank 
(SARB). Special dividends and loans in lieu of dividends cannot be transferred without SARB approval. 


326 ^ 
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MEMORANDUM TO FILE 

RE: Post-GLAM Basket Option Contracts 

FROM: Ahmad Sarsour, Senior Economist on Detail with 

U.S. Senate Permanent Subcommittee on Investigations 
DATE: July 22, 2014 

The purpose of this memorandum is to summarize the basket option activity engaged in 
by Deutsche Bank, Barclays, and RenTec, after the IRS issued its advisory memorandum on 
basket options. 


After GLAM Activity: Basket Option with 1-Year Term or Greater 

Basket Contracts Initiated Prior to GLAM, but Exercised After 

Bank 

Number 

Gain 

Deutsche Bank 

4 

$1.9 billion 

Barclays 

5 

$2.6 billion 

Total 

9 

$4.5 billion 


Basket Contracts Initiated After the GLAM, and Exercised After 

Bank 

Number 

Gain 

Deutsche Bank (Exercised) 

1 

$1.2 billion 

Barclays (Exercised) 

6 

$4.1 billion 




Barclays (Still Active) 

3 


Total 

10 

$5.3 billion 


Active Basket Options When GLAM Issued. On November 12, 2010, the IRS issued 
Generic Legal Advice Memorandum (GLAM) No. AM20 10-005, determining that an option 
used to purchase a basket of securities that is essentially managed by the taxpayer holding the 
option should not be treated as an option for tax purposes.' Instead, the IRS concluded that the 
taxpayer should be treated as owning the securities underlying the alleged option and pay the 
taxes owed on any capital gains. At that time, Deutsche Bank had four active basket contracts 
and Barclays had five active basket contracts with RenTec, all of which had originated prior to 
the GLAM and had a term of one year or longer.^ After the GLAM was issued, neither Deutsche 
Bank nor Barclays exercised their contractual right to terminate any of the nine active contracts. 
Instead, the banks allowed those basket options to be exercised after the GLAM was issued, and 
they produced profits for RenTec totaling $4.5 billion. 

Deutche Bank Post-GLAM Basket Options. Deutsche Bank entered into one long- 
term basket option contract with RenTec in November of 2010, a few days after the issuance of 


' 1 1/12/I0 “Hedge Fund Basket Option Contracts,” prepared by IRS Office of Chief Counsel Memorandum, at 2, 
http;//www.irs.gov/pub/irs-utl/am20l 0005. pdf. 

^ See undated chart, “History of COLT Options,” prepared by Barclays, BARCLAYS-PSI-748604; undated and 
untitled chart prepared by Deutsche Bank, DB-PSI 52583-85. 

I Permanent Subcommittee on Investigations I 

EXHIBIT #69 J 
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the GLAM, That option was exercised and the transaction completed in July 2012. As noted 
above, of the five long-term basket transactions (4 initiated pre-GLAM and one initiated post- 
GLAM) that Deutsche Bank administered for RenTec while the GLAM was in effect, RenTec 
made a profit of $3 . 1 billion ($ 1 .9 from the pre-GLAM transactions and $1.2 from the post- 
GLAM transaction). After 2010, the next basket contract that Deutsche Bank offered RenTec 
was in April 2012. That contract had a term of less than one year and required RenTec to report 
any profits as short-term trading gains. Since April 2012, Deutsche Bank has written seven 
similar basket option contracts with RenTec, all with terms of less than one year. Five have been 
completed and two remain active. 

Barclays Post-GLAM Basket Options. Barclays administered fourteen basket contracts 
for RenTec while the GLAM was in effect. Five were issued before the GLAM, but exercised 
after the GLAM was issued, with the last in 201 1, yielding profits for RenTec totaling $2,6 
billion. After the issuance of the GLAM, Barclays entered into nine more basket option 
contracts with RenTec, each of which had a term of one year or more. The first of those nine 
contracts was entered into less than a month after the GLAM. The last was entered into in 
November 2012. Six of those nine transactions have been completed, the last in April 2014, and 
they generated a total profit for RenTec of $4.1 billion. All of the three basket option 
transactions still outstanding have surpassed one year in maturity. Those three options have a 
total initial notional value of $6.5 billion. In January 2014, Barclays entered into another basket 
contract with RenTec, but that option is for a length of less than one year. 

In sum, both banks entered into additional basket option contracts with RenTec after the 
GLAM was issued. Altogether, since November 2010, those basket option contracts have 
generated profits for RenTec totaling $9.8 billion, with more to come. 


2 
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Hearing On 

ABUSE OF STRUCTURED FINANCIAL PRODUCTS: 
Misusing Basket Options to 
Avoid Taxes and Leverage Limits 

July 22, 2014 


EXHIBIT #70 : 

Document Locator List and documents cited in footnotes to Abuse of 
Structured Financial Products: Misusing Basket Options to Avoid Taxes 
and Leverage Limits, the Report released in conjunction with the 
Subcommittee hearing on July 22, 2014. The Document Locator List 
provides the Bates numbers or description of the documents cited in the 
Report and the hearing record page number where the document can be 
located. Not included are documents related to Subcommittee 
interviews, which are not available to the public, and widely available 
public documents. 


Permanent Subcommittee on Investigations 
EXHIBIT #70 
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REPORT DOCUMENT LOCATOR LIST 
ABUSE OF STRUCTURED FINANCIAL PRODUCTS: 
Misusing Basket Options to Avoid Taxes and Leverage Limits 


Bates Number or Document Description 

BARCLAYS-PSI-000345-363 

BARCLAYS-PSI-002879-896 (Printed as Exhibit 44) 

BARCLAYS-PSI-003792 

BARCLAYS-PSI-004159-172 

BARCLAYS-PSI-004 161-165 (Printed as Exhibit 42) 

BARCLAYS-PSI-00524 1-243, 255-261 (Printed as Exhibits?) 

BARCLAYS-PSI-005246-252 

BARCLA YS-PSI-0 1 0082-083 (Printed as Exhibit 59) 

B ARCLA YS-PSI-0 1 3658-659 

BARCLA YS-PSI-0 1 6946-947 (Printed as Exhibit 6 1 ) 

BARCLA YS-PSI-0 16951-952 (Printed as Exhibit 62) 

BARCLAYS-PSI-0 16951 -952 

(See attachment to PSI-Barclays-22-000005-0I4) 


BARCLAYS-PSI-0 1 709 1 -093 (Printed as Exhibit 65) 


BARCLAYS-PSI-0 17094 


BARCLAYS-PSI-0 181 14-116 (Printed as Exhibit 64) 


BARCLAYS-PSI-0 18701 -704 


BARCLAYS-PSI-025382-383 (Printed as Exhibit 46) 


BARCLAYS-PSI-026163-165 (Printed as Exhibit 54) 


BARCLA YS-PSI-036091-102 

BARCLAYS-PSI-139757-766 (Printed as Exhibit 53) 

BARCLAYS-PSI-2 12544-557 (Printed as Exhibit 36) 

BARCLAYS-PSI-212559-566 

BARCLAYS-PSI-2 12590-598 (Printed as Exhibit 38) 

BARCLAYS-PSI-2 1291 8-932 (Printed as Exhibit 39) 

BARCLAYS-PSI-2 13567-585 

BARCLAYS-PSI-2 13947-953 (Printed as Exhibit 40) 

BARCLA YS-PSI-285585-586 (Printed as Exhibit 49) 

BARCLA YS-PSI-287767-770 

BARCLAYS-PSI-29325 1 -254 

BARCLAYS-PSI-322103 (Printed as Exhibit 66) 

BARCLAYS-PSI-326572-575 (Printed as Exhibit 48) 

BARCLA YS-PSI-328074-077 (Printed as Exhibit 50) 

BARCLAYS-PSI-330659-682 (Printed as Exhibit 58) 

BARCLAYS-PSI-574664-686 (Printed as Exhibit 45) 

BARCLAYS-PSI-577747 (Printed as Exhibit 51) 

BARCLA YS-PSI-588643 (Printed as Exhibit 47) 

BARCLA YS-PSI-632060-063 

BARCLA YS-PSI-632877-904 (Printed as Exhibit 43) 


Page Number 













762 


REPORT DOCUMENT LOCATOR LIST 
ABUSE OF STRUCTURED FINANCIAL PRODUCTS: 
Misusing Basket Options to Avoid Taxes and Leverage Limits 


Bates Number or Document Description 

Page Number 

BARCLAYS-PSI-73003 1-032 (Printed as Exhibit 56) 

677 

BARCLAYS-PSI-748 148-158 (Printed as Exhibit 2) 

258 

BARCLAYS-PSI-748506-507 (Printed as Exhibit 60) 

730 

BARCLAYS-PSI-748575-586 

1015 

(See attachment to PSI-Barclays-22-000005-014) 

BARCLAYS-PSl-748587-589 (Printed as Exhibit 67) 

744 

BARCLAYS-PSI-748590 (Printed as Exhibit 63) 

736 

BARCLAYS-PSI-748595-598 

1015 

(See attachment to PSI-Barclays-22-000005-014) 

BARCLAYS-PSI-748604 

1009 

(See attachment to PSI-Barclays-20-00000 1-005) 

DB-PSI 00000001-047 (Printed as Exhibit 24) 

372 

DB-PSI 00000 1 8 1 -209 (Printed as Exhibit 27) 

425 

DB-PSI 00000320-337 

864 

DB-PSI 0000 1599 (Printed as Exhibit 1 5) 

345 

DB-PSI 00005713-715 

882 

DB-PSI 00006875 

885 

DB-PSI 00006983-984 (Printed as Exhibit 26) 

423 

DB-PSI 00008625-627 (Printed as Exhibit 30) 

460 

DB-PSI 00009727-730 

886 

DB-PSI 00010767-769 (Printed as Exhibit 14) 

342 

DB-PSI 00012949 

890 

DB-PSI 00018721-723 

891 

DB-PSI 00019248-250 

894 

DB-PSI 00020110-117 

897 

DB-PSI 00020740-748 (Printed as Exhibit 34) 

469 

DB-PSI 00025033-034 (Printed as Exhibit 16) 

346 

DB-PSI 00025040-041 

905 

DB-PSI 00028006-007 

907 

DB-PSI 00033762-765 (Printed as Exhibit 25) 

419 

DB-PSI 0003624 1 -244 (Printed as Exhibit 28) 

454 

DB-PSI 00036700-70 1 (Printed as Exhibit 29) 

458 

DB-PSI 00045265-266 (Printed as Exhibit 31) 

463 

DB-PSI 00047768-796 

909 

DB-PSI 00052577-582 

938 

DB-PSI 00052583-587 

1041 

(See attachment to PSI-DeutcheBank-24-00000 1-003) 

DB-PSI 00052588-590 

944 

DB-PSI 000790 1 7-02 1 (Printed as Exhibit 21) 

359 
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Bates Number or Document Description 

Page Number 

DB-PSI 001 12522-523 (Printed as Exhibit 33) 

467 

DB-PSI 001130213-241 

947 

DB-PSI 001 16157-160, 177 (Printed as Exhibit 19) 

353 

DB-PSI 00122457 (As transcribed by Deutsche Bank.) 

976 

DB-PSI 00122457 (Printed as Exhibit 22b) 

365 

DB-PSI 00122458 (Printed as Exhibit 22a) 

364 

DB-PSI 00122467 

978 

DB-PSI 001231 96-208 (Printed as Exhibit 7) 

279 

DB-PSI 00123209-221 

979 

DP-PSI 001 12132-133 (Printed as Exhibit 32) 

465 

FRBNY to PSI(MAPs) 000238 [Sealed Exhibit] 

* 

GWALLC-PSI-0000745-844 [Sealed Exhibit] 

* 

GWALLC-PSI-0002 1 64-203 

992 

GWALLC-PSl-0002328 (Printed as Exhibit 20) 

358 

GWALLC-PSI-0002492-494 

1003 

GWALLC-PSI-0002504-505 (Printed as Exhibit 17) 

348 

GWALLC-PSI-0003427-428 

1006 

GWALLC-PSI-0009484 

1008 

PSI-Barclays-20-00000 1 -005 

(with attachment, BARCLAYS-PSI-748604) 

1009 

PSl-Barclay s-22-000005-0 1 4 


(with attachments, BARCLAYS-PSI-0 1695 1-952; 
BARCLAYS-PSI-748575-586; and 
BARCLAYS-PSI-748595-598) 

1015 

PSI-DeutcheBank-23-00000 1-005 [Sealed Exhibit] 

* 

PSI-DeutcheBank-24-00000 1-003 

1041 

(with attachment, DB-PSI 00052583-587) 

PSI-Renaissance-06-00000 1 , 004 

1049 

PSI-Renaissance-37-00000 1-007 

1051 

(with attachments, RT-PSI-00384763, 764-777) 

PSl-RenaissanceTech-20-00000 1 -002 

1071 

(with attachment, RT-PSI-00384762) 

RT-PSI-0000000 1 -402 [Sealed Exhibit] 

* 

RT-PSI-000009 1 4-93 1 (Printed as Exhibit 9) 

312 

RT-PSl-00000932-933 

1074 

RT-PSl-000023 1 9-322 (Printed as Exhibit 12) 

336 

RT-PSI-00004630-632 (Printed as Exhibit 10) 

330 

RT-PSI-00046 119-121 (Printed as Exhibit 1 8) 

350 

RT-PSI-00054256-257 (Printed as Exhibit 13) 

340 










764 


REPORT DOCUMENT LOCATOR LIST 
ABUSE OF STRUCTURED FINANCIAL PRODUCTS: 


Misusing Basket Options to Avoid Taxes and Leverage Limits 


Bates Number or Document Description 
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RT-PSI-00062957-959 (Printed as Exhibit 1 1) 

333 

RT-PSI-00068362 (Printed as Exhibit 3) 

269 

RT-PSI-00068592-599 

1076 

RT-PSI-00 134963-50 13 

1084 

RT-PSI-00234974-998 (Printed as Exhibit 57) 

679 

RT-PSI-00235499-500 (Printed as Exhibit 52) 

645 

RT-PSI-00236253-258 (Printed as Exhibit 23) 

366 

RT-PSl-00236651-655 (Printed as Exhibit 55) 

667 

RT-PSI-002369 14-918 (Printed as Exhibit 55) 

667 

RT -PSl-0036 1 844-847 (Printed as Exhibit 52) 

645 

RT-PSI-0036 1 879-88 1 (Printed as Exhibit 52) 

645 

RT-PSl-00363679-717 

1135 

RT-PSl-00363694 (Printed as Exhibit Ic) 

253 

RT-PSl-0036441 8 (Printed as Exhibit 5) 

273 

RT-PSI-00368695-697 (Printed as Exhibit 4) 

270 

RT-PSI-003 84762 

(See attachment to PSI-RenaissanceTech-20-00000I-002) 

1071 

RT-PSI-00384763, 764-777 

(See attachments to PSJ-Renaissance-37-00000 1 -007) 

1051 

RT-PSl-003 84778 [Sealed Exhibit] 


RT-PSI-00385993-6124 [Sealed Exhibit] 

* 

RT-PSl-00386466-513 [Sealed Exhibit] 


RT-PSI-003865 14-741 [Sealed Exhibit] 

* 

RT-PSl-00387786-921 [Sealed Exhibit] 


RT-PSI-00390362 [Sealed Exhibit] 

* 

RT -PSl-00396296-3 1 5 (Printed as Exhibit 4 1 ) 

537 

RT-PSI-00396316-317 

1158 

RT-PSI-003963 1 8-32 1 (Printed as Exhibit 35) 

478 

RT-PSl-00396344 

1160 

RT-PSI-0039635 1-355 (Printed as Exhibit 6) 

274 

RT-PST00396394-413 (Printed as Exhibit 8) 

292 

SEC^RT13^001965-993 [Sealed Exhibit] 

* 

SEC _RT 13^001994-019 [Sealed Exhibit] 

* 

SEC RT13_002020-074 [Sealed Exhibit] 


SEC^RTl 3^002075-079 [Sealed Exhibit] 

* 

SEC _RT13__010650-51 1 [Sealed Exhibit] 

* 

12/21/2010 Department of Justice, U.S. Attorney for the Southern 
District of New York, letter regarding Deutche Bank AG- Non 
Prosecution Agreement . 

1161 
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7/22/2014 “Post-GLAM Basket Option Contracts,” Memorandum 
to File prepared by the Subcommittee (summarizing Deutsche 
Bank, Barclays, and RenTec involvement with basket options 
after the November 20 1 0 issuance of the IRS advisory 
memorandum on basket options). (Printed as Exhibit 69) 

758 



* Sealed exhibits retained in the files of the Subcommittee. 
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EXECUTION VERSION 


Barclays Bank PLC 
200 Park Avenue 
New York NY 10T66 

13 June 2008 
Badger Holdings L.P. 

c/o Renjussance Technologies LLC 
800 Third Avenue 
New York, NY 10022 
Attention: Mr. Mark Silber 


Tel:+1 {212)4124000 

# BARCLAYS 


Ref: Option RJR 


Dear Sirs: 


The purpose of this letter agreement (this “Confirmation”) is to confirm the terms and 
conditions of the Transaction entered into between Barclays Bank PLC (“Party A”), acting 
through its New York Branch, and Badger Holdings L.P. (“Party B”) on the Trade Date specified 
below (the “Transaction”). 

This Confirmation constitutes a complete and binding agreement between Party A and 
Party B as to the terms and conditions of the Transaction to which this Confirmation relates, and 
it supersedes all prior or contemporaneous written or oral agreements between Party A and Party 
B in relation to the Transaction (except to the extent explicitly stated in any other written 
agreement between the parties hereto executed contemporaneously herewith). This Confirmation 
constitutes a “Confirmation” as referred to in the ISDA Master Agreement specified below, 

The definitions and provisions contained in the 2000 ISDA Definitions (the “Swap 
Definitions”) and in the 1996 ISDA Equity Derivatives Definitions (the “Equity Definitions”, 
and together with the Swap Definitions, the “Definitions”), in each case as published by the 
International Swaps and Derivatives .Association. Inc., are incorporated by reference into this 
Confirmation. In the event of any inconsistency between the Swap Definitions and the Equity 
Definitions, the Equity Definitions will govern, and in tlie event of any inconsistency between 
either set of Definitions and this Confirmation, this Confirmation will govern. For purposes of 
the Equity Definitions, the Transaction shall constitute an Index Option Transaction. 

This Confirmation supplements, forms pan of, and is subject to, the ISDA Master 
Agreement dated as of October 1 , 2004 between Party A and Party B, as amended by that certain 
Amendment No, 1 dated as of December 21, 2005, as further amended by that certain 
Amendment No. 2 dated as of Etecember 6, 2006 and as such agreement may be further amended 
and supplemented from time to time (the “Agreement”). All provisions contained in the 
Agreement govern this Confirmation except as expressly modified below. 
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1. The terms of the particular Transaction to which this Confirmation relates are as 
follows; 


General Terms: 

Trade Date; 

Eifective Date: 

Option Style; 

Option Type: 

Seller: 

Buyer: 

Index: 

Number of Options: 
Multiple Exercise: 

Strike Price; 

Premiiun: 

Premium Payment Date: 
Reference Accounts: 


Trading Strategy; 

Exchange(s): 


June 13, 2008 
June 16. 2008 
Am»ican. 

Call. 

Party A. 

Party B. 

Tlie Basket Value. 

One. 

Inapplicable. 

USD 2,650,000,000 (Two Billion Six Hundred Fifty 
Million US DoUars) 

USD 265,000,000 of which USD 106,000,000 
constitutes and is referred to herein as “Amortizable 
Premium”. 

The 2nd (second) Business Day immediately 
following the Effective Date. 

The BCSL Account, the BCI Account and the 
Synthetic Account, each as defined below, and any 
additional prime brokerage or futures trading 
account that Party A and Party B shall designated 
by mutual agreement as a "Reference Account”, 
provided that such additional prime brokerage or 
futures trading account has been established with 
Barclays Bank PLC, Barclays Capital Inc. or 
Barclays Capital Securities Limited by and in the 
name of Palomino Limited. 

A trading strategy to be exclusively implemented 
based on and in accordance with the Investment 
Guidelines, as defined below. 

Each exchange or quotation system, which 
constitutes with respect to any of the Shares, the 
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principal exchange or quotation system on which 
such Share is actively traded, as reasonably 
deiermined by the Calculation Agent. 

Business Day: New Yoric. 

Business Day Convention; Following Business Day. 

Shares: The equity interests and other securities that, at any 

time during the Valuation Period, constitute (or 
underlie) Designated Positions. 

Issuer: The issuer of the relevant Shares. 


Procedure for Exercise: 

Latest Exercise Time: 5 p.m. (local time in New York City). 

Expiration Time: 5 p.m. (local time in New York City). 

Expiration Date: The date which is the earliest of: 

(i) June 13, 2011 (the “Scheduled 

Expiration Date”), 

(ii) a Knock-out Event Date, or 

(iii) an Early Termination Date designated by 
either party in respect of the Transaction. 

Exercise Date; The Exchange Business Day during the Exercise 

Period on which the Option is or is deemed to be 
exercised by Party B. 

Knock-out Event Date: Any Valuation Exchange Business Day on which 

Party A notifies Party B (which notice may be 
telephonic (confinned in writing) or by electronic 
message) that if Party B had exercised this Option 
and such Valuation Exchange Business Day were 
the “Valuation Date” hereunder the amount that 
would have been determined (at the Valuation Time 
on the previous Valuation Exchange Business Day) 
as the “Cash Settlement Amount” under this Option 
would have been equal to or less than 10% of the 
sum of (a) the Premium Settlement Amount and (b) 
Total Amortized Premium. 
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Automatic Exercise; Applicable. 


Seller’s Agent’s Telephone Seller’s 
Number and Telex and/or Agent’s Name: 
Facsimile Number and Specified 
Contact Details for Purpose of Location: 
Giving Notice: 


Tei: 

Fax: 


John Stracquadanio 

Barclays Bank PLC, 

New York Branch 

200 Park Avenue 

New York, New York 10166 

(212)412-2180 

(212)412-7463 


Valuation: 

Valuation Time: 


Valuation Date: 


Valuation Period; 


Valuation Exchange 
Business Day: 


In reject of each Designated Position, for any date, 
the close of trading in respect of the Share(s) 
constituting or underlying such Designated Position 
on the Exchange corresponding to such Share(s), on 
such date; or, if no trading occurred on such date in 
respect of such Share(s) on such Exchange, such 
other time as may be agreed upon by Party A and 
Party B. 

The earlier of: (i) the 4*^ (foiuth) Valuation 
Exchange Business Day immediately following the 
Exercise Date, or (ii) the ninth (9‘^’) Business Day 
immediately following the Exercise Date. 

The period commencing on, and including, the 
Effective Date and ending on, and including, the 
Valuation Date. 

An Exchange Business Day during which there has 
not been (i) a Trading Suspension in Shares that 
comprise, on the commencement of such day, more 
than 20 percent, in value, of (A) the long 
Designated Positions or (B) the short Designated 
Positions, in each case, then credited to, included or 
deemed included within the Reference Accounts, or 
(ii) an event of force majeure beyond the control of 
Party A (or any Affiliate thereof) occurring after the 
Effective Date, preventing the execution of 
iransaciions within the Reference Accounts or 
making the execution of such transactions 
impossible or impracticable. 
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Calculation Date: 


Calculation Period; 


Calculation Period Factor: 


For purposes of this Confirmation, the term 
“Trading Suspension” means, with respect to any 
purity a su^nsion of trading (by reason of 
movements in price exceeding limits permitted by 
the relevant Exchange or otherwise) on the relevant 
Exchange for a period of more than one (1) hour. 

The Effective Date, the Valuation Date and each 
day during the Valuation Period that is either (i) the 
“Effective Date” of any other Transaction that is an 
Index Option Transaction in respect of the 
Reference Accounts (“RA Option”), (ii) the day 
immediately following the “Valuation Date” of any 
RA Option, or (iii) if any RA Option is otherwise 
terminat«l and no “Valuation Date” is specified, the 
day on which such RA Option is terminated. 

Eadi period from, and including, one Calculation 
Date to, but excluding, the immediately following 
Calculation Date during the Valuation Period, 
except that (i) the initial Calculation Period will 
commence on, and include, the Effective Date, and 
(ii) the final Calculation Period will end on, and 
include, the Valuation Date. 

In respect of eadi Calculation Period, the quotient 
obtained by dividing (i) the amount that would have 
been payable as the “Cash Settlement Amount” 
imder this Option if Party B had exercised this 
Option, calculated (x) if the Calculation Period 
commences after the Effective Date, as if the last 
day of the immediately preceding Calculation 
Period were the “Valuation Date” hereunder, and 
(y) if the Calculation Period commences on the 
Effective Date, as if the first day of the Calculation 
Period were the “Valuation Date” hereunder, the 
value of the “Settlement Price” hereunder equaled 
the Strike Price, and the “Total Amortized 
Premium” hereunder had equaled zero, by (ii) the 
sum of (A) the sum of the amounts that would have 
been payable as “Cash Settlement Amounts” under 
all Outstanding Options, if Party B had exercised all 
such options and the last day of the immediately 
preceding Calculation Period were treated as the 
“Valuation Date” for purposes of all such options, 
and (B) the sum of the amounts that would have 
been payable as “Cash Settlement Amounts” under 
all Outstanding Options that have an “Effective 
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Date” on tfte firet day of the Calculation Period, if 
Part>' B had exercised all such options, calculated as 
if (x) the firet day of the Calculation Period were 
.trrated as the “Valuation Date” for purposes of all 
such options, (y) the value of the “Settlement Price” 
of each such option equaled its “Strike Price”, and 
(z) the “Total Amortized Premium” of each such 
option apialed zero. For purposes hereof, in respect 
of each Calculation Period, “Outstanding Options” 
m^ns all RA Options and this Option, whether or 
not exercised, whose “Valuation Date” has not 
occurred prior to the first day of the Calculation 
Period and that has not otherwise been terminated 
on or prior to such day. 

Calculation Period Amount; In respect of each Calculation Period, the sura of 
(A) fte product obtained by multiplying the 
Amortized Daily Premium by the number of 
calendar days in tire Calculation Period and (B) the 
product obtained by multiplying (i) the Calculation 
Period Repjm for such Calculation Period, by (ii) 
the Calculation Period Factor for such Calculation 
Period. 


Settlement Terms: 

Cash Settlement: 

Cash Settlement Amount; 


Settlement Price: 

Basket Value: 

Federal Fluids Rate: 


Applicable. 

Other than in respect of a Knock-out Event Date, an 
amount equal to the greater of (i) zero, and (Ii) the 
sum of (A) the Settlement Price, minus (B) the 
Strike Price, plus (C) the Premium Settlement 
Amount. 

In respect of a Knock-out Event Date, zero. 

The level of the Index at the close of the Valuation 
Date. 

The sum of (i) the Strike Price, plus (ii) the sum of 
the Calculation Period Amounts for all Calculation 
Periods included within the Valuation Period. 

For any day, the rale set forth in H. 15(519) for the 
first Business Day immediately preceding such day, 
opposite the caption “Federal funds (effective)”, as 
such rate is displayed on the Telerate Page 120 (or 
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any successor page). If by 5:00 p.m., New York 
City time, on the firet day that is one Business Day 
following such day, the rate for such day does not 
aiqjear on the Tclerate Page 1 20 (or any successor 
page) or is not yet published in H. 15(519), the rate 
for such day will be the arithmetic mean of the rates 
for the last transaction in overnight U.S. Dollar 
Federal funds arranged by each of three leading 
brokers of U.S. Dollar Federal funds transactions in 
New York City selected by the Calculation Agent, 
prior to 9:00 a.m.. New York City time, on that 
Business Day. 

Settlement Currency: USD. 

Cash Settlement Payment Date; Hie 3”* (third) Business Day immediately following 
the Valuation Date. 


Adjustments: 

Method of Adjustment: Calculation Agent Adjustment. 


Extraordinary Events: 

Consequences of Potential The Calculation Agent shall use reasonable best 
Adjustment Events, Merger efforts to determine, in good faith, based on its 

Events, Nationalization or commercially reasonable judgment and upon 

Insolvency; consultation with Party B, the consequences of 

Potential Adjustment Events, Merger Events, 
Nationalization or Insolvency in respect of Shares, 
and the adjustments to the Basket Gains, Basket 
Losses, Basket Value and any other variable 
relevant to this Transaction, 


2. Calculation Agent: Party A shall be the Calculation Agent. 

a. The Calculation Agent will notify Party B promptly after the close of each 
Calculation Period of the determined Calculation Period Amount for such period and of the 
Calculation Period Factor for the immediately following Calculation Period, and promptly after 
the Valuation Date of the determined Cash Settlement Amount, and of the determination of each 
variable and component used to calculate, or affecting, directly or indirectly, the relevant 
Calculation Period Amoimt, Calculation Period Factor and the Cash SetUement Amount, as 
applicable. 
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b. The Calculation Agrait shall prqjare and deliver to Parly B within three (3) 
Business Days after the last Business Day in each calendar month (the “Report Date”) a report 
(the “Monthly Report”) containing its calculation of the amount that would have been payable as 
the “Cash Settlement Amount” und^ this Option if Party B had exercised this Option and the 
Report Date were the “Valuation Date” hereimder, and each variable and component used to 
calculate, or affecting, directly or indirectly, such calculated “Cash Settlement Amount”. If 
Party B disagrees with any statement or other item in any Monthly Report, it shall notify the 
Calculation Agent within 30 (thirty) Business Days of receiving the Monthly Report and the 
Calculation Agent and Party B will coopaate to resolve dieir differences with respect to such 
disagreement. The Monthly Report and the statements and items included therein shall not be 
conclusive or binding, except that a Monthly Report (as ^justed and modified by Party A and 
Party B) shall be conclusive and binding with respect to Party A and Party B if agreed to in 
writing by Party A and Party B. 

3. Account Details: 

Account for payments to Party A: 

Bank: 

ABA No: 

A/C: 

Favor: 

A/C No: 

SvidA: 


Federal Reserve Bank of New York, New York 


Barclays Bank PLC, New York 

Barclays Swaps & Options Group, New York 


Account for payments to Party B; 
To be, and as, provided by Party B. 

4. Additional Terms and Definitions: 


For p\irposes of tins Confirmation, the following terms shall have the meaning specified 
or referred to in this Section 4: 

a. “BCSL Account” means the prime brokerage accounts established by and in 
the name of Palomino Li mited (“Pa lomino”) with Barclays Capital Securities Limited (“BCSL”), 
account no. ^HHja^dUlB, pursuant to the Amended and Restated Prime Brokerage 
Agreement, effective as of June 13, 2008, as may be restated, amended, or modified by the 
parties thereto from time to time (the “BCSL Agreement”). 


b. “BCI Account” means the prime brokerage accoun ts established by and i n the 
name of Palomino with Barclays Capital Inc. (“BCT”), account do. HHHl HlHi 

pursuant to the Amended and Restated Prime Broker Margin Account Agreement, 
effective as of June 13, 2008, as may be restated, amended, or modified by the parties thereto 
from time to time (the “BCI Agreement”). 


c. “Synthetic Account” means a record prepared by the Calculation Agent and 
titled “Reference Synthetic Positions”, identifying, at all times, (A) the outstanding Synthetic 
Positions and (B) ail other outstanding Permitted Securities, including derivative financial 
instruments, entered into in accordance with the Investment Guidelines and designated by 
Renaissance Technologies LLC (the “Advisor”) to be included in the Synthetic Account, For 
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purposes of this Confirmation, the term “Permitted Securities” shall have the meaning ascribed 
to it in the Investment Guidelines. 

d. “Investment Guideline” means the Inve^ment Guidelines set forth in Annex 
A to the Investment Management Agreemait betv^en Palomino and the Advisor, effective as of 
June 13, 2008, as restated, amended, or modified by die parties thereto from time to time (the 
“Investment Managem«it Agreement”), 

e. “Designated Positions” means, in respect of each Calculation Period, equity 
securities, Synthetic Positions and other financial positions (whether long or short), credited to, 
included or deemed included in the Reference Accounts at any time during such (Calculation 
Period, excluding cash. 

f. “Calculation Period Return” means, in respect of each Calculation Period, the 
sum of the corresponding (i) Basket Gains, minus (ii) Ba^et Losses, minus (iii) Basket Cost. 

g. “Basket Gains” means, in respect of each Calculation Period, the sum of all (i) 
gains realized in respect of Desi^iated Positions at any time during the Calculation Period, (ii) 
tairealized gains in respect of Designated Positions credited to, included or deemed included in 
the Reference Accounts at the close of the (Calculation Period (where the unrealized gain in 
respect of each such Designated Position is determined at the Valuation Time applicable to such 
Designated Position on the last day of the Calculation Period), (iii) dividends accrued (based on 
ex-dividend dates) at any time during the Calculation Period in respect of long Designated 
Positions, adjusted as set forth in Section 5 below, and (iv) interest and other income received or 
accrued on or in respect of Designated Positions at any time during the Calculation Period. 

h. “Basket Losses” means, in respect of each Calculation Period, the sum of all 

(i) losses realized in respect of Designated Positions at any time during the Calculation Period, 

(ii) unrealized losses in respect of Designated Positions credited to, included or deemed included 
in the Reference Accounts at the close of the Calculation Period (where the unrealized loss in 
respect of each such Designated Position is determined at the Valuation Time applicable to such 
Designated Position on the last day of the Calculation Period), and (iii) dividend and interest 
equivalent amounts paid or accrued (based on ex-dividend and ex-interest dates, as applicable) at 
any time during the Calculation Period in respect of short Designated Positions, adjusted as set 
forth in Section 5 below. 

i. “Basket Cost” means, in respect of each Calculation Period, the (positive or 
negative) sum of (i) all commissions and fees in connection with the execution of transactions to 
acquire, create, dispose of or otherwise terminate Designated Positions, to the extent authorized 
under the Investment Management Agreement (excluding any fees paid to the Advisor and any 
interest and other financing charges), paid or accrued in connection with the trading of 
Designated Positions in accordance with the Investment Management Agreement during the 
Calculation Period and any expenses reimbursed by Client to the Advisor in accordance with the 
Investment Management Agreement, plus (ii) the Debit Amount, plus (iii) the Stock Borrow Fee 
Amount, minus (iv) any realized and unrealized gains (determined at the close of the Calculation 
Period), interest and other income received or accrued in respect of cash, property or other 
financial positions credited to, included or deemed included in the Reference Accounts or 
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Otherwise credited to the Reference Accounts (excluding gain and income items included in 
Basket Gains) at any time during the Calculation Penal 

j. “Debit Amount” means, in respect of each Calculation Period, the number, 
denoted fay DA, calculated in accordance with the following formula: 

£M = 2 da, • (^) , where; 


“W” is, in respect of each Calculation Period, the number of days in the 

Calculation Period; 

‘V’ is, in respect of each Calculation Period, a series of whole numbers 
from one to N, each representing the coiresponthng day in die Calculation Period, where the days 
in such period are arranged in chronological order from, and including, the first day in such 
Calculation Period to, and including, the 1^ day in such Calctdation Period; 

"DA„ " means, in re^ct of each day included in the Calculation Period, 
the (negative or positive) sum of (i) the absolute value of the long Designated Positions included 
(or deemed included) in the Reference Accounts at the close of the nth day of the Calculation 
Period (where the value of each such Designated Position is determined at the Valuation Time 
applicable to such Designated Position on such day), minus (ii) the amount of cash held in 
connection with, or as collateral for, short Designated Positions in the Reference Accoxmts at the 
close of the ?ith day of the Calculation Period, minus (iii) the sum of the amounts that would 
have been payable as “Cash Settlement Amounts” under ail Outstanding Options (excluding any 
and all items deemed accrued or deferred as part of the calculation of “Basket Gains”, “Basket 
Losses” or “Basket Cost” in res|KCt thereof) on the nth day of the Calculation Period whose 
“Valuation Date” has not occurred on or prior to the immediately preceding day, if Party B had 
exercised all such options, such nth day were treated as the “Valuation Date” for purposes of all 
such options, and the corresponding "DA„" for such day for each such option (which may have a 
different subscript index number under each such option) were zero; and 

" FFR^ ”, for any day in the Calculation Period, is equal to (i) if DAn for 
such day is positive, the rate for such day determined by the formula set out in the appropriate 
currency row of the column entitled “Financing Long Charge” in Annex B to the Investment 
Management Agreement and (ii) if DA„ for such day is negative the rale for such day determined 
by the formula set out in the appropriate cunency row of the column entitled “Financing Long 
Charge” in Annex B to the Investment Management Agreement. 

k. “Premium Settlement Amount” means USD 265,000,000 minus the Total 
Amortized Premium. 

l. “Total Amortized Premium” means the product obtained by multiplying (i) 
the Amortized Daily Premium, by (ii) the number of calendar days in the period commencing on, 
and including, the Effective Date and ending on, but excluding, the Valuation Date. 
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m. “Amortized Daily Premium” means the quotient obtained by dividing (i) the 
Amortizable Premium, by (ii) the number of calendar days in the period commencing on, and 
including, the Effective Date, and ending on, but excluding, the Scheduled Expiration Date. 

n. “Stock Borrow Fee Amount” means, in respect of each Calculation Period, the 

sum of FAt and where FA, is calculate in accordance with the following foirnula: 


where: 

“A^’ is, in respect of each Calailation Period, the number of days in the 

Calculation Period; 

is, in respect of each Calculation Period, a series of whole numbere 
from one to N, each representing the corresponding in the Calculation Period, where the days 
in such period are arranged in chronological order, fiom, and including, the first day in such 
Calculation Period to, and including, the last day in such Calculation Period; 

“SA„'‘ means, in respect of e^h day included in the Calculation Period, 
the sum of the market value of each short Designated Position that is not deemed to be “hard-to- 
borrow” securities; 

"SBFn ”, for any day in the Calculation Period, is equal to the rate set out 
in the appropriate currency row of the column entitled “Stock Lomi Charge-GC” in Annex B to 
the Investment Management Agreement; and 

"FA 3 ' represents the sum of actual fees paid in regard to each short 
Designated Position that is deemed to be “haid-to-borrow”. 

5. For purposes of detennining Basket Gains, Basket Losses and Basket Cost, (i) 
gain, loss and any other income or expense items will be computed and taken into account 
without giving effect to any Tax that might be imposed in respect or by reason thereof, (ii) in 
respect of each Calculation Period, for purposes of detennining gain or loss in such period, the 
basis of each Designated Position outstanding at the close of the day immediately preceding the 
first day of such Calculation Period shall be the value used to determine the unrealized gain or 
loss on such Designated Position in respect of the immediately preceding Calculation Period (or 
if no such Calculation Period exists, the value of such Designated Position at the Valuation Time 
applicable to such Designated Position on such immediately preceding day), (iii) any portion of a 
dividend paid or accrued in respect of shares of stock of a corporation incorporated in any of the 
countries listed in Annex A hereto (as amended from time to time by the parties hereto), which 
will be subject to withholding tax by the country in which such corporation is incorporated (or, 
when the distributing corporation is incorporated in the United States, will be subject to U.S. 
federal income tax as a taxable dividend), shall be adjusted by multiplying the original amount of 
such portion by the percentage set forth next to the name of Ae applicable country in the column 
“Percentage of Dividends Received on Long Positions”, and (iv) any dividend equivalent amount 
paid or accrued in respect of a short position in stock of a corporation incorporated in any of the 
countries listed in Annex A hereto (as amended from time to time by the parties hereto), which 
will be subject to withholding tax by the country in which such corporation is incorporated (or, 
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when the distributing corporation is incorporated in the Unital States, will be subject to U.S. 
federal income tax as a taxable dividend), shall be adjusted by multiplying the original amount of 
such dividend equivalent amount by the percentage set forth next to the name of the applicable 
country in the column “Percentage of Dividends Paid on Short Liabilities”. 

6. This Option and the rights and obligations thereunder are not transferable 
(whether by way of security or otherwise) by either party without the prior written consent of the 
other party and any purported transfer without such consent shall be void and of no effect, 

7, Additional Representations; 

Party A and Party B each mak^ (and as iiidicated, only Party A or only Party B makes) 
the following additional representations: 

a. It is entering into the Transaction as principal and not as agent or in any 
other capacity, fiduciary or otherwise, and no other person has any interest herein. 

b. Its execution and delivery of this Confirmation and its entering into the 
Transaction to which this Confirmation relates have been authorized by all required internal 
actions and do not violate any laws of its jurisdiction of organization or residence, or the terms of 
any agreement to which it is a party. 

c. Upon due execution and delivery of this Confirmation, this Confirmation 
will constitute its legal, valid and binding obligations, enforceable against it in accordance with 
its terms, subject to applicable bankruptcy, reorganization, insolvency, moratorium or similar 
laws affecting creditors’ rights generally, and subject, as to enforceability, to equitable principles 
of general application (regardless of whether enforcement is sought in a proceeding in equity or 
in law). 

d. It is acting for its own accoxmt, and has made its own independent decision 
to enter into this Confirmation and to participate in the I’ransaction to which this Confirmation 
relates and as to whether this Confirmation and the Transaction are appropriate or proper for it 
based upon its own judgment and upon advice of such advisors as it deems necessary. 

e. It acknowledges, agrees and confirms that (i) it has not received any 
advice or counsel from, and is not relying, and has not relied, upon any communication (written 
or oral) of, the other parly or any Affiliate thereof with respect to the legal, accounting, tax or 
other implications of this Confirmation or the Transaction (including the expiration, sale, 
assignment or other termination thereof), and that it has conducted its own due diligence review 
and analyses of the legal, accounting, tax, regulatory and other implications of this Confirmation 
and the Transaction, including, without limitation, registration or disclosure requirements in 
respect of the Transaction under any applicable securities, tax or other laws, (ii) information and 
explanations related to the terms and conditions of this Confirmation and the Transaction shall 
not be considered investment advice or a recommendation to enter into this Confirmation or to 
participate in the Transaction, (iii) it has received independent tax advice with respect to this 
Confirmation and the Transaction, (iv) it is entering into this Confirmation and is participating in 
the Transaction with a full understanding of all of the terms and risks hereof (economic and 
otherwise), is capable of evaltiating and understanding (on its own behalf or through independent 
professional advice), and understands and accepts, such terms and risks, and is capable of 
assuming (financially and otherwise), and assumes, those risks, (v) neither the other party nor 
any Affiliate thereof is acting as a fiduciary for or an advisor to it in respect of this Confirmation 
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or the Transaction, (vi) it has a valid busii^s purpose for entering into this Confirmation and 
participating in the Transaction, and the transactions contemplated herein are consistent with its 
overall business and investment strategy, and (vii) it participated with the other party in the 
structuring of the Transaction, and in the negotiation and drafting of the Confirmation and the 
other agreements, documents and instruments to be entered into in connection with the 
Transaction. 

f. Party A represents and agrees that (i) Palomino is an existing corporation, 
incorporated under the laws of the Cayman Islmids, and will remain in existence and in good 
standing throughout the term of the Transaction, (ii) it directly or indirectly owns, and will 
directly or indirectly own at all times during the term of the Transaction, all of the outstanding 
stock of Palomino, (iii) Palomino has elected to “disregarded as an entity separate from its 
owner” for U.S. federal income tax purposes and will retain this status throughout the entire term 
of the Transaction, (iv) all of the continuing lepresoitations made by Palomino, BCI and BCSL, 
respectively, in the Investment Management Agreonent, the BCSL Agreement and the BCI 
Agreement are, and shall remain throughout the entire term of the Transaction (unless any such 
agreement in which such respective representations are made Is tenninated as of an earlier date), 
true and accurate in all material respects, (v) it shall, and shall cause Palomino, BCSL and BCI 
to, fully comply with and duly perform all of its and their respective covenants and material 
obligations under the Investment Management Agreement, the BCSL Agreement and the BCI 
Agreement, (vi) the BCSL Agreement and the BCI Agreement will not be terminated, amended 
or modified in any way during the term of the Transaction, unless a written notice has been 
delivered to the Advisor at least ten (10) Business Days prior to the effective date of the relevant 
amendment or modification, (vii) the Reference Accounts shall be used exclusively to effect 
transactions based on the Trading Strategy in accordance widi the Investment Guidelines, and 
(viii) until the close of the Cash Settlement Payment Date, no securities, any other property or 
any financial positions (whether long or short) will be (A) distributed or withdrawn from any of 
the Reference Accounts, or (B) deposited, contributed or assigned to any of the Reference 
Accounts, except in either case (w) that cash may be distributed or withdrawn from, and 
deposited or contributed to, any of the Reference Accounts, (x) in connection with the settlement 
of transactions effected within the Reference Accounts based on the Trading Strategy in 
accordance with the Investment Guidelines, (y) in connection widt borrowing, financing, or other 
leveraging transaction effected in accordance with the Investment Guidelines, and (z) in 
connection with transfers of cash, securities or other property or financial positions (whether 
long or short) between the Reference Accounts. 

g. Party B represents that it (i) is a limited partnership formed under the iaw^ 
of the State of Delaware and is treated as a partnership for U.S. Federal income tax purposes, (ii) 
will timely file (taking into account applicable extensions) the applicable U.S. Federal income 
tax returns it is required to file, and (iii) shall properly and timely withhold any amount it is 
required to withhold under Sections 1441 and 1446 of the U.S. Internal Revenue Code of 1986, 
as amended (the “Code”), and the Treasury Regulations thereunder and shall comply with all 
reporting requirements pertainit^ to such withheld amounts. 

8. The parties agree, that if the Advisor designates the execution of any transaction 
in accordance with the Investment Guidelines and such transaction is not timely executed, or is 
not executed, for any reason or for no reason whatsoever, such transaction will be treated, for 
purposes of this Confirmation, as if it were actually timely executed in accordance with such 
designation of the Advisor and, therefore, (i) any stock, securities and other financial positions 
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(whether long or short) that would have teen credit^ to or included in the Reference Accounts if 
such transaction were actually timely executed in accordance with such designation of the 
Advisor, wit! be treated as included in the Synttetic Account as of the date (and time) designated 
by the Advisor for the execution of the relevant fransaction (a “Synthetic Position”) and will be 
treated as disposed of or otherwise terminated on the day (and time) so designated by the 
Advisor, as applicable; (ii) any stock, s«:uriti^ and othw financial positions (whether long or 
short) that would have been disposed of or otherwise terminated if such transaction were actually 
timely executed in accordance with such desigiration of tihe Advisor, shall be treated as if 
actually disposed of or otherwise terminated, and excluded from the relevant Reference Account, 
on the day (and time) so designated by the Advisor; and (iii) any dividend, interest or any other 
income that would have been received or accrued on or in respect of Synthetic Positions if such 
transaction were actually timely executed in accordance with such designation of the Advisor, 
will be credited to the relevant Reference Account in which such transaction would have been 
executed. 

9. In the event that Palomino has replaced the Advisor with respect to any of the 
Reference Accounts, Palomino has otherwise assumed management of any of the Reference 
Accoimts or the Advisor is prevented for any reason from effectively managing the Reference 
Accounts, unless otherwise agr^ to in writii^ by the Advisor, Party A shall cause the 
commencement of an orderly liquidation and reduction to USD cash of the assets and financial 
positions (whether long or short) then credited to, included or deemed included within the 
Reference Accounts over the period commencing on the Exercise Date to and including the 
Valuation Date, with the objective of minimizing risk and preserving the equity value of the 
Designated Positions. 

10. Party A and Party B agree that for purposes of this Confirmation and the 
Transaction, including, without limiting the foregoing, for purposes of determining the Basket 
Gains and Basket Losses, Designated Positions and any other relevant stock, securities or other 
financial positions (whether long or short) will be valued according to the following valuation 
methods: (i) stock, securities and other financial positions which arc traded on an Exchange shall 
be valued at any time at the last sales price quoted for the securities on (A) the consolidated tape 
on the date and at the time for which value is being determined, or (B) if no sale occurred on 
such date, at the mean between the “bid” and the “asked” prices on such date as reported in a 
recognized interdealer quotation system, (ii) stock, securities and other financial positions which 
are not traded on an Exchange, but are traded over the counter, shall be valued at the mean 
between the “bid” and the “asked” prices quoted for such securities, and (iii) stock, securities and 
other financial positions that are not described in subsections (i) and (ii) above, shall be valued 
based on a method of valuation to be agreed upon by Party A and Party B. 

1 1 . Each of Party A and Party B agrees that for regulatory and tax purposes, it and 
any Affiliate thereof will treat and report the Transaction as a derivative financial instrument and 
treat and report the Designated Positions and any other assets or positions that may be credited to 
or included within the Reference Accounts as assets and positions of which either Party A or 
Palomino, as applicable, is the sole legal and beneficial owner and to which Palomino and Party 
A, as applicable, is the party, as the case may be. Further, Party A agrees that for lAS accounting 
purposes, it and any Affiliate thereof will treat and report the Transaction as a derivative 
financial instrument and treat and report the Designated Positions and any other assets or 
positions that may be credited to or included vrithin the Reference Accounts as assets and 
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positions of which either Parly A or Palomino, as applicable, is the sole legal and beneficial 
owner and to which Palomino and Party A, as ^pKcable, is the party, as the c^e may be. Party 
B agrees that for US GAAP purposes it will treat and report the Transaction as a derivative 
financial instrument and treat and report die Designated Positions and any other assets or 
positions that may be credited to or included within the Reference Accounts as assets and 
positions of which either Party A or Palomino, as aj^Iicable, is the sole legal and beneficial 
owner and to which Palomino and Party A, as ^pUcablc, is the party, as the case may be, 
provided, however, that if any par^' hereto reasoiably determines that due to a Change in U.S. 
Tax Law, as defined in Section 15 telow, the Designated Positions and any other assets or 
positions included within the Reference Atxounts are required to be treated and reported for U.S. 
federal income tax purposes as assets and positions of whidi Party B (or any Affiliate thereof) is 
tlie beneficial owner, Party A and Party B shall consult with each other and agree, in good faith 
and with the objective of preserving, to the maximum extent possible, the objectives of the 
Transaction and the tax and economic in^lications that would l^ve resulted to each party had 
such a Change in U.S. Tax Law not occurred, regarding the appropriate treatment and reporting 
of such assets wid positions, and, further provided, that if there is any change in the IAS 
accounting principles diat materially affects the financial reporting for IAS purposes of the 
Designated Positions, Party A shall give Party B notice thereof as soon as reasonably practicable. 
Party A agrees and represents that for U.S. f^eral income tax purposes it will treat and report all 
income, deduction, gain and loss with respect to the Transaction as “effectively connected with 
the conduct of a trade or business within file United States” (as such term is defined under Code 
Section 864 and the Treasury Regulations thereunder) and such income or gain is “includible in” 
its “gross income for the taxable year” (within the meaning used in Treasury Regulation § 
1.1441-4(a)(l)). 

12. Party B shall pay any and all documentary, stamp, registration or similar taxes 
and charges that may be payable in respect of (i) the execution of fiiis Confirmation, (it) the 
exercise of the Option, and (iii) the payment of the Premium. 

13. This Confirmation shall be governed by and construed in accordance with the 
laws of the State of New York. 

14. Each of Party A and Party B shall use its reasonable best efforts to take, or cause 
to be taken, all actions and to do, or cause to be done, all things necessary, proper and advisable 
to consummate and make effective as promptly as practicable the transactions contemplated by 
this Confirmation and the Transaction to which it relates in accordance with the terms and 
conditions hereof and thereof, including (a) using reasonable best efforts to remove any legal 
impediment to the consummation of such transactions, and (b) the execution and delivery of all 
such deeds, agreements, assignments and further instruments of transfer and conveyance, 
necessary, proper or advisable to consummate and make effective the transactions contemplated 
by this Confirmation and the Transaction in accordance with the terms and conditions hereof and 
thereof, provided that any such action or thing would not materially prejudice the legal or 
commercial position of the relevant party. 

1 5. Notwithstanding anything to the contrary in this Confirmation, Party A may, in its 
sole discretion, terminate this Transaction upon ten (1 0) Business Days prior written notice to 
Party B, in the event that (i) any change in applicable law (including, without linfitation, any 
laws, treaties, ordinances, rules, regulations, rulings, interpretations and authorizations of the 
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United States or the United Kingdom or of any political subdivision, regulatory body having 
authority over Party A or taxing authority thereof or therein) materially and adversely affects 
Party A’s capital charges directly resulting from the Transaction, or (ii) due to the enactment, 
promulgation, execution or ratification of, or any change in or amendment to, the Code or the 
Treasury Regulations promulgated thereunder (or in the application or official interpretation 
thereof by the United Slates Internal Revenue Service or the United States Department of the 
Treasury, as the context requires) that occurs on or after the date on which the Transaction is 
entered into (a “Change in U.S. Tax Law”), Party A is required to treat and report the Designated 
Positions and any other assets or positions included within the Reference Accounts as assets and 
positions of which Party B (or an Affili^e thereof) is the beneficial owner for U.S. federal 
income tax purposes. 

16. Except as otherwise hereinafter forth, the parties hereto agree and 
acknowledge that the structure and lax aspects of the Transaction and ail materials provided by 
either party with respect to such structure and tax aspects are, and have always been, non- 
confidential, and are not the proprielar)' information of either party. Each party and each 
Affiliate thereof (and each employee, representative, or other agent of any of the foregoing) may 
disclose, and has always been entitled to disclose, to any and all persons, without limitation of 
any kind, the tax treatment and tax structure of the Transaction and all materials of any kind 
(including opinions or other tax analyses) that are provided to such party (or Affiliate) relating to 
such tax treatment and tax structure provided, howevCT, that the names and all other identifying 
information of all entities and persons have been properly erased from such materials prior to tiie 
disclosure thereof), Each party otherwise agrees not to disclose any proprietary, non-public 
information regarding the other party (“Confidential Information”) it may have received in 
connection with the Transaction, including, without limitation, that such party has entered into 
the Transaction with the other party, and agrees that it shall not disclose or use the name of the 
other party (or any Affiliate thereof) for marketing or other purposes not directly relating to the 
implementation of the Transaction hereunder. Notwithstanding the foregoing, either party may 
disclose any such Confidential Information (i) to its lawyers or accountants (or similar 
professional, but not a financial or investment advisor), on a “need-to-know” basis, in connection 
with advice directly related to the entry, operation or enforcement of any Transaction provided 
that such person agrees, in writing, not to disclose Confidential Information or (ii) if required by 
law or any judicial, governmental or other regulatory body, provided it gives prior written notice 
of such required disclosure to the other party. Confidential Information of a party shall not 
include any information in the public domain or information obtained from any third party not 
under a duty not to disclose it. 

1 7. Party A covenants and agrees to provide prompt written notice to Party B upon 
the occurrence of any downgrade in either the short-term or the long-term unsecured (without 
credit enhancement) debt rating of Party A, or placement of Party A on negative credit watch, in 
any case, by Standard & Poor’s Ratings Services (or any successor thereto) or Moody’s Investors 
Service Inc. (or any successor thereto). 

18. It is the intention of the parties that the obligations of Party A in respect of the 
Transaction evidenced by this Confirmation are general recourse obligations of Party A. To the 
extent that, in any relevant proceeding or under any applicable law, Party B should have the right 
to marshall, to appoint a receiver over, or otherwise have recourse to, the ownership or equity 
interest of Party A in Palomino or the assets of Palomino, Party B hereby waives, and agrees not 
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lo enforce, such rights provided that such waiver and agreement shall not reduce or limit the 
obligations of Party A hereunder. 

19. To the extent that Party A can direct or control the decisions of Palomino, Party A 
need not take account of the interests of any third party in voting or otherwise exercising any of 
the rights of Palomino in the BCSL Account, the BCI Account (or any asset in such accounts) 
and/or the Designated Positions. 

20. Party B acknowledges tlmt it has no ri^ts in (to receive distributions on, the 
proceeds of disposition of or informadon received in respect of) the Designated Positions or the 
Accounts. 

21. All amounts required to be paid hereunder to Party B shall be made to a U.S. 
dollar account maintained in a bank, trust company, broker/dealer or similar financial institution 
maintained in the United States. 

22. Party B shall maintain its status as a domestic US partnership, not engaged in a 
United States trade or business and shall provide Party A an IRS Form W-9 contemporaneously 
with the execution of this confirmation (and .shall ujxiate it as requested by Party A). 

23. Notwithstanding paragraph 6 above. Party A shall not unreasonably refuse 
consent to the transfer of the Option provided diat Party B provides not less than 45 days prior 
written notice of its intention to transfer. A refusal to consent shall not be considered 
imreasonable if the proposed transferee is not an existing customer of Party A (or is not willing 
to comply with Party A’s standarf operating procedures for becoming a customer) or if the 
transfer of the Option to the proposed transferee would be inconsistent with Party A’s standard 
operating procedures fairly applied. 


[Signature page follows] 
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Please confirm that the foregoii^ con^tly sets forth the terms of our agreement by 
executing the copy of this Confirmation enclosed for that purpose and returning it to us to the 
attention of John Stracquadanio, do Barclays Bank PLC, New York Branch, 200 Park Avenue, 
New York, NY 10166, Facsimile no.: (212) 412-7463. 

Youre sincerely, 

BARCLAYS BANK PLC, 
acting through its New York Branch 


Confirmed as of the date 
first above written: 







BADGER HOLDINGS L.P. 

By: RENAISSANCE TECHNOLOGIES LLC 

its sole General Partner 


Name: 

Title: 
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ANNEX A 

DIVIDENDS AND DIVIDEND EQLWALENT AMOUNTS ADJUSTMENT SCHEDULE 

Country of Percentage of Percentage of 

Company Paying a Dividends Received Dividends Paid on 

Dividend on Long Positions Short LiabQities 


ARGENTINA 

TDD 

AUSTRALIA 

100 

AUSTRIA 

85 

BELGIUM 

85 

BRAZIL 

TBD 

CANADA 

85 

DENMARK 

85 

FINLAND 

1 00 

FRANCE 

85 

GERMANY 

85 

HONG KONG 

100 

INDONESIA 

TBD 

IRELAND 

100 

IT.ALY 

85 

JAPAN 

93 

MEXICO 

TBD 

NETHERLANDS 

85 

NEW ZEALAND 

85 

NORWAY 

85 

PHILIPPINES 

TBD 

PORTUGAL 

TBD 

SINGAPORE 

100 

SOUTH AFRICA 

TBD 

SOUTH KOREA 

TBD 

SPAIN 

85 

SWEDEN 

95 

SWITZERLAND 

85 

UNITED STATES 

100 


TBD 

100 

100 

100 

TBD 

85 

85 

100 

85 

85 

100 

TBD 

100 

85 Risp 87.5 (Song and short) 

93 

TBD 

85 

85 

85 

TBD 

TBD 

100 

TBD 

TBD 

85 

95 

100 

100 
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Memo 


Barclays Capita! 


lain Abrahams 

From Hamish McPherson 

Date 1 5 August 2007 

Subject Project Colt X [Renaissance Technologies) 


BARCLAYS 


On Monday 13 August, Barclays received an exercise notice for Option NN from Renaissance 
Technologies Corporation ["RenTec'), which was entered info on 22 June 2007 for a premium of S27Sm, 
As a result, the Valuation Date for this cation will be Friday 17 August foiiowed by cash settlement on 
Wednesday 22 August. 

As of dose of business on Monday 13 August: 

• Account Equity 

• Long Assets $10.85bn 

• Short Assets $10-31bn 

• Gross Assets $21.16bn 

• Leverage 9.2 

• Option NN vafuation $274m 

Based on tfiese figures Ihe exercise of Option NN wiH result in a short term capital loss of $im to Badger 
Holdings L.P. and the account leverage will increase to 10.4. 

Under the Investment Management Agreement (“IMA"), Palomino has appointed RenTec as the 
investment manager in respect of a set of prime brokerage accounts {'PB Accounts") and as such is 
subject to the Investment Guidelines ctmtained within the IMA. In summary these guidelines contain: 

• Position Limits; 

• Sector Limits: 

• Maximum gross long and short positions of $38bn; 

« Maximum leverage 20:1 assuming portfolio is market neutral, and less than 20:1 if the portfolio is 
directional. 

Based on recent market events and conversations with risk management (Paolo Mammoia and Cindy 
Gargano) Palomino is in the process of renegotiating some of the terms of the iMA, and in particuiar 

• Reducing the maximum gross long and short positions to $26bn; 

• Reducing the maximum leverage from 20:1 to 15:1. 

In addition Barclays is able to terminate the investment management relationship and cause the 
commencement of an orderly iiquidation of the assets and financial positions over approximately 4 days. 
Such termination can occur as follows: 

• 60 calendar days for any reason; 

• Immediately after 6>months of non-material trading violations: 

t Immediately for cause (material breach or violation) or on a change in tax law; 

• Immediately if the account equity falls below 10% of the aggregate premium of the outstanding 
options (currently Sl47.5m). 
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BARCIAYS 

COl::TV^R6iTatesaTrc^Pr<KJactSnmmary^Approvaf^ev!ew 


PRODUCT NAME 

COLT V: R^ialssance 

GROUP LEGAL ENTITY (lES) 
SRUs/MRUs 

Palomino Limited, BBPLC - NY Branch 

SCKI CONtACT 
NAKIE/SPONSOR 

Jonathan Zenios 

COUNTERPARTY (lES) 

(i) Badger Holdings LP- "Option Purchaser" 

OD Renaissance Technoloqies Corp. - “Manager" 

NARRATIVE 

BBPLC NY Branch sells an American style call option to Option 
Purchaser over the performance of certain Palomino Prime 
Brokerage Accounts. Palomino will sell a back-to-back derivative to 
BBPLC- NY Branch. Palomino will also appoint Manger to act as 
the Investment Manaqer with respect to these ac5Counts. 

KEY TAX ISSUES 

None 

TAX CAPACITY 

None required ■ 

SOLO CONSOLIDATION 

Palomino is not solo consolidated 

PARA 13 FUNDING 

Not applicable 

ACCOUNTING TREATMENT 

a. Palomino should be consolidated with BB PLC. 

b. Palomino should be accounted for on trading book. 

c. Fee income should be recognizable when paid. 

d. The Cali Options and the PB Accounts are marked to market and-' ‘ 
should offset In the income statemenL 

e. On the balance sheet, the mark-to-market value of the Call 

Options should be reported as ‘Amounts Arising from Off-Balance 
Sheet Derivatives’, and the positions in Palomino should be 
reporied as ’Equity Securities" or other, depending upon the nature 
of the investments. 

TAX COMPLIANCE 

Palomino is a check the box entity and would be included in BBPLC 
NY Branch annua! tax filing with iRS. SCM Product Control and US 
Tax will coordinate to ensure proper filing is done. 

PRODUCT UMIT & SPECIAL 
CONDITIONS 

Product Limit; N/A 

Special Condidons: N/A 

PROVISION LEVEL 

fitMhianc /J fjar 

AGREED BY SCM 

Sianed: Date: 
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Memo Barctays Capital 

To SCM Approvals Committee 


From 

Date 

Subject 


Jonathan Zenfos 
3 September 2004 

Appravals paper - COLT V: Renaissance Restfucbiring 


# BARCLAYS 
CAPITAL 


1. SUMMARY 

Structured Capital Martcets (“SCM") is seeking approval for a restructuring of an exIsOng Project 
COLT transaction with a fund managed by Renaissance Technologies Corp. The new b^nsaction (the 
‘Fifth Renaissance Transaction’} will involve the purchaser of existing COLT options (Bass Equities 
Limited (“Bass”)) exercising ali such options and a nevsrly formed US partnership (Badger Holdings 
LP. f Fund')) purchasing ^bstantially similar options on tite same day. 

Since Fund will be a United States partnership for US tax purposes, BBPLC-NY Branch should not be 
required to witiihold US withholding tax on any payments to Fund, regardless of tiietr characterization 
for tex purposes. This change will allow removal on tiie resiJictions of Palomino receiving dividends 
on US equities. This additional activity will generate a larger trading balance in Palomino and 
Incremental revenue for the Collateralised Finance Group ("CFG’'). 


This Fifth Renaissance Transaction uses existing infrastructure from the previous transactfons, and it 
will involve writing options that are almost identical to Hie options written in the Second, Third and 
Fourth Renaissance Transactions (tiie only difference is the place of formation of the option 
purchasing entity) Further, the size of Hie trading positions is expected to increase by at least $1.5 
billion - in aggregate the transaction will have on average around 9,000 to 12,000 trades per day, 
approximately $5 billion long and $5 billion short, and approximately 4,500 names in Hie portfolio. 


Bconomic Senefiff 

The Fourth Renaissance transaction generated $9.5 miffion of fee income for SCM. SCM will 
only a nominal additional fee for this resfructuring transac*’on since this transaction (I) follows only 
Hiree months after the Fourth Renaissance tiansaction, (ii) does not use any SCM attributes and (ill) 
Involves no restructuring for Barclays. 

However, Collateralized Finance Group CCFG'J wia recognize even greater benefits created ba 
Project COLT transactions - profits will increase by $13] million to approximately $(27]m p.a., whi^ 
the group's largest profit source by a factor of two and will be placed at risk If vra do not execute the 
Fifth Renaissance Transaction. CFG’s large returns arise from this transaction for the following 
reasons - 

* The Fund spreads its very, large balances among 3 main prime brokers - two. including us, 
that have a COLT-type structure, and one that is an historic relationship of Hie Fund - 

o Due to COLT, CFG will be able to increase access to a larger piece of the Fund’s US 
activity (of which it previously had none), and 
o Due to COLT, CFG has received an even larger piece of toe non-US activity (of 
which it had about USD 6m in the past and would have tost If not for the first COLT 


execution); 

• To maximize benefits from the COLT transaction, transactions must be kept running for at 
least 12 months, which contributes to a stable gross position size and consequently a stoble 
revenue sfream toat is driven laigely by the size of those positions: and 

* Consistently good service from Bardays (CFG on day-to-day business and Horn SCM from 
stiucturing and execution of new transactions) has led to winning new locution business for 
different parts of the COLT porttblio (business toat initially was only cleared by CFG, but is 
now executed and cleared by CFG). 
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The key financial data is set out below: 


Proposed product limit 

iVa 

Estimated revenue 

^31m peraruium for CFG for 3 year^ 

Tax capacity 

None 

Return on Tax capacity 

m 

WRAs 

No' new WRAs (CFG has existing utilised WRM 


atiocation that will be utilised by this transaction) 

Return on WRAs 

NM 

PUG 

f/tmm/n- Mfatomntrr uhkh is not 

Tenor 

3 Years 


This Approvals paper contains a description of at! significant tax, credit, maii<et and operational risks. 


2. DETAILED TRANSACTION DESRCIPTION 



2.1 Day 1 Flows 

identical to the previous transactions, the NY branch of BB PLC will write American-style call 
options to the Fund with respect to the value of the PB Account (collectively, the ‘Call Option'), 
for which the Fund will pay a premium {‘Call Premium’) of ${S00. 1]m comprising; 

• ${50Qlm representing the collateral for fte Trading Strategy: 

• ${100.0001 representing SCM structuring fee. 

The Call Option will have a term of 3 years' and will be cash settled. The notional of the Call 
Option will be ${5.0001m and the strike price will be $[4, 5001m, plus an appropriate charge for 
leverage ('Call Strike'). 

Simultaneous with ite writing of the Call Option, BB PLC will enter into an explicit call option with 
Palomino that will perfectly match BB PLC’s obligations under the Call Option. 

Palomino Limited (‘Palomino’) has already borrowed $1 ,900m out of a possible line of $2,500m 
from BB PLC (UK) on an unsecured basis (out of CFG's existing line with BB PLC and within the 
treasury concession). CFG believes that friis existing line will be sufficient to fund the Fifth 
Renaissance Transaction, so no new funding will be required. 
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2.2 Ongoing Flows 

No ongoing flows are anticipated amoi^ ttte Fund, BB PLC, and Palomino; Trading activity wiil 
continue to occur in Paio.m.ino’s existing |Mln^ 

^^c^Bef^t»flectweiy^'ref§W^'to^^'lS^P§^ i‘raaing in tfia BOl prime 

brok&rage margin account is- expected to' irx:rea^ as a resuif 'of this rdstmcfured COLT 
transaction. 

The PB Account will continue to be* managed by Renaissance Technologies Corp, which is the 
'Trading Manager’ that has managed the PB Acarunt since 30 September, 2002. 

2.3 Unwind Flows 

When the Fund exercises the Call Option, BB PLC's option with Palomino will automatically 
become exercised. Therefore, Palomino vwll pay BB PLC the settlement value out of cash from 
toe -PB Account- (\^ich‘WiII be on hand as equity), and BB PLC will in turn pay toe same 
settlement value to the Fund. 

3. ECONOMICS AND ECONOMIC DRIVERS 


3.1 Fund Benefit 


U%indivldual;(r|Vestojrsof the Fund would obtain a post-toic beriefit if the CaH Option is exercised 
af^M2 mbhtos, because ail the gain oh toe Call Option would be treated as a long-term gain for 
USiax purposes and would therefore be taxed at 15%, as opposed to 35%. 


3.2 BB PLC Benefit 


C 


Collateralized Finance Group ('CFG') virill tocognize even greater benefits created by the Project 
COLT transactions - profits will Increase by a further $[3) million to approximately $[27]m p.a. 
which Is the group’s largest profit source by a factor of two and will be lost if we do not execute 
the Fifth Renaissance Transaction. 


4 TAX ANALYSIS,; 
4.1 Barclays' 


4;l;1''UKTax 

-Same .analysis' as previous COLT transactions. PaibminS'is a'CFC, whfoll’maRes $50,0dp.f6r 
this COLT transaction. Ajl profits from toe transaction will be distributed to BB PLC under 
ah acmptabje distribution policy. 

4.1.2 US Tax 

Same analysis as previous transactions, whi(to follows; 

Both BB PLC’s NY branch and Palomino (^eck-toe-box election yyill be rnade.to dlsregard.as , 
separate entity'arid toeiPfoTetreat^^ as parthT lTy brahc^^ of BB PlC) are US taxpayers. 

SCM’s profit, in the event SCM earns a fee income from toe transaction, will be earned In the NY 
branch of BB PLC and therefore vwll be taxed in the US. We received an opinion from counsel 
(Akin, Gump) that 

'we 

have received opmion 'fforfr^ecfonsel (Coud^'Brothers) that LPfi 

' ’ As in previous transactions, we will- 

obtain a newopinion to cover toe new options wntten In this transaction (an opinion that Coudert 
Brotoers has agreed to vsmte in the context of this new transaction). 
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/-■P.P 


This 

conclusion is anaiysed and supported m ttie expanded tax opinion Goudert Brothers has 
agreed to provide. Draft of this new opin fon ha s a&eady been reviewed by Group.Tax in NY. and-. 
London. 


4.1.3 US Tax Shelter Disciosure/Ust-Keeping Rules 

Under the final Tax Shelter Regulations, we should not be required to disclose or keep a list for 
this Fifth Renaissance Transaction. However, our current procedures are to maintain a list and 
determine at Uie time of an IRS request whether we must submit such list - we will foiiow these 
procedures. 

4.2 Fund - US Tax 



5. TAX RISK 

Since this hansactlon involves the tax position of ftie Fund, as opposed to our own, the risk to 
Barclays is conhned to our reputation. 

6. ACCOUNTING 

The treatment will foiiow the previous transactions, which was provided by London Finance 
Pankhania) and was agreed by PWC. 

• Palomino v^l! continue to be consolidated with B8 PLC and accounted for on trading book. 

• SCM Fee, if any, will be recognizable immediately. 

• The Call Option and Uie PS Account will be marked to ma<i<et and should offset in the Income 
statement (i.e., there Is no time value to the Call Option). 

• On the balance sheet, the mark-to-market value of the Call Option and the Cali Premium virfll 
be reported as “Amounts Arising from Off-Balance Sheet Derivatives', and the positions in 
Palomino will be reported as “Equity Securities’. 

7. CREDIT AND MARKET RISK 

The Fiftti Renaissance Transaction will use the risk monitoring process already in place as a result of 
the previous transactions. 

Accordingly, Palomino wit! not have any credit risk or market risk in tee fransaction, due to the fact 
that its PB Awxtunt is hedged by tee back-to-back Cali Option and Prime Brokerage effectively has 
taken the downside risk. The risk borne by Prime Brokerage is akin to tee risks taken in a normal 
collateralised Prime Brokerage reiationship, where tee risks generally are confined to catastrophic 
losses occurring over a short period of time. 
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Therefore, risks of COLT generally are reduced by Uie management techniques approved for use 
by Best’s and BCi’s Prime Brokerage grwfp wh^ tran^:fing with hedge ftjnds. In addition to those 
techniques, specific investment guidelines have been agreed with the Trading Manager, and 
adherence to those Investment guidelines wH ojntinue to be monitored on a daily basis. Importantly, 
there havebeerrnoviolatlonsrof those-inv^bnent guldelines-during the previous- twentytwo-montts 
of Oiis transaction. 

8. REGULATORY CAPITAL 

FSA approval was received to treat the posIHons on Patomlno's books in the following manner - 

• Paiomino may be b’eated as a ^ding book; and 

• Since Position Risk Requirements for Palomino will In all cases be nil, there is no need to 
calculate such on a daily basis; 

• The document asserts that the ©cistlng Paiomino fund is sufficient for the additionai bade and 
hence no additionai funding vwll be required. Therefore, no additional treasury concession 
usage for funding. 

• Whilst Uie cations are back to back tiiere will be a Large Exposure ("LE") for BB pic solo equal 
to the mark to market of the bought option {to be marked against the underlyings of the fund) 

• At the consolidated level the assets are deemed on balance sheet and tiie LE will be 
calculated via PRMS. No offset available from the sold call to the fund. 


9. PROVISION 
9.1 


10. CLIENT ENGAGEMENT 

■ Bruc» Yablon (Relationship Manager) and Carla Porter (Counsel) have been engaged. Further Mark 
Silber (Tax Director) has overseen the documentation work on this transaction. 

• SCM will confirm that the COLT transaction has been approved the Trading Manager and the Fund 
prior to actual execution of transaction documents. 

11. MATERIALITY OF DEAL WITH COUNTERPARTY 

■ The Fund or its partners do not publldy publish their financial statements •• as such information on tax 
rate and tax disclosures are not publicly available. 

» In assessing the materiality of COLT on the. Funds profit and toss account the following should be 
considered: 

■ The Fund itself will not be subject to US tax. It will provide its partners with a partnership statement 
and the partners would be subject to US tax based on the performance of the fund. Sea section 
4.2 

■ US individual investors of the Fund would obtain a post-tax benefit if the Call Option is exercised 
after 12 months, because all the gain on the Call Option will be treated as a long-term gain for US 
tax purposes and would therefore be taxed at 15%, as opposed to 35%. See section 3.1. 



12. OTHER 

• Since this transaction is identical to existing transactions, we propose that a notification to the US 
NPC is the appropriate approvals process for this transaction (which is the same approach utilized for 
the Fourth Renaissance Transaction that was executed in June of 2004). 

• Barclays does not provide any directors for any external entity. No external person vnlt be a Director 
of any Barclays entity involved in this tiansaction. 
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DOCUMENT 
REMOVED 
AS LPP 
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Memo 


Barclays Capital 


To SCM Approvals Committee 


From Chris Daniels 

Date 17 September 2004 

Subject Project Colt V - Approvals Meeting Minutes 


Present: 

Frank McGarahan (Chair) (“FM") 
Roger Jenkins (“RJ”) 
lain Abrahams (“lA") 

Jonathan Zenios (“JZ") 

Paul EmneyfPE”) 

Betsy Konvalinka f BK") 
Matthew Durkin C‘MD1 
Pritesh Pankhania (“PP") 

Chris Daniels (“CD") 

Trevor Mullin (“TM") 

Kris Bhattadiaijee ("KB") 


BAKCIAYS 

< 


General 

• JZ explained the rationale behind the pres€mt b^nsactlon being the potential increase in revenues to 
EFG as well as possibility of fee income. Potential fee income of USD 1 .5 million will be sought 

• There was a discussion about the fit of this transactiwi within EFG franchise. This will be kept under 
review 

Accounting 

• PP confirmed satisfied with transaction. 

Legal 

t MD confirmed that BarCap Legal was satisfied with the transaction. 

Regulatory 

• KB outlined the FSA treatment of call options. IHA requested further details on this point 
Credit 

• Credit had previously granted approval for the transaction. 

Tax 

Ml! effect of Barclays current tax position. David Williams has previously signed off. 
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Compliance 

• TM confimied compliance were comfortebfe with the fransacfion but highlighted the importance of 
ensuring compliance with Reg Y and Reg K. 

Operations 

• BK confirmed she had no issues. 

Market Risk 

• No issues. 

The transaction was approved, subject to the following; 

• KB to follow up with IHA on FSA advice on deep In the money options 
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M^Pan, Sadat; Structuring (LDN) 

-om: Versiuys, Roger: Finance (LDN) 

Sent; 20 September 2004 09:46 

To: Zenios, Jonathan: Structuitog (LDN); Emn^, Paul: Structuring (LDN) 

Cc: Abrahams, lain: Structuring (LDN); UBman, Steve: Structuring (LDN); Mannan, Sadat 

Structuring (NYK); Clackson, PaWcK: Finance (LDN); Westenberger, Andrew: Finance 
(LDN): Bhattacharjee, lOis: Finance (LDN); Pankhanta. Pritesh: Finance (LDN) 
Subject; RE: COLT 


Follovwng a meebng this morning (between Jonathan, Steve and to discuss the attached paper it was agreed 
that Bardays/Paiomino remain beneficial owners of oie underling assets albeit hedged by the OTC contract It was 
also agreed that it would be preferable to treat the options under IPRU (Banks) LE 7.3.1 and not take an issuer risk 
offset for die sold call. As such die treatment is reverting to that applied prior to Q2 2004. The impact as seen in the 
previous attachment is immaterial. . 

Regards 


— Oigtnai Message — 

From; Ve^uys, Roga^: Rnarux (LDN) 

Sent; 17 September 2004 10:05 

To; Zenfos, Jonatiian: Structuring (LDN); Emney, Paul: Structuring (LDN) 

Cc Abrahams, Iain: Stjucbiring (LDN); Uflmart, Steve: Structuring (LON); Mannan, Sadat Structuring (NYK); dadcson, PaWdc: 

Rnance (LDN); Weaenbager, Andrew: Rtance (LDN); K»ttad«rj«v Khs: Rnance (LDN); Pankhanla, Pritesh: Rnance 
(LON) 

Subject: COLT 

Please find enclosed a document setting out the regulatoiy reporting treatment of the Colt transaction and 
clarification of the LE treatment. It also sets out an FSA correspondence chronology. 

TTie document also suggests next steps. I’d be happy to come round at your convenience and dtswjss the best 
way forward. 

Regards 

« File: COLT.doc » 
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Memo 


To 

Colt V: Deal File 

Gc 


From 

Sadat Mannan 

Date 

20 October 2004 

Subject 

Approvals meeting 


Barclays Capital 


fpBAROAYS 

CAPITAL 


The purpose of this note is to confirm that following the SCM /^provals meeting. Kris Bhattacharjee and 
Roger Versiuys met with Jonathan Zenios and and Steve Ullman. 


After analysing the sepcific feels of this transaction it was decided to maintain the FSA treatment agreed and 
appBed for the first COLT transaction. 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSl-004170 



798 



Sent; 


an, Sadat: Structuring (LDN) 

Gauid, Nadine; Barclays CajMtal (tDN) 
01 October 2004 08;51 


To; Mannan, Sadat: Strudurin'g (NYK) 

Subject: FW; Project Colt V - Approval Meeting final signoff 


Original Message 

Prom: MoGarahan, PranJc: Barclays Capital 

Sent: 30 September 2004 19:16 

To: Gauid, Nadine: Barclays Capital (LDN) 

Siibject: Re; Project Colt V - Approval Meeting final signoff 


Sign off given 
Original Message 

FjjM: Gauid, Nadine; Barclays Capital (LDN) <Nadine.Gauld®barclayscapital.com> 
T®pMcGarahan, Frank; Barclays Capital <Prank.HcGarahan 0 barcl 3 yscapital.com> 

^ S'. Thu Sep 30 14:26:20 2004 

^ nject: FW: Project Colt V - Approval Meeting final signoff 

Pis see email below. 

Original Message 

From; Mannan, Sadat: Structuring (NYK) 

Sent; 30 September 2004 14:22 

To: Gauid, Nadine: Barclays Capital (LDN) 

Subject; FW: Project Colt V - Approval Meeting final signoff 
Nadine, 

Please could you mention to Frank about this e-mail. I would be grateful if Frank is 
able to give ua the signoff. Please contact me at GD; 8412 3123 if you have any 
c[ueations on this. Regards, Sadat 

-- — Original Message 

From: Mannan, Sadat: Structuring (NYK) 

Sent: Wednesday, September 29, 2004 3:55 PM 

To: McGarahan, Prank; Barclays Capital; Whittaker, John: Operational Risk (LDN) 

Zenios, Jonathan; Structuring (UON) ; Fail. David: Structuring (LDN); Enrney, 

(^^1; Structuring (LDN); Versluys, Roger: Finance (LDN) 
eject ! Project Colt V - Approval Meeting final signoff 

Prank/ John, 

The puirpose of this e-mail is to confirm that the single outstanding item from the SCM 
approvals meeting for this transaction has been resolved. It's been agreed to continue 
with the original regulatory treatment for the call options . An e-mail from Roger 
Versluys confirming this is attached herewith. 

<<REt C0LT» Since no outstanding points remain on this transaction - please can you 
confirm, by return e-mail, that SCM can proceed with the final document execution on 
October 1, 2004. 

Regards, Sadat 


Original Message 

From: Kinderman, Felicia: Structuring (LDN) 

Sent; Friday, September 17, 2004 9:30 AM 

To: Pearce, Kate: Structuring (LDN); Mannan, Sadat: Structuring (NYK); Chocr, 

^l^ate; Structuring (LDN); Daniels, Chris: Structuring (LDN)'; Williams, David C; 
^^foup Tax (LDN); Abrahams, lain: Structuring (LDN); Bhattacharjee, Kris: Finance 
^.J-LdN); Clackson, Patrick: Finance (LDN); Durkin, Matthew: Legal (LDN); Flowers, Brett: 
( nance (LDN); Gurney, Lloyd: GFRM (LDN); Guy, Lee: 6FRM (LDN); Harding, Mark: Retail 
Ssank; Jenkins, Roger: Structuring (LDN) ; Konvalinka, Betsy; Operations (U5N) ; 

McGarahan, Frank; Barclays Capital; Moore, Patricia: GFRM (NYK); Morse, Stephen: 
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Conmliance (LDN) ; Pankhania, Pritesh: Finance (IiDS) ; Sees, Karl: GFRM (LDN) ; Versluys, 
Finance, (LDN) ; Westenberger, Andrew; Finance (LDH) 

Get Thomas, Margot; Legal iUM) } Cassidy, San; Structuring (LDN)? Corani, . 
linda; Structuring (LDN); Deacon, Suzanne: GFHM (LDN); Donovan, Liz: Finance (LDN); 
Mvans,' Juliette: Structuring (LDN) ? Granger, Lisa; Operations (LDN); Hale, Sarah: 
Structuring (LDN); Hanna, Louise,: Structuring (LDN); Johnson, Denise:. Finance (LDN) ,- 
Mantripp, Anne: Group Tax (LDN); Marcfaant, Bnana: Con 5 >liance (LDN); O'Connell, 
Rbslynne: GFRM (LDN); Snowdon, Leigh; Product Control (LDN); Zenios, Jonathan: 
Structuring (LDN); Bracey, Andrew: StructiJring (LE^) ; Brootnhead, Geoff: Structuring 
(LD; Deeg, Michael: Structuring (BYK) ; Emney, Paul: Structuring (LDN); Fail, David; 
Structuring (LDN); Hackett, Darren: Structurli^ (LDN); Hurrell, Brad; Structuring 
(LDN); Jobanputra, Sushraa; Structuring (LDN); ifeeley, Michael: Structuring (LDN); 
Sultan, Sohail; Structuring (LDN) 

Subject: Project Colt - Approval Meeting Minutes 

Pleas find attached the minutes for Approval Meeting - Project Colt that was 
conducted on the 13th September 04. 

« Pile; Minutes Approvals 17 Sep 04-doc » 

Regards 

Felicia Kinderman 
PA to Paul Enuiey 
& Business Management Team 
Structured Capital Markets 
Tel: +44 (0) 207 773 8829 
Fax: +44 (0) 207 773 1868 
f el i cia . kindermansbarcap . com 
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Monday, 12 August 2002 


Barclays Capital 
5 The North Colonnade 
Canary Wharf 
London E14 4BB 
Tel -^44 (0)20 7623 2323 


Ralph Mountford 
Financial Services Authority 
Major Financial Groups Division 


25 The North Colonnade 
Canary Wharf 
•London 
E14 5HS 


Dear Ralph 
PROJECT COLT 

Further to the meeting held on Wednesday, 7 August please find enclosed, as requested 

1 } Explanation as to the proposed capital treatment 
2) Further information regarding the structure 

a. Summary description of the control environment, including reference to responsible areas. 

b. The investment guidelines. 

c. Global New Product Committee paper. Of the papers submitted to the Committee this provides 
an up to date description of the structure. 


Please do not hesitate to contact me should you require any further information. 


Yours sincerely 





John Shone 
Director 

Financial Control 
0207 773 2791 

E-rnai! )ohn.shone@barcap.com 


0506 COLT 
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COLT 

Regulatory Capital Treatment 


1. Barclays Bank PLC ('BSPLC') 

(a) BBPLC funds Palomino (Cayman SP\0 CPalonjIno*), entering into a short term facility. 

As an intra group exposure ttiis ^^^in the scope of the Treasury concession and 

does not attract wra’s. Sut^ctto FSAoxtsenta newlimil.ls being established 
involving a reallocation from the existing BBPLC BCSL limit. 

(b) Palomino seiis a call option to BBPLC ^fS branch) who enters into a back to back 
option with Fund - the purchase of Hie call option by BBPLC (US branch) gives rise to 
an exposure to Palomino wWch, being an intra group exposure, is subject to the 
Treasury Concession limit 

(c) BBPLC deducts -its investment in Pttiomiho. 

2. Palomino (Cayman SPV) ('Palomino'). 

As a wholly owned subsidiary Palomino Is subject to consolidated supervision and 
consolidated applying aggregation plus, on the basis ft has a Trading Book. 

Subject to FSA consent, Trading Book treatment v/ould apply. The instalments booked in the 
entity, equities and the call option, are Financial Instruments, the option providing a hedge to 
the equity positions which are held for short term gam. 

In accordance with the FSA*s requftements for trading book treatment the instruments are 
marked to maricet on a daily basis, as part of the internal risk management process. 

(a) The equity positions are booked In the prime brokerage system. Details of the 
positions are extracted in aggregate using a spreadsheet for toe purposes of meeting 
Palomino's reporting requirements. Due to the number of positions Involved toe 
individual positions will not be booked Into Sophls. 

(b) The call option is booked and valued in Sophis. Risk provide the inputs including 
volatility. In order to reflect toe economic substance the call option is treated as having 
a zero strike price from toe NAV of toe fund, being toe NAV less toe loan from BBpIc. 

Subject to FSA non-objectlon, toe PRR, General and specific risk, arising within Palomino 
could be calculated from the option information booked in Sophis and other sources 
representing the net asset value of Palomino. On the basis that there are controls over the 
prime brokerage accounts to manage the leverage and prevent the call option going out of the 
money, no PRR arises 

In addition Palomino opens prime brokerage accounts with both Barclays Capital Securities 
Limited ('BCSL') and Barclays Capital Inc ('BCl'). These accounts would be subject to 
standard documentation designed to meet the requirements of Chapter CB section 3.2.1 (dj 
and (e). 

For Palomino no CRR arises on excess collateral lodged with the prime brokers as this would 
constitute an Intra group exposure that would be eliminated on consolidation. 


3. Additional transactions. 

In addition to the above a series of transactions are entered into in order to create a synthetic 
long and short positiori within the Palomino PB account 

. (a) BCl borrows securities from market and sells those securities to HYMF Limited 
(Cayman). These transactions are subject to normal treatment applied by BCl. 


0808 COLT 
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(b) Palomino (Cayman SPV) enters Into transacflons wHh HYMF Limited (Cayman) and 
Mustang Inc. Mustang Inc assigns Its Interns! to HYMF Limited (Cayman) as a 
consequence Palomino (Cav^an SPV) has an exposure to HYMF Limited but as an 
intra group exposure does not atoact a capita! requirement. 

4. Barclays Capital Securities Limited {‘BCSL*) and Barclays Capital Inc {‘BCf’). 

' BCSL - treats the Palomino (Ca^an SPV) account as any other prime brokerage account 
These are documented in the form of rei»s and as such BCSL would suffer CRR on any net 
exposures where it has taken insufficient collateral from Palomino. 

Consequentiy, Barclays Group will suffer CRR In event of BCSL not taking sufficient 
coiiateral. 

5. Overview. 

(a) BBPLC solus - since BBPLC has no external exposures no wra’s arise. Though, the 
funding of Palomino and the purchase of the option from Palomino generates 
exposures under the treasury concession. 

(b) BCSL soius - CRR arises on the PB account. Palomino is treated as a third party. 

(c) BCl solus-’ US local requirements apply. 

(d) BBPLC consolidated- Consists of 

i. the requirements arising In BCSL and BCl. which are consolidated 
appl^'ng aggregation plus. 

ii. PRR, if any arising In Palomino. 

6. Comparison with treatment of third party prime brokerage. 

In the case of third party prime brokerage the Fund enters into a contract with BCSL or BCL 
As a consequence within BCSL and SCI any counterparty exposure to the fund attracts a 
capital requirement. The calculation is identical to that applied If the tend Is Palomino. The 
third party fund itself is not consolidated therefore no PRR arises. 

7. Other considerations 

(a) In event of internal funding not being available then Palomino would seek to obtain 
externa! funding. The lender would have an exposure to Palomino which would attract 
a weighting. No requirement would arise In Palomino. 

(b) Application of Banking Book would result In the Option not being recognised as a hedge 
against the equity positions. As a consequence the gross long equity position would 
attract a wra weighting. 

(c) In event of no model being available the option would be subject to carve out treatment 
per Chapter TE section 5.3.2. As a sold American call option with covered positions 
that is in the money PRR is based on the market value of the underlying positions 
multiplied by P% minus the mark to market value of the option (subject to a maximum 
reduction to 0% ). P being the sum of the specific and general risk for each security, 
assume 16%. This trealmentwould haveto be discussed with the FSA given that the 
option has a maturity in excess of 6 months and Is referenced to the net assets of 

Palomino. 


JAS 
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Credit and Market Risk in Proposed Structure 


The Subsidiary will not liave any credit risk or market risk in the transaction, due to the fact 
that its PB Accounts are hedged by the Call Option (100% of upside and S200m of premium 
collected to cover loss from S2,000m to Sl,800m) and Prime Brokerage effectively has taken 
the downside risk (since in all events it will at least Sl,800m to the Subsidiary). That 
risk borne by Prime Brokerage, however, is akin to the risks taken in a normal collateralised 
Prime Brokerage relationsWp, where the rides g«icrally are confined to catastrophic losses 
occurring over a short period of dme. 

Tiierefore, risks of Project COLT generally are reduced by the risk management techniques 
approved for use by BCSL's and BC!‘s Prime Brokerage group when transacting with hedge 
fimds. In addition to those techniques, specific mvestment guidelines will be agreed with each 
prospective Trading Manager, and the Marfcrt Risk/Credit Risk teams will undenake daily 
risk monitoring. ' 

Prime Brokerage Risk Management Techniques (implemented primarily by Cindy 
Gargano from Prime Brokerage Credit Risk Management) 

Trading levels will be constantly monitored and will be reduced as trading strategies become 
more risky. 

In a Prime Brokerage relationship, a Fund would post collateral, say S200. BB PLC’s internal 
risk analysts (both credit and market) would assign a multiple to the Fund based upon the 
relative risk of the strategy to be traded and the currwtt market conditions. In the example of 
S200 collateral, a multiple of 10 would mean that the Fund could acquire up to 51,000 long 
positions and 51,000 short positions (note that the multiple is for gross positions, or 52,000 
gross, but that is generally split beuveen long and short positions, or 51.000 each side). Two 
events could cause the maximum trading positions to be jiffcctcd: i) BB PLC's internal risk 
analysts decide to lower the multiple to reflect increased risk in the strategy or in the market 
(i.e., lowering the multiple to 4 times means that at the same S200 of collateral trading levels 
of only S400 would be warranted), or ii) the Fund’s strategy loses money, In which case the 
coll^cral is decreased and it can no longer support the same trading level (i.e., loss of SIO 
means S190 of collateral remaining, timw cross multiple of 10 = gross maximum of 51,900, 
or 5950 long and S950 short positions). 

The only meaningful difference between a typical prime, brokerage relationship and COLT 
relates to the possible remedies available Mth respect to the trading level. In a typical 
relationship, a Fund could do one of two things: i) provide more collateral to rationalize the 
same trading level (i.e., pay 510 to bring the collateral up from $190 to $200 if the multiple 
remains at 10 times), or ii) remove positions to reduce the trading level to the currently 
authorized level (i.e., bring the long/short positions down &om 52,000 to 51 ,900). For COLT, 
only the second remedy e.xists. This is a procedural difference, rather than a substantive 
difference, that would not impact the overall risk profile of the transaction. 

Specific Invesmeiu Guidelines (implemented by John Spillane and Alistair Rew from Market 
Risk Management and Cindy Gargano from Prime Brokerage Credit Risk Management) 

A limited framework must be agreed within which the portfolio will be managed and stress 
risks controlled. This framework will include measures to encourage portfolio diversification 
and minimise related market risk, e\’ent risk and gap risk exposures. 

Risk Management and Credit Risk will sign-off on each proposed Trading Manager 
Agreement and proposed PB Account. 
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Daily Risk Monitoring (implemented by John Spillane and Alistair Rew from Market Risk 
Management) 

a. Risk Management will receive a daily sommaiy analysis of the account from Prime 
Brokerage. This will be used to review the amount aijd ensure that no investment 
guidelines have been breached and to track the leverage of the account. Prime 
Brokerage will be notiOed of any breaches. 


b. High levels of liquidity and full transparency are provided by the fact that assets would 
be held directly by a subsidiary of BB PLC. 
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ANNEX C 

Im'ESTMENT Guidelines 
A. Permitted Investments: 


The Accounts shall consist solely of: 

(i) Cashi 

(ii) Long and short positions in equity securities actively traded on 
established exchanges in the countries listed herein below or on any other exchanges 
as may be permitted by the Client and the Custodians from time to time upon the 
recommendation of the Manager {coll«:tively “Permitted Equity Markets”): 

- Argentina 

• Australia 

• Belgium 
•Brazil 

• Canada 

• Denmark 

- Finland 

- France 

- Germany 

r Hong Kong 

• Indonesia 

• Italy 

• Japan 

- Mexico 

- Netherlands 

- Nonvay 

- Philippines 

- Portugal 

• South Amca 

• South Korea 

- Spain 

- Sweden 

• Switzerland 

- United Sutes; 

[(iii) repo transactions and corresponding cash-settlement forward 
transactions with afiiliates of the Client] 


B. Position Limits : 

The limitations set forth below shall apply to the aggregate position or 
positions, as applicable, included in the Accounts. 

1- The aggregate position in any security [(in terms of value)] on any day 
that is a trading day on the principal exchange on which such relevant, security is 
traded (a “Trading Da/’), will not exceed the lesser of : 

(0 greater of (A) 3 (three) times the average daily trading 

volume [(in terms of value)] during the first 10 Trading Days immediately preceding 
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such day in the relevant sectirity and in oflier related securities of the same issuer, and 
(B) 5% of the Accounts Equity, as defined below; and 

(ii) 3% of the [value of the] respective issuer’s total outstanding 
shares of stock. 

2. The value of the abrogate long positions in shares of the financial 
institutions set forth in Annex I herein, shall not exceed USD 40 million. 

3. No positions (whether long or short) in securities issued by Barclays 
Bank PLC will be included in the Accounts. 

C. Trading Limits : 

1. No borrowing, financing, or other leveraging transaction with any 
lender or counterparty, other than the Clustodtans pursuant to the Prime Brokerage 
Agreements, will be effected within the Accounts. 

2. The value of L + S, as defined below in Section C.3 to these 
Investment Guidelines, shall not be, at any time, greater than 500% of the Base 
Amount, as defined below in Section C.3 to these Investment Guidelines. 

3. The Accounts Equity, as defined below, shall at no time be lesser than 
the greater of (i) the sum of (A) 5% of L + S, plus (B) 90% of the Base Amount, and 
(ii) the sum of (A) 4.166% of L + S, plus (B) 90% of the Base Amount, plus (C) 
[20.833]% of the absolute value of L - S, where: 

‘'L” means the sum of the absolute values of all long positions included 
within the Accounts; 

“S” means the sum of the absolute values of all short positions 
included within the Accounts; 

"Base Amount'’ means USD 2,000 million; and 

"Accounts Equity” means the sum of L - S plus any cash (and cash 
equivalents) included within the Accounts. 

D. Sector Limits : 

The ag^egate value of positions included within the account which relate to 
one particular industry sector, shall not exceed at any lime 25% of the sum of L plus 
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Ul Islam, Noor: GFRM (LDN) 

t rom : </0=BZ W/OU=EUROPE/CN=REC1PIENTS/CN=ULNOOR> 

Sent: Thursday, December 8, 201 1 2: 19 PM 

To: Friedman, Jordan: Prime Brokerage (NYK) <Jordan.Friedman@barclayscapital.com> 

Cc: Jakovleva, Elena: CFG (NYK) <EIena.Jakovleva@barclayscapital.com>; Malafronte, 

Lauren: Prime Brokerage (NYK) <Lauren.Ma!afronte@barclayscapital .com>; 
Majumdar, Devasish: Structuring (NYK) <DevasishMajumdar@barclayscapitai.com>; 
Loveridge, Adam: Structuring (NYK) <Adam.Loveridge@barclayscapital.com>; 
Mammola, Paolo: GFRM (LDl^<Paolo.Maanmola@barclayscapital.com>; Ul Islam, 
Noor: GFRM (LDN) <Noor.UlIslain@bardaysc^pital .com> 

Subject: FW: COLT Option XXIV -GFRM 


Hi Jordan 

The option has been approved subject to the conditions below. 

There is one point of clarification; we expect the equity to fall from USD 2.2 Bln by USD 1.3 Bln to USD 0.9 Bln, 

Wnd regards 
Noor 


From: Ul Islam, Noor: GFRM (LDN) 

Sent: 08 December 2011 19:08 

To: Majumdar, Devasish: Structuring (NYK) 

Cc: Loveridge, Adam: Structuring (NYK); Dyer, Lar^foitl: GFRM (NYK); Brown, Gerry: GFRM (NYK); Gargano, Cindy: 

GFRM (NYK); Mammola, Paolo: GFRM (LDN); Ul Islam, Noor: GFRM (LDN) 

Subject: RE; COLT Option XXIV - GFRM 

Hi Dev 

WeVe looked at the proposed option transaction for USD 200,000,000 and approve it. Given the client’s intention to 
exercise the Option ZZ (Colt XXI, struck Dec 2010, premium USD 450,000,000) very soon after the new option is done, 
we expect the equity to fall to from USD 2,2 Bln to USD 1 .3 Bln. All things being equal, the leverage would then rise to 
16,7 times which Is peimissible. 

However, we need to make sure of two things: 

1) The order of transactions is not reversed. That is, the old option is not exercised BEFORE the new one is put on, 
as otherwise the leverage could go as high as 21. which would cause a problem. 

2) The client starts reducing the long and short positions thus bringing down gross exposure before the option is 
exercised. This is the normal practice that we have obsen/ed in the past, but we need to make sure that it 
happens here as well since we are close to the boundary otherwise. 

Subject to the above the above new option is approved. Please send us confirmation of the details (such as tenor, etc) 
when you get them, 

Kind regards 
Noor 


From: Majumdar, Devasish: Strurturing (NYK) 

Sent: 06 December 2011 05:14 

To: Ul Islam, Noor: GFRM (LDN); Dyer, Lansford: GFRM (NYK) 
Cc: Loveridge, Adam: Structuring (NYK) 

Subject: COLT Option XXIV - GFRM 

Noor and Lansford, 
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RenTec is looking to enter into a new COLT option (Option CCC) witii Barclays on or around Monday 12 December 201 1 . 
This is a repeat transaction (COLT XXIV) and the new option wB have substantially the same terms as the previous 
options which have been entered into with RenTec since 2002. For conpleteness, please note that RenTec is also 
expecting to exercise one of its existing options (Of^on ZZ) on or around Wednesday 1 4 December 201 1 . 

I have attached the draft Approvals Notification for the transaction which we are looking to circulate this week. Please let 
me know if you have any comments on the notiticatlon, if you would Sketo schedule a further briefing or if you are 
otherwise comfortable proceeding with the tiansaction from a Credit^/terkel Risk perspective. 

Thanks so much, 

Dev 


II " = Redacted by the Permanent 

Subcommittee on Investigations 

Devasish Majumdar [ ruRCLAYS CAPITAL 


745 Severith Avenue ^tj^joorJNewY^c, NY 1CK)19 
P: 212 528 3916 1 1||||||||||||||^ .|r5s e317 

E-mail: devasish.majumoargoaRa^om 


IRS Circular 230 Disclosure; Barclays Capital and its affiliates do no! provwte to* advice. Please note that (i) any discussion of US tax matters contained in this 
con^munication (including any attachments) cannot be used by you (or the purpose of avoiding tax penaffies; Ch) this communication was written to support the 
promotion of marketing of the matters addressed herein; end fa) you shouJd seek advice basedonyourpartcufar circumstances from an independent tax advisor. 


CONFIDENTIAL & PROPRIETARY 


BARClAYS-PSl-013659 




809 


Memo 


Barclays 


To Tax Risk Committee 

From Structured Capital Markets 

Date 21 November 2012 

Subject Colt 


BARCLAYS 


In October 2012, the Tax Risk Committee approved the continuation of the Colt option transactions 
(further described in the memos dated 3 October 2012 and 12 October 2012), with the 
understanding that the transaction wHi be reviewed again in early 2013 following the completion of 
the Mango / TRANSFORM process. 

An affiliate of Renaissance Technologies LLC (the •Client') has requested purchasing two new call 
options from Barclays for a total premium of $400m m or around 27 November 2012. The Client 
has also informed Barclays that it interxis to exercise in December 2012 three of the six options 
currently outetanding. Based on currs^t vaiuaticm. the addition of the two new options and the 
exercise of the three options will, on net, decrease (he aggregate value of the outstanding options 
from $3,1bn to $1.5bn. There have been no other malehai developments regarding the Colt option 
transactions. 

Structured Capital Markets and Prime Services intend to proceed with the addition of the two new 
options and the exercise of the three options, subsequent to notifying the SCM US Approvals 
Committee and receiving ac^rroval from Tax. Finance, Credit Risk, Market Risk, Regulatory, Legal, 
Compliance, and Operations. 
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November 18, 2008 

Renaissance Technologies Corp 

Prime Sendees Brief on existing BarCap rdadonship and legacy Lehman relationship 


Generic RenTec Background 
« Key People: 

Jim Simons (Foxmder) - Fcsinded I^Tec in 1982 after teaching math at MIT and 
Ifermd and serving as chair of fee math dqjartment at Stony Brook University. 

Jim Rowen (COO) - former CFO of SAC Cjq)ital; left SAC and became COO of 
RenTec in January 2008 

- Mark Silber (CFO) 

Peter Brown (Co-Executive Presidait) 

- Bob Mercer (Co-Executive Presideatt) 

Paul Broder (Trading Desk Manager) 



2. Medallion Fund 


- Medallion is a STbln fund owned exclusively by Renaissance’s 254 employees 

- 15+ to 1 leverage; very high frequency trad^ 

This fiind executes 500k trades / day 

- The fund invests in any of fee global markets with liquidity 



Existing BarCap Relationship 

- Rar^Ap has served as PB for RenTec’s Medallion fund for past 7-8 years; 1 


■ Pricing and Fund Structure: 

- A Structured Options Trade has been fee backbone of fee arrangement between 
Barclays and RenTec’s Medallion fund 

■ Within this structure, Barclays traded mostly US equities through CFDs 
and cash (~ 65% US, 35% toemational) 


■ Entities in fee Trade: 

• Palamino Structure is fee BCS entity 

• St. Verons Structure is the RenTec entity 

BarCap prices RenTec in such a way that they generate revenue exclusively 
through The financing of their long and short balances. Execution pricing is at 
Cost Plus (currently $1.72 per name, per side). 


= Redacted by the Permanent 
Subcommittee on Investigations 
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Three months ago, BarCap raised the stock loan fee to 50bps from 4ibps 
(consolidated pricing). RenTec consid«^ this a major concession. BarCap has 
higher pricing than legacy Lehman due to the embedded fee for the Structured 
Options Trade, 

For the past 6 months, RenTec has requested a 90 day lockup 
• Balances / Revenue Breakdown: 

RenTec has intentionally been deleverii^ its Medallion fund. Leverage is down to 
7:1 from it’s height of 16:i. 



Current Balances Palomino'. 
o $3B Long/Short US 
o $1. IB Long/Short non-US 

• Across AUD, CAD, DKK, EUR, HKD, JPY, NOK, NZD, SEK 
o $300M Long/$350M Short CFD 

• Across CHF, GBP 
o Total NAV of $2.4B 

Current Balances at St. Verans 
o $121MLong/$n3M Short 

• Across AUD, CAD. CHF, DHK, EUR, GBP, HKD, JPY, NOK, 
NZD, SEK, USD 

» Contacts within Barclays Capital 

Jern,' del Missier (President) - has met with Jim Simons 
Marty Malloy (Managing Director, Head of Prime Brokerage) 

John Stracquadanio (Managing Director, Head of Prime Brokerage Americas and 
Head of Produa Management) 

- Roger Jenkins (Managing Director, Head of Structured Capital Markets) 

Jon Zenios (Managing Director, Structured Capital Markets) 

Lauren Malafronte (Director, Client Service) 

Don Ferrell (Associate Director, Operations) 

Tammy Timothy (Integration) 
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From: 

Sent: 

To: 

CC: 

Subject: 

Attachments: 


Malioy, Marty: CFG Mgmt (NYK) </o=bzw/ou=usa/cn=:recipients/cn=markets/cn=:manoym> 
Wed May 18 2011 08:11:53 EDT 

Feraca, John: Markets (NYK) <^o=taw/ou=asa/cn=recipients/cD=feracajo> 

FW: Palomino deconsolidates frc»n Barclays Group 


Importance: Normal 
Priority: Normal 

Sensitivity: None 

you know the SCM team did the work on this .. wanted to make sure you have the background 


From: Malafronte, Lauren: Prime Brokerage (NYK) 

Sent: Tuesday, May 17, 2011 10:44 PM 
To: Malloy, Marty: CFG Mgmt (NYK) 

Subject: Fw: Palomino deconsolidates from Barclays Group 


Didn't see you on here - fyi - it is a lenghty read 


From; Dyer, Lansford: GFRM (NYK) 

To: Dyer, Lansford; GFRM (NYK); McGinnell, Jennifer: GFRM (LDN); Shah, Keval; GFRM (LDN); 
Brown, Gerry: GFRM (NYK); U1 Islam, Noor: GFRM (LDN) 

Cc: English, Simon: GFRM (LDN); Malafronte, Lauren: Prime Brokerage (NYK) 

Sent: TueMay 17 13:52:54 2011 

Subject; RE: Palomino deconsolidates from Barclays Group 


Jen, please copy me on the various responses and the final submission. 

Lansford Dyer • Barclays Capital • GFRM • Work: 212 412 3576 • Mobile; ■■■■HHI* Email: 
lansford.dyer@barcap.coin 


From: Dyer, Lansford: GFRM (NYK) 

Sent: Tuesday, May 17, 2011 1:33 PM 

To: McGinnell. Jennifer GFRM (LDN); Shah, Keval: GFRM (LDN); Brown, Gerry: GFRM (NYK); Ul 
Islam, Noon GFRM (LDN) 

Cc: English, Simon: GFRM (LDN); Malafronte, Lauren: Prime Brokerage (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

Hi Jen, please see my changes/comments in “brown” in the preceding email 

Lansford Dyer • Barclays Capital • GFRM ■ Work: 212 412 3576 • Mobile: Email: 

lansford.dyer@barcap.com 


I » Redacted by the Permanent 
Subcommittee on investigations 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-036091 




814 


From: McGinnell, Jennifer: GFRM (I-DN) 

Sent: Tuesday, May 17, 2011 1:05 PM 

To: Dyer, Lansford: GFRM (NYK); Shah, Keval: GFRM (LDN); Brown, Geiry: GFRM (NYK) 

Cc: English, Simon: GFRM (LDN); Malafronte, Lauren: Prime Brokerage (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

Lansford, Gerry 

Please let me know if you agree with below, high level description of the structure and Reg treatment 

Thanks 

Jen 

Background 

Palomino Ltd was established to provide a synthetic PB stracture for Renaissance Technologies (Ren Tech). 

It is a JV between the SCM and Prime businesses, providing a tax benefit and PB services to the client. 

BBPLC NY sits between Badger LP (an affiliate of Ren Tech) and Palomino Ltd; the entity Palomino is 
funded indirectly via funded, option premiums on decollateralized equity options sold by BBPic to Badger 
and holds PB accounts at BCI and BCSL 

Accounting treatment: deconsolidate as risk and rewards on the assets in the PB accounts flow to Badger LP 
Regulatory treatment: Palomino must still be consolidated as BBPLC holds > 20% of the share capital 
Consolidated and Solo level: 

* Flat for market risk; no market risk regulatory charge applies for gap risk on the bought and sold equity 
options* but if risk management determine that any provision needs to taken for the gap risk then this will 
impact capital directly. I understand that no market risk applies on the options, but shouldn’t there be a 
market risk calculation on the equity portfolio? The ouqjut of 1-day 95% VaR for this portfolio will most 
likely come in well below 5% of GMV; hence, you will most likely end up with zero market risk because the 
collateral covers the drawdown, I think it may useful to confirm and state that a market risk computation is 
done for the equity portfolio; however, the outcome is always zero. Noor, please chime in here. 

* Credit risk: zero counterparty credit risk RWA on sold options to Badger, mirror BBPLC bought options vs 
Palomino eliminate on consolidation 

* Zero counterparty credit risk on SFT uades between Palomino and BCI and BCSL, all BBPLC entities 
therefore eliminate on consolidation [LD] What does SFT stand for?. I understand that intercompany 
balances would be eliminated upon consolidation. 

Note; BCSL is required to report to FSA on a solo basis, at this level there is an counteiparty credit RWA 
generated on the stock borrow and stock loans vs Palomino (RWA <£100m) 


From: Dyer, Lansford; GFRM (NYK) 

Sent: 17 May 2011 18:03 

To; Shah, Keval: GFRM (LDN); McGinnell, Jennifer: GFRM (LDN); Brown, Gerry: GFRM (NYK) 
Cc: English, Simon: GFRM (LDN); Malafronte, Lauren: Prime Brokerage (NYK) 
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Subject: RE: Paiomino deconsolidates from Barclays Group 
« File; Suminary of Terms of Outstanding Options March 201 l.xls » 

Hi Keval, the live options are on the one-sheet tab in the attached spreadsheet, which I circulated last month. 
The option trades with Badger may be booked in Sophis; however, I don’t see these trades as they have no 
credit risk - Badger has ISDA with no CSA; hence Acre is no mtm on these options. 

Jennifer, Latiren may be the most qualified person to give you a detailed overview of SLAT & its variations. 

Lansford Dyer - Barclays Capital • GFRM • Work: 212 412 3576 ■ Mobile; Email: 

lansford.dyer@barcap.com 


From: Shah, Keval: GFRM (LDN) 

Sent: Tuesday, May 17, 201 1 12:25 PM 

To: Dyer, Lansford: GFRM (NYK); McGinnell, Jennifer GFRM (LDN); Brown, Gerry: GFRM (NYK) 

Cc: English, Simon: GFRM (LDN) 

Subject: RE: Palomino deconsolidates from Barclays Group 

as an aside, Is it possible to gel a list of the options that are live at the moment? And where are they booked? 


From: Dyer, Lansford; GFRM (NYK) 

Sent: 17 May 2011 14:43 

To: Shah, Keval; GFRM (LDN): McGinnell, Jennifer: GFRM (LDN); Brown, Geny: GFRM (NYK) 

Cc: English. Simon; GFRM (LDN) 

Subject: RE; Palomino deconsolidates from Barclays Group 

The RSLAT structure refers to the sec lending arrangement between BCSL and Palomino as captured by the 
right half of the following diagram. Basically, Palomino shorts securities that must be bon’owed from the 
Street by BCI & BCSL, which collateralize the stock -boirowed position with cash obtained from Palomino & 
BBPlc. 


« OLE Object: Picture (Enhanced Metafile) » 

Lansford Dyer • Barclays Capital GFRM • Work: 212 412 3576 • Mobile: Email: 

lansford.dyer@barcap.com 


From: Shah, Keval; GFRM (LDN) 

Sent: Tuesday, May 17, 2011 4:05 AM 

To: McGinnell, Jennifer GFRM (LDN); Brown, Gerry: GFRM (NYK); Dyer, Lansford: GFRM (NYK) 
Cc: English, Simon: GFRM (LDN) 

Subject: RE: Palomino deconsolidates from Barclays Group 

Jen - I'm not aware of the RSLAT structure. 


= Redacted by the Permanent 
Subcommittee on Investigations 
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Lance and Gerry - can you comment on die Jen’s questions below? 


Thks 

Keval 


From: McGinneO, Jennifer: GFRM (LDN) 

Sent: 16 May 2011 19:58 
To: Shah, Keval: GFRM (LDN) 

Subject: FW: Palomino deconsolidates from Barclays Group 

Hi Keval 

Some further detail on the Palomino structure. I’m not aware of the mechanics of a RSLAT structure but I 
suspect this is the STD SFT exposure Reg Finance are calculating at a solo level. Given Palomino is non 
consolidating for accounting now, is this SFT exposure something you would want to see from a limit 
management perspective? Do you know if provides us with the same level of security as a regular bilateral 
stock loan arrangement? I’ll catch up with Jess & Warren tomorrow on whether the downside gap risk on the 
BBPLC call options carries any market risk RWA, I susp«:t it does not. 

Thanks 

Jen 


From: Chan, Jessica: Finance (LDN) 

Sent: 16 May 2011 19:29 

To: McGinnell, Jennifer: GFRM (LDN) 

Subject: FW; Palomino deconsolidates from Barclays Group 

Jen- do you have any further questions? 

thanks 

Jessica Chan I Regulatory Reporting ! Barclays Capital 
10 Soutli Colonnade ! Canary Wharf I London I E14 4PU 
* +44 (0) 20 777 32365 


From: Reed, Warren: Markets (NYK) 

Sent: 16 May 2011 18:44 

To; McGinnell, Jennifer; GFRM (LDN); Chan, Jessica: Finance (LDN) 
Subject: RE; Palomino deconsolidates from Barclays Group 
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Jen, 


Y ou won't see any counteiparty risk/exposure with Badger because Badger is buying the option from BBPLC 
NY Branch and it is uncollateraiized. Palomino will not have any externa! credit risk or market risk in the 
transaction, due to the fact that its PB Account is hedged by die back-to-back call options and BBPLC NY 
effectively has taken the downside gap risk (which is a standard risk in a Prime Services brokerage account). 
Utere is an ISDA in place with Badger but no CSA as no mark to market is ever collected. 

Palomino holds equities through its PB accounts with BCI and BCSL. These are capitalized through the 
Revised Stock Loan Ananged Transfer (RSLAT) structure for most of Prime's clients. RSLAT provides 
funding to Palomino via a stock loan arrangement which involves Palomino pledging the long equity 
positions in its PB accounts. 

Let me know if you have fuither questions. 

Regards, 

Warren 


From: McGinnell, Jennifer: GFRM (LDN) 

Sent: Monday. May 16, 2011 1:15 PM 

To: Chan, Jessica: Finance (LDN); Reed, Warren: Markets (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

Thanks Jess, this makes sense that Palomino itself is market risk flat via the eq options with BCI and BCSL, 
similarly at a firm level we are also market risk flat via the wash through to 3rd party (Badger L.P). The 
question is from Elena Matnillo who was presenting to Jerry Del Missier and Rich ^cci today on the Prime 
business. She is interested in how we capitalise the Palomina deal at a fiim (i.e. Consolidated) level. From 
below I understand Reg Policy advised in 2009 the change in the deal structure which enabled the accounting 
deconsolidation did not meet the criteria for Reg deconsolidation, so the equities in the fund I'emain on B/S 
for Reg. Are these capitalised through STD rules SMR charges? I would also then expect to see counterparty 
OTC drt exposure on the hedge with Badger, however am having trouble finding this exposure in our 
systems, Warren do you have any more detail on this? 

Regards 

Jen 


From: Chan, Jessica; Finance (LDN) 

Sent: 16 May 2011 17:25 

To: McGinnell, Jennifer: GFRM (LDN); Reed, Warren: Markets (NYK) 
Subject: RE: Palomino deconsolidates from Barclays Group 
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Hi Jen 

Warren from SCM kindly came back me- Palomino is an SCM joint ventme structure with Prime Seiwices, 
and has been around for a few yeai'S now and represents a synthetic PB arrangement 

Palomino holds some cash and OTC equity options facing NY Branch over the PB accounts it has with BCI/ 
BCSL. So Palomino should be risk flat 

* SFT exposure- Palomino v BCI/ BCSL, offset by 

* Options- Palomino v BBPLC NYBR 

BBPLC NYBR then faces an external cpty 

Warren- just a thought, should there not be a cpty risk chaise on the options between NYBR and Palomino? 

Just going into a meeting now so Jen please feel free to liaise with Warren direct in time for your deadline? 
Also can you pis confirm (again!) who Ae recipient of this information is 

Many thanks 

Jess 


Jessica Chan I Regulatory Reporting t Barclays Capital 
10 South Colonnade ! Canary Wharf I London I E14 4PU 
* -+44 (0) 20 777 32365 


From: Chan, Jessica: Finance (LDN) 

Sent: 16 May 2011 16:20 

To; McGinnell, Jennifer: GFRM (LDN) 

Subject: FW: Palomino deconsolidates from Barclays Group 

Jessica Chan 1 Regulatory Reporting ! Barclays Capital 
10 Soudi Colonnade 1 Canary Wharf I London I E14 4PU 
* -t44 (0) 20 777 32365 


From: Davies, John James: Finance (LDN) 

Sent: 28 July 2009 19:43 

To: Shah, Abhinav; Barclays Capital (NYK); Feraca, John: Markets (NYK); Lange, Kevin: GFRM (NYK); 
Hutson, Steve: GFRM (LDN); Varano, Jason: Markets (NYK); Brown, Gerry: GFRM (NYK); Dyer, 
Lansford: GFRM (NYK) 

Cc: Tofte, Oystein: GFRM (LDN); Young, Mark: Finance (LDN); Cawston, Grant: GFRM (LDN); 
Holliman, Chris: GFRM (LDN); King, Martin: GFRM (LDN); Long, Adin: GFRM (LDN); Chatterton, 
Simon: Barclays Treasury (LDN); Haycock, Simon: GFRM (LDN); Barnes, Daniel: GFRM (NYK); 
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Budhram, Arjune: Markets (NYK); Maloney, Walter G: Ma^ete (NYK); Vasser ni, James; Markets (NYK); 
Mcauliffe, Sam: Finance (LDN); Berryman, Marc: Finance (LDN); Atkin, Elizabeth: Finance (LDN) 

Subject: RE: Palomino deconsolidates from Barclays Group 

All, 

As Abhinav states below, Palomino should be be consolidated for regulatory purposes. Having spoken to 
Sam Mcauliffe the reason for this being that under FS A rules if we own over 20% of an entity we have to 
consolidate for regulatory purposes, unless we receive a waiv^ from the FSA explicitly aOowing 
deconsolidation. 

We have put in place procedures to work around the differing accounting and reg treatments and going 
forward Palomino will be treated as a consolidated entity. 

Regards 

John Davies 


From: Shah, Abhinav: Barclays Capital (NYK) 

Sent: 28 July 2009 18:31 

To: Feraca, John: Markets (NYK); Lange, Kevin: GFRM (NYK); Hutson, Steve: GFRM (LDN); Varano, 
Jason: Markets (NYK); Brown, (jerry: GFRM (NYK); Dyer, Lansfoixl: GFRM (NYK) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Holliman, Chri.s: GFRM (LDN); King, Martin: GFRM (LDN); Long, Adin: 
GFRM (LDN); Chatterton, Simon; Barclays Treasury (LDN); Haycock, Simon: GFRM (LDN); Barnes, 
Daniel: GFRM (NYK); Budhi-am, Aijune: Markets (NYK); Maloney, Walter G: Markets (NYK); Vasser HI, 
James: Markets (NYK); Mcauliffe, Sam: Finance (LDN) 

Subject: RE: Palomino deconsolidates from Barclays Group 

To clarify; 

Barclays Bank PLC ("BBPLC") held and continues to hold 100% of the ordinary share capital of Palomino 
Limited ("Palomino"). Palomino holds prime brokerage accounts (the "PB Account") wift BCI and BCSL 
and the accounts are managed by Renaissance Technologies LLC (the hedge fund). In addition, Palomino has 
written options with BBPLC NY Branch over the value of the PB Accounts (the "Palomino Options”). To 
hedge itself, BBPLC NY Branch ha.s written mirror options with a partnership called Badger L.P,, an 
affiliate/fund of RenTec (the "Barclays Options”). 

Prior to 30 June 2009, the Barclays group used to consolidate Palomino for accounting and regulatory 
purposes. As a result of some changes made to the transaction, Palomino was deconsolidated from the 
Barclays group for accounting purposes only. Thus, the assets held in die PB Accounts are no longer on the 
consolidated balance sheet of Barclays. Instead, Barclays has derivative positions on its solus and 
consolidated balance sheet, being the Palomino Options (assets) and Barclays Options (liabilities). I presume 
it is the Palomino Options that are generating the RWAs, 

Notwithstanding the deconsolidation of Palomino for accounting puiposes, Palomino continues to be 
consolidated for regulatory reporting purposes. Thus, die regulatory reporting position should be unchanged 
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and no RWAs should be reported. 

Sam - 1 should be gi ateful if you could confimi that my understanding of the regulatoiy treatment is accurate. 


Abhinav Shah I BARCLAYS CAPITAL I = Redacted by the Permanent 

j Subcommitteeon Investigations 

745 Seventh Avenue I 6th Floor ! New York, NY 10019 — — 

P; +l 212 526 0060 1 F: +1 212 412 5681 1 C; 

E-mail: <mailto:abhinav.shah@barcap.com> abhmav.shah@barcap.com 

IRS Circular 230 Disclaimer: Barclays Capital and its affili^es do not provide tax advice. Please note that (i) 
any discussion of US tax matters contained in this communication (including any attachments) cannot be 
used by you for the purpose of avoiding tax penalties, (ii) diis communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your particular 
circumstances from an independent tax advisor. 


From: Feraca, John; Markets (NYK) 

Sent: 28 July 2009 13:03 

To; Lange, Kevin: GFRM (NYK); Hutson, Steve: GFRM (LDN); Varano, Jason: Markets (NYK); Brown, 
Gerry: GFRM (NYK); Dyer, Lansford; GFRM (NYK) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Holliman, Chris: GFRM (LDN); King, Martin; GFRM (LDN); Long, Adin: 
GFRM (LDN); Chatterton, Simon: Barclays Treasury (LDN); Haycock, Simon: GFRM (LDN); Baiues, 
Daniel; GFRM (NYK); Budhram, Aijune: Markets (NYK); Maloney, Walter G: Markets (NYK); Vasser HI, 
James: Markets (NYK); Mcauliffe, Sam: Finance (LDN); Shah, Abhinav: Barclays Capital (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

To all: 

I had a subsequent conversation with Abhinav Shah from SCM who were principally involved in the 
Palomino deconsolidation from the business side. He informed me that although Palomino was 
deconsoUdated for balance sheet reponing purposes, the entity should not be deconsolidated for regulatoiy 
reporting purposes. He referred me to Sam Mcauliffe. 

Sam, 

Can you opine on this? If this is comect, should Palomino be reclassified as an internal counterparty for RWA 
purposes? 

JF 


From: Lange, Kevin; GFRM (NYK) 
Sent: 28 July 2009 12:29 
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To: Hutson, Steve: GFRM (LDN); Varano, Jason: Markets (NYK); Brown, Gerry: GFRM (NYK); Dyer, 
Lansford: GFRM (NYK) 

Cc; Tofte, Oystein: GFRM (LDN); Davies, John James; Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Holliman, Chris: GFRM (LDN); King, Martin: GFRM (LDN); Feraca, John: 
Markets (NYK); Long, Adin: GFRM (LDN); Chatterton, Simon: Barclays Treasury (LDN); Haycock, Simon: 
GFRM (LDN); Barnes, Daniel; GFRM (NYK); Budhram, Aijune: Markets (NYK); Maloney, Walter G: 
Markets (NYK); Vasser HI, James: Markets (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

I see nothing that references ownership by a hedge fund. I would suggest that whomever instructed the 
deconsoldiation of this entity, provide verification as to why this should be done and who is the current 
owner. 


From: Hutson, Steve: GFRM (LDN) 

Sent: Tuesday, July 28, 2009 12:13 PM 

To: Lange. Kevin: GFRM (NYK); Varano, Jason: Markets (NYK); Brown, Gerry: GFRM (NYK); Dyer, 
Lansford: GFRM (NYK) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant; GFRM (LDN); Holliman, Chris: GFRM (LDN); King, Martin: GFRM (LDN); Feraca, John: 
Markets (NYK); Long, Adin: GFRM (LDN); Chatterton, Simon; Barclays Treasury (LDN); Haycock, Simon: 
GFRM (LDN); Barnes, Daniel: GFRM (NYK); Budhram, Arjune: Markets (NYK); Maloney, Walter G: 
Markets (NYK); Vasser HI. James: Markets (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

Kevin 

I've looked ino Blueprint which is the application which Group Secretariat use for monitoring intra-Group 
subsidiaries and extracted details into this doc. They still show this as a Barclays owned subsidiary, but there 
are contact details as to who you should contact for latest info: 

« File: Palomino Limited.doc » 

Steve 


From: Lange, Kevin: GFRM (NYK) 

Sent; 28 July 2009 15:31 

To: Varano, Jason: Markets (NYK); Brown, Gerry; GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

Cc: Tofte, Oystein; GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Holliman, Chris: GFRM (LDN); King, Martin: GFRM (LDN); Feraca, John: 
Markets (NYK); Long, Adin: GFRM (LDN); Chatterton, Simon; Barclays Treasury (LDN); Hutson, Steve: 
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GFRM (LDN); Haycock, Simon; GFRM (LDN); Barnes, Daniel: GFRM (N YK); Bndhram, Arjune; Maikels 
(NYK); Maloney, Waiter G: Markets (NYK); Vasser III, James: Markets (NYK) 

Subject: RE: Palomino deconsolidates from Barclays Group 

The financials for 2007 reflect that Palomino Limited is a subsidiary of Barclays. Does anyone have updated 
information that speaks to the current ownerehip structure? 


From: Varano, Jason: Markets (NYK) 

Sent; Tuesday, July 28, 2009 9:54 AM 

To; Brown, Gerry: GFRM (NYK); Lange, Kevin: GFRM (NYK); Dyer, Lansford: GFRM (NYK) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James; Finance (LDN); Young, Mark; Finance (LDN); 
Cawston, Grant: GFRM (LDN); Holliman, Chris; GFRM (LDN); King, Martin: GFRM (LDN); Feraca, John: 
Markets (NYK); Long, Adin: GFRM (LDN); Chatterton, Simon: Barclays Treasury (LDN); Hutson, Steve: 
GFRM (LDN); Haycock, Simon: GFRM (LDN); Barnes, Daniel: GFRM (NYK); Budhram, Arjune: Markets 
(NYK); Maloney, Walter G: Markets (NYK); Vasser III, James: Markets (NYK) 

Subject; RE: Palomino deconsolidates from Barclays Group 

Geny/Kevin/Lansford, 

As you can see in the below email chain, the fact that Palomino has been deconsolidated is causing a 
substantial RWA charge. Compounding the RWA issue is the fact that the counterparty has not yet been 
graded by credit (which results in a punative RWA calculation). Daniel Barnes mentioned that Lansford may 
be familiar with the counter-party and the structure. 

Would it be possible for one of you to 1) verify that Palomino has been deconsolidated and 2) calculate a 
credit grade for this counterparty? 

If you could move quickly on this it would be much appreciated since, as I mentioned earlier, without a credit 
grade the RWA charge from this counterparty i.s significant. 

Please let me know if you have any questions. 

Thanks, 

Jason 


From: Hutson, Steve: GFRM (LDN) 

Sent: 28 July 2009 09:26 

To: Barnes, Daniel; GFRM (NYK) 

Cc: Chatterton, Simon: Barclays Treasury (LDN); Long, Adin: GFRM (LDN) 
Subject: Palomino deconsolidates from Barclays Group 
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Daniel 

As you have responsibility for US Financial Institutions, would you liaise with Simon and consider taking 
over credit responsibilit for Palomino which apparently has been deconsolidated from Barclays Group, 
although I leave you to verify this. 

If it does not fall within your remit, please agree a CRE in the usual way. 


Thanks. Steve 


From: Chatterton, Simon: Barclays Treasuiy (LDN) 

Sent: Tuesday, July 28, 2009 4: U AM 

To; Haycock, Simon: GFRM (LDN); Hutson, Steve; GFRM (LDN) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Varano, Jason: Markets (NYK); Holliman, Chris: GFRM (LDN); King, 
Martin: GFRM (LDN); Feraca, John: Markets (NYK); Long, Adin: GFRM (LDN) 

Subject: RE; 

Simon, 

That looks to be the case. Per the attached, Adin is looking to see who the new CRE should be. 

Rgds, 

Simon 

« Message; RE: » 


From: Haycock, Simon: GFRM (LDN) 

Sent: 28 July 2009 09:02 

To; Hutson, Steve: GFRM (LDN); Chatterton, Simon; Barclays Treasury (LDN) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Varano, Jason: Markets (NYK); Holliman, Chris: GFRM (LDN); King, 
Martin: GFRM (LDN); Feraca, John: Markets (NYK); Long. Adin: GFRM (LDN) 

Subject: RE: 

Steve / Simon 

Further to the below, Palamino Ltd has been deconsolidated - however on GCIS2 the entity still appears in 
the Barclays Group. Should the entity now be set up in ite own group and a BarCap CRE assigned so that we 
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can get it graded? 

Regards 

Simon 


= Redacted by the Permanent 
Subcommittee on Investigations 


Simon Haycock 

Barclays Capital 5 The North Colonnade Canary Wharf London E14 4BB 
Extension (877)34342 Phone +44 (0) 20 7773 4342 Mobile ■■■■■ 

Email <mailto:simon.haycock@barcIayscapital.com> simonjiaycock@barcIayscapital.com 


From: Feraca, John: Markets (NYK) 

Sent: 24 July 2009 17:00 

To: Haycock, Simon; GFRM (LDN); Long, Adin; GFRM (LDN) 

Cc: Tofte, Oystein: GFRM (LDN); Davies, John James: Finance (LDN); Young, Mark: Finance (LDN); 
Cawston, Grant: GFRM (LDN); Varano, Jason: Mai'kets (NYK); Holliman, Chris: GFRM (LDN); King, 
Martin: GFRM (LDN) 

Subject: 

Simon/Adin 

As of June 30, the below counterparty was changed from internal to external as a result of deconsolidation, 
As you can see, the counterparty has a cunrent risk weighting of 1009b. Can we look into regrading before the 
coming month-end? 

JF 


SDSid CounterpartyName BookingEntity CostCentre EAD RWA GBP PD LGD M RW BBTB ApproachID 
40210952 Palomino Limited 115,744,334.82 1 15,744,334.82 0.00030 0.600000 0.00273973 1.00000000 TB 
3 

40210952 Palomino Limited 77,162,889.88 77.162,889.88 0.00030 0.600000 0.00273973 1.00000000 TB 3 
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Project COLT 

New Product Proposal 


Confidential 

31 July, 2002 


Product Sponsors 
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Jonathan Zenios (SCM), Jerry Smith (SCM), Marty Malloy 
(EFG), and Mark D'Andrea (Prime Brokerage) 


BUSINESS PROPOSAL 

1. Executive COLT is an investn^nt |WX)duct for hedge funds {'Funds') and is based largely 

summary on the nomnai operation of ttie Prime Brokerage business that has already 

received approval from tfie US New Product Committee. !n its original foim, 
the SCM Approvals Committee approved COLT on 27 March, 2002 and 
the Global New Product Committee approved COLT on 8 April, 2002 and 
on 28*'* May 2002. Both approvals were subject to FSA approval to treat the 
SUB as a trading book for regulatory purposes. FSA approval is still 
outstanding, but wiH be obtained prior to closing the transaction. However 
given the structure has changed since the aforementioned committees we are 
seeking approval of the revised sfructure. 

Ail the relevant areas have been kept Informed of the changes in the structure 
and their approval has been sought prior to going to the Global New Product 
Committee 


General Description of Product COLT Structure 

COLT is targeted at those Funds with a high proportion of US individual 
investors, stable year-on-year returns and strategies involving short-term 
trading. TNs gives rise to significant short-term capital gains for the investors 
regardless of whether or not they are invested in the fund for the shorter or 
longer temt. 

COLT provides an after tax benefit to these investors through the conversion of 
their return fix)m the fund from short term captal gains {taxed at 39.6%) to long 
term capital gains (taxed at 20%). 

This would be achieved by substituting the Fund's direct execution of its 
trading strategy with a cash settled cal! option over a SUB's proprietary 
account whose perfonrrance substantially replicates the Fund’s trading 
strategy. Any gain on the call option would be long-term gain provided the call 
option is held by the Fund for at least 12 months. 

Due to the Call Premium {defined below) and rigorous controls (explained 
below), including de-leveraging and daily risk monitoring, the economic risk to 
Barclays in the transaction would be confined to a one-day catastrophic risk 
{i.e. gap risk). Structurally, this risk would reside in BCSL and BCI, specifically 
within their (Mime brokerage divisions {'Prime Brokerage’). Notably, Prime 
Brokerage currently undertakes this same risk in its day-to-day relationships 
with hedge frjnds. 

The intended launch date is mid-August. 
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SCM would earn fee income attiie onset of the transaction of approximately 
$9.5 million. Fuller, it Is anticipated that increased revenue will be created in 
certain other areas within Bardays Capital: approximately $7m p.a. to $10m 
p,a. from increased cteaiii^ charges and execution revenue for Prime 
Brokerage. Further, R«raissance (the Fund that is the first target) has 
indicated that it wBi move its account to artether bank if we do not provide them 
with this product, which vrould result in appnDx. S6m per year of lost revenue to 
Prime Brokerage. 


2. Business Proposal 
description 



Set up of Structure (Day 1): 

The Structure is set up by following the steps described below; 

Step 0: 

Prior to structure initiation Barclays Bank PLC (BBPLC (UK)), with the help of a 
Cayman legal counsel, sets up a Cayman SPV (Palomino) - a 100% owned, 
controlled and consolidated subsidiary of BBPLC. Palomino opens one 
Prime Brokerage account (PB account) with Bardays Capital Securities 
Limited (BCSL) and one PB account with Barclays Capital Incorporated 
(BCI). 

HYMF Inc a wholly owned subsidiary within Barclays Group sets up 
HYMF Ltd (Cayman) a 100% owned Cayman subsidiary of HYMF Inc. 
For tax purposes the company will be US resident because Barclays 
will ‘check the box". 

Cayman Counsel sets up an unrelated Cayman legal entity (CayCo) 
which in turn sets up US Co (Mustang Inc), a US subsidiary of CayCo. 
US Co then opens a PB account with BCSL. 

Step 1: 

1-a: The Fund purchases a 3-year. American style call 

option ("Call Option") from BBPLC (US Branch) with 
respect to the value of the PB accounts of Palomino. 
The Fund pays a premium of $209.6 million. The Call 
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Option is cash setfied. 

1-4): To complet^y hedge out its exposure BBPLC (US 

Branch) then buys an identicai option over the same 
accounte Palomino. To avoid intra-group credit 
exposure, BBPLG's obligations under its call option 
wWi the fund only arise if BBPLC is paid under its 
option witit P^wrano. 

Step 2 

BBPLC (UK) lends $2,800 miflicxi to Palomino. 

Step 3: 

3-a: PaJcxTsno places $3,000 million into its BCI PB 

accounts. 

3- b: Palorrtno ttien hires Fund’s existing investment 

manager (Trading Manager') to manage the 
investments. 

Step 4: 

With existing $3,000 million in its BCI PB Account Palomino will 
purchase S3.0CM) million of US SecuriUes from US coiporation that will 
be treated as a quasi-subsidiary of BBPLC for UK accounting and 
regulatory puiposes (Mustang Inc.). To address the 'Up tick tiiie' of the 
Securities and Exchange Commission (SEC) the following steps will be 
implemented: 

4- a: Borrow from Third Parties: 

BCI will borrow a basket of US securities from US Banks or 
Broker/Dealer (Third Party) and deliver $3,000 million on market terms 
as collateral. 

4-b: •'Repo’* from BCI to HYMF Ltd. fCavmani: 

HYMF Ltd (Ca^an), a fully consolidated company 
wiUiin the Barclays Group will then enter into a 
transaction whereby it will buy the US Securities from 
BCI for $3,000 (the prevailing market price) and then 
simultaneously forward sell those securities to be 
physically delivered to BCI at maturity. The combined 
steps will be structured as a sale and repurchase 
agreement over the US Securities. Later the same 
day, this position will be closed in Step 4-s, 

4-c: "ReDo" from HYMF Ltd. fCavmanUo Mustang Inc.: 

Mustang Inc. will then enter into a transaction, which will be 
documented as a repo, whereby it will buy the US Securities from 
HYMF Inc for $3,000 million (the prevailing market price) and have 
them delivered into its PB Account with BCSL and then simultaneously 
forward sell those securities to be physically delivered to HYMF at 
maturity. The combined steps will be structured as a sale and 
repurchase agreement over the US Securities, Manufactured 
payments will be made from Mustang Inc. to HYMF to account for 
dividend income arising out of the US Securities. (In addition, mark to 
market payments (related to value of securities) will be made between 
the parties over the life of the transaction to appropriately adjust the 
levels of collateral.] 
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4-<l: “Repo* from Mustang Inc, to Palomino: 

Musteng inc. will sell Palartno the said US Securities for $3,000 
miiiion (the prevailing maricet price). Palomino will then forward sei! the 
US Securities to Mustang inc. at maturity but the contract will be cash 
settled. Ttie c<xnblned steps vwll be structured as cash settled sale and 
repurchase agreement over the US Securities. Manufactured 
payments wfll be made from Palontino to Mustang Inc. to account for 
dividend Income arisii^ out of the US Securities. [In addition, mark to 
market payments (related to value of securities) will be made between 
the parties over tee life of tee transaction to appropriately adjust the 
levels of collateral.] 

4-e: •‘Rero’’ from Palomino to HYMF Ltd. (Cayman): 

Palontino will sell to HYMF for $3,000 miiiion the same 
US securities. HYMF will then forward sell the US 
Securities to Palomino for physical delivery at maturity. 
Ttee conteined steps will be structured as physically 
settled sale and repurchase agreement over the US 
Securities. Manufactured payments wiii be made from 
HYMF to Palomino to account for dividend income 
arising out of (he US Securities. [In addition, mark to 
market payments (related to value of securities) will be 
made between the parties over the life of the 
tran^ction to appropriately adjust the ievels of 
collateral.] 

4'f: Close out “Repo* between BCI and HYMF Ltd. 

(Cayman) and “Borrow" from Third Parties: 

HYMF* Ltd (Cayman) will then complete the 2"'* leg of 
its open repo with SCI by delivering the securities to 
BCI for Cash who would then return the same US 
Securities to US Banks or Broker/Dealer (Third Party). 

Day 1 Close of Business: 

As a result of Step 4*f. BCI and US Banks or Broker/Dealer (Third Party) are 
not part of the stoicture after initial set-up. Further. $3,000 million of cash sits 
with Palomino and various forward obligations exist between HYMF Ltd, 
Mustang Inc. and Palomino (see below). 

• Palomino will use $1 .000 n^Hion (of its $3,000) to partially 
pay off tee loan it receives from BBPLC (UK), leaving a 
$1 ,800 million loan outstanding with BCSL (UK) and 
$2,000 Of cash in the PB Accounts (distributed according 
to the desires of the trading Manager). As a result at the 
close of business on day 1 the structure Colt will resemble 
the following diagram: 
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Risk Mitigaiion and Acceleration 

a. The Trading Strategy vwll be executed through a prime brokerage 
account, for which the $2, 000m wl( serve as collateral. As a result, the 
Trading Strategy will be subject to Oie risk parameters approved for the Prime 
Brokerage group’ (similar but slightly more restrictive). BCSL's risk to the 
Trading Strategy will be managed in the following ways; 

• De-leveraging; 

o D^ription in Original Approvals Paper - Suppose that the 
$200m of collateral provided through the Call Premium 
supports $4, 000m gross positions (i.e., 20 times multiple), 
which would allow $2, 000m of long positions and $2,000m of 
short positions in the Trading Strategy. If the Trading 
Strategy loses $10m, only $190m of collateral would remain. 
Since $190m would only support $3, 800m of gross positions, 
the Trading Manager would be forced to liquidate enough of 
its positions to meet those parameters. (This is because the 
only structural way to obtain more collateral would be 
through increasing the Call Premium and this significantly 
weakens the Fund's lax analysis). Aiyiough more labour 
intensive, the deleveraging process should manage risk as 
effectively as requesting more collateral. 

o Change due to increased collateral -■ The result would be 
precisely the same in the new version, but the formula would 
be slightly different (because the initial collateral would be 
$2000m instead of $200m). In this version, gross trading 
level would be calculated as 20 times (collateral less 
$1 .800m). Therefore, on a loss of $10m, the gross trading 
level would be $3.600m, calculated as 20 times (S1 ,990m 
less $i.800m). 


' Prime Brokerage clears trades for hedge funds and provides leverage with respect to trading levels, based upon I) 
collateral received from frie hedge fund, li) ongung risk analysis of frie sfrategies employed, and lit) the market 
environmer^t. As losses reduce collateral on hand, Prime Brokerage manages risk of loss in two ways: i) It can request 
Increased collateral to ratiorrallze the same trading level, or fi) It can force a reducSon of positions to conform the trading 
level to an acceptable risk profile. 
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• Removal of Manager ultimately if the collateral dropped sufficiently, 
the Trading Mana^r could be fired and the positions could be 
liquidated. 

• Also in tile Investinent Management Agreement Palomino has the 
ability to exit tiie fransaction for whatever reason by giving 1 0 
business days' notice. 

b. The Trading Strategy wll allow tiie Trading Manager to execute trades 
with other broker-dealers that are cleared with Prime Brokerage. That ability to 
“trade away* must be confrolled to ensure tiiat the Trading Manager does not 
exceed daily trading limits during tiie course of the day. A side agreement will 
be entered into between the Trading Manager and the BCSL and BC! whereby 
any trades which exce«l the parameters under the Investment Guidelines will 
be passed into another account for the account of Renaissance. 

In addition, the executir^ brok^ that could be used by the Trading Manager 
will be limited and pre-approved before trading. The agreement and limited 
executing brokers vwll be used to ccxitrol the execution risk for the structure. 

Targeted Funds 

Transacting with hedge funds can be risky (a notable example is LTCM), but 
careful selection of a hedge fund and appropriate ongoing risk analysis can 
make it both safe and profitable. Hedge fonds range from aggressive growth 
funds to the more conservative market neutral funds. For COLT, we intend to 
target the more conservative market neutral fonds, which focus on obtaining 
returns that have a low correlation to the market.^ Generally, these strategies 
involve paired ftositions (Le.. long and short positions) designed to take 
advantage of market inefficiencies. In facL most will be "relative 
vaiue/arbitrage" strategies, which rely on the expected convergence of a long 
and short strategy. 

This approval is confined to Funds that trade equities (long and/or short). In 
the current case, Renaissance employs a strategy or portfolio construction 
general known as “Statistical Arbitrage" or equity relative value trading. They 
have a proprietary (and closely guarded) trading model which generates short, 
medium, and long term buy and sell signals based on statistically significant 
historical indicators- While the trading crosses many asset classes for the 
fund, it is only their equity specific models that we are considering for the initial 
COLT product. 

3. Strategic overview 

This product is part of the strategy to build significant presence in the hedge 
fund market through the trading of structured products with high added value 
yielding strong P/L. 

4. Financial 
Projections 

SCM’s fee for the structuring of this transaction has been agreed at $9.5 
million. 

in addition, BCSL would earn i) increased revenue from additional volume in 
Prime Brokerage, which has been estimated at between $7m p.a. and $10m 
p.a. li) increased revenue from volumes of trades executed with Bardays' 
traders, and iii) increased exposure for our hedge fund sates team. 

Further, this trade with Renaissance has the added benefit that it would 


* Initial targets are Funds that already uhllze BB PLC's Prime Brokerage, but new Funds wli also be targeted in this 
process. 


7 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-212565 



832 



prevent Prime Brokerage from loang their account, which accounts for 
approximately $6m p.a. 

Estimated Costs 

Legai fees for documenteton of each trade, initial cost of establishing the 
companies up in respect of Project COLT and any annual cost of 

maintaining books and reconfs. 

5. Projected Trade 
volumes, Clients 
and Markets 

Trade Volume 

it is anticipated that 1 to 3 transactions would be completed in 2002, with an 
investment from each clfent equal to approximately $100 million to $200 million 
(USD). 

Clients 

Initial targets are Funds titat already utilize Prime Brokerage, but new Funds 
wilt also be targeted in this process. 

Markets 

Publicly traded equities long and short, including synthetic shorts utilizing a 
cash settled forward 

INFRASTRUCTURE AREAS 

Ail the relevant infrastructure areas have b^n contacted to ensure that there are comfortable with the 
product proposal as it now stands. Attached is a grid with all the relevant infrastructure areas sign-off 
subject to a number of outstanding matters that will need resolution before the transaction commences 
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Closing Date 
Trade date for option 
Effective Date 
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1» October 2002 
4* October 2002 


SCM Deal Team 
Jonathan Zenios 
Steve UHman 
Jerry Smith 
Sadat Mannan 

Prime Brokerage Deal Team 
Mark D’Andrea 
Marty Malloy 
James Sixsmith 
Maureen Horn 


Deal Management 

Carried out by Prime Brokerage Group 
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1. iRANSACTiON SUMMARY 

1.1 Brief Transaction Overview 

Colt is a transaction that allows Renais^nce to adiieve an enhanced return on its investments, 
through the substitution of the direct execution of ite trading strategy with a cash settled American 
style call option over a trading subsidiary of Barclays’ proprietary account ('the Call Option') 
whose performance substantislly replicates Renaissance’s trading strategy. A Bermudan Fund 
(Bass Equities Limited) under the managem^it of Renaissance will purchase the Call Option, 
whose term is 3 years, for a premium of $131.2375m. Any gain on the call option, which is 
reflected by an increase in value of the assets witiiin the proprietary account wouid be deemed to 
be a long-term gain if the call option is not exercised for at least 12 months. This would then 
provide for an afler-tax benefit for investors tttrough the conversion of their return from Bass from 
short-term capital gains (taxed at 39.6%) to long term capital gains (taxed at 20%). 


1.1.1 Structure Diagram: 



1.1.2 Kev Entities 



Palomino Limited 

{‘Palomino’) 

100% owned Cayman trading 
subsidiary of Barclays Bank 
PLC 

Barclays Bank PLC 

CBBPLC’) 


Renaissance Technologies 
Corp 

('Renaissance') 

US hedge fund affiliated with 
Bass 

Bass Equities Limited 

(’Bass’) 

Bermudan Bass established 
by Renaissance. Owned by 
another fund - Medallion 
Holdings Limited 

Medallion Holdings Limited 

{’Medallion’) 

Parent of Bass and large 
fund managed by 

Renaissance 

Barclays Capital Inc 

(■BCD 

Indirect wholly subsidiary of 
BBPLC and BBPLC's US 
Prime Broker 

Barclays Capital Securities 

CBCSL’) 

Wholly owned subsidiary of 
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Limited 


HYMF (Cayman) Limited {'HYMF’) 


Mestengo Inc (‘Mestengo’) 


BBPLC and Non-US Prime 
Broker of BBPLC 

Ca^mian subsidiary of HYMF 
Inc, a Barclays US 
subsidiary. Directors are 
neittier UK nor US resident 

A newly formed Delaware 
corporation established by 
Walkers SPV Limited (a 
Cayman third party). Quasi- 
subsidiary of BBPLC. This 
company is run by Entity 
Services Group LLC a 
specialist firm in Delaware 


1.2 initial Steps 

□ Establishment of Palomino (Cayman) Ltd and HYMF (Cayman) Ltd; Transaction with 
Mestengo Inc. 

BB PLC established two entities; Palomino Ltd, a Cayman Island company (“Palomino"), and 
HYMF, a Cayman Island Company ("HYMF"). Further, Walkers SPV Limited a Cayman Island 
company outside of the Barclays Group holds the shares in a newly incorporated Delaware 
corporation, Mestengo, Inc, on charitable trust, subject to a declaration of Trust. 

Palomino is established and utilized to 1) eliminate trade reporting obligations that would be 
required if BB PLC participated in the transaction directly, and 2) to create a US tax resident 
entity that is not confined by US regulatory rules that apply to US-formed entities. 

HYMF and Mestengo are used as part of a cost-efficient structure that enables Palomino to sell 
US securities without being subject to the “up tick" rules that restrict short sales of US securities. 
(This is described in greater detail below) 

□ Loan from BBPLC (UK) 

Palomino would bon-ow $1.125m from BBPLC (UK) on an unsecured basis. 

□ Establishment of P8 Account 

Palomino established prime brokerage trading accounts with both BCSL and SCI (collectively 
referred to as the 'PB Account’). 

Palomino placed $1,250m Into the PB Account to be used as collateral for a strategy identical to 
that utilized by Bass {‘Trading Strategy’). To replicate the Bass's strategy, Palomino would hired 
the Renaissance as investment manager (Trading Manager’} to manage the investments. The 
Trading Strategy would be confined to sales and purchases of equity securities. 


□ Back-to-Back Call Options 

a. Simultaneous with the establishment of the PB Account, the US branch of BB PLC wrote an 
/Vnerican-style call option to Bass with respect to the value of the PB Account (the 'Call 
Option’), for which Bass would pay a premium {'Call Premium’) of $131 .2375m comprising; 

• $1 25.3m representing the collateral for the Trading Strategy: and 

• an amount representing SCM's fee from the transactiwi ($5,9375m in the diagram). 
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b. The Call Option has a term of 3 years and is cash settled. The effective strike price of the 
Cal! Option would be $1.250m {'Call Strike')- 

c. Simultaneous with its writing of the Call Option, BB PLC purchases an identical option from 
Palomino. The only difference being that ttte cal! premium would be $1 25.3m. as opposed to 
$131.2375m. 


1. Arrangement between Palomino, h^estengo, and HYMF to address “up tick” restriction 

Absent the arrangement between Palorrtno, Mestengo and HYMF, short sales of US securities 
by Palomino (i.e., borrow stock from BCI or BCSL and sell it on the open market) would be 
restricted by the “up tick" rule, which generally prewnts short sales of a US security at the current 
market price if the share price has been declining. To manage this restriction, Palomino would 
create identical amounts of physicaify long and syntheticaBy short positions in a large number of 
US securities so that where Palomino makes sales of securities they will always be from the pool 
of long equity positions. As a result, for NYSE purposes they will be treated as sales of long 



As a result of a series of simultaneous transactions, each of Palomino. Mestengo and HYMF 
would have equal long and short positions {interests in cash or equity settled forward contracts) in 
the same basket of US equity securities. A reduction by Palomino of its long position in certain 
US equity securities would create the synthetic short position discussed above. 


1.3 Onooina Flows 

The ongoing flows within Colt will be managed by the Prime Brokerage Group and Operations in 
New York, as equities will be traded in and out of the Prime Brokerage Accounts in the name of 
Palomino held at BCSL and BCI. There are no specific annual flows. 

Key contacts will be: 


Prime Brokerage _ 

2, James Sixsmitti (BCSL - 

3, Marty Malloy (BCI -212 412 2180) 

4, Maureen Horn (BCI- 212 412 2242) 


Operations .—-i— 

□ Andrew West (BCSL London - 

□ Fraser Mackenzie (BCSL London - 8xt|0 

□ Bill Arnold (BCI New York - 212 412 2471) 


Redacted by the Permanent 

Subcommittee on Investigations 


1.4 Accounting Overview 

London Finance (Prilesh Pankhania) has provided advice, which has been agreed by PWC. 
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□ Palomino (Cayman), HYMF (Cayman) Ltd and Mestengo inc, as a quasi-subsidiary, will be 
consolidated with BB PLC. 

□ Palomino (Cayman) wit! be account^l for on S’ading book. 

□ Fee income of S5. 9375m is recognizable immediately as it is non-refundable. 

□ The Cali Option and the PB Account would be marked to market and should offset in the 
income statement (i.e., there is no intrinsic value to the Cali Option). 

□ On the balance sheet, the mark-to-market value of ttte opUon and the Call Premium would be 
reported as "Amounts Arisirtg ftan Off-Salance Sheet DerivaUves”, and the positions in 
Palomino would be reported as “Equity Securities’ or other, depending upon the nature of the 
investments. 


1.5 Unwind arrangements 
General 

The maturity of the transaction is 30 September 2005. 

An unwind can occur in a number of drcumstances; 

(i) the call option is exercised in the way anticipated under the documents - the 
payment flows under this occurrence are detailed in the Call Option 
Confirmation. 

(ii) the Investment Manager breaches the Investment Guidelines. 

(ill) Early Termination Event under the Prime Brokerage Agreement. 

(iv) Change in US Tax Law or change in regulatory treatment of the Cal! option for 
Barclays. 

(v) Early Temtinatlon Event under the Investment Management Agreement - this 
would then force Renaissance to exercise the call option. 

Normal Unwind 

Under a normal unwind arrangement the option would be exercised by Bass and then the 
valuation of the Call Option and the determination of the settlement amount will be calculated 
after 4 business days, during which period the assets within the PB Accounts will be liquidated in 
an orderly and commercial fashion under the terms of the Investinent Management Agreement 
(approx 25% of the positions per day in equal amounts of longs and shorts). 

The value of the Call Option is then calculated as follows: 

Cash Settlement Amount = An amount equal to the greater of (I) zero, and (Ii) the sum of 
(A) the Settlement Price, minus (B) die Strike Price, plus (C) the Premium Settlement 
Amount 

Where: 

Settlement Price means the Initial Funds put in (i.e. $1250m) plus Basket Gains (i.e. realised 
and unrealised profits less Total Amortised Premium) less Basket Losses (i.e. realised and 
unrealised losses) less Basket Costs (which is primarily the implied interest cost on the initial 
Funds and any fees and commissions paid) - All terms are defined in the Call Option 
Confirmation. 

Strike Price is $1 1 25m 

Premium Settlement Amount means $125m less the proportion of the $50m which has 
amortised over the term of the transaction (the Total Amortised Premium’) 
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Early Termination Events under Investment Management Agreement 

The following events lead to a terrrtnation of ttie Investment Management Agreement, which 
would then lead to either (i) Bass exercising their call cqjtion OR (ii) Barclays taking control of the 
account which will then force Bass to exercise if the call option has some value; 

□ 10 business days notice by «ther party 

□ Change in US Tax Law- immediate terminaHon 

□ Exercise or deemed exercise of the C^l Option ~ immediate termination 

□ Cause (as defined below) - imm«3iate termination 

□ Triggering Violation - 5* business day after ttie Triggering Violation - i.e. series of non- 
material breaches of the Investinent Guidelines 

Cause is defined as; 

(i) Material violation of any law or regulation by Renaissance 

(ii) Materia! breach of the Investment Management Agreement (other than 
Investment Guidelines) 

(iii) Material breach of the Investment Guidelines 
(tv) Intentional misconduct or gross negligence 

(v) The initial Equity of the Account falls below $1 125m (i.e. 90% of $1250bn) 

(vi) Termination Event as defined under the Prime Brokerage Agreement 

(vii) Removal of any material regulatory licence 

(viii) None of Jim Simons. Henry Laufer, Peter Brown and Bob Mercer are employed 
by Renaissance 

(ix) Liquidation or bankruptcy of Renaissance 


Early Termination Events under Prime Brokerage Agreement 

The following events lead to an 'Event of Default' within the Prime Brokerage Agreement and thus 
all Loans will be due and payabie immediately, and the Prime Broker wiil be authorised to enforce 
his security by selling the collateral (i.e. the equity securities): 

□ Non-detivery of Collateral into account - immediate event of default 

□ Failure to perform underany of Transaction Agreements - 10 business day grace period 

□ Agreement not deemed to be fully enforceable - 10 business day grace period 

□ Bankruptcy or liquidation of customer - 30 business day grace period 

□ Material adverse change in financial position, business and prospects of Palomino at the sole 
determination of the Prime Broker (which would mean that Renaissance's Trading Strategy 
was becoming loss-making or more risk aggressive) - 10 business days grace period 
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2. Documentation List 


2.1. Transaction Documents 



Document 

Parties 

Summary 

h. 

Call Option cont i ■ mation 

Bass and BBPLC 

•'DeteriSi-ttieTenns of- exercise, of the cal! option as 
iwelLas^^e. calculation- of the. settlement .amount: 

due on exercise 

5nie-''^set0ement amount • is . . determined with' 
^freferenOe.r-to.^the :,PrinTe;Brokerage> Accounts 
iGp^Ted in thename of Palomino at BCI and BGSL- 
r^ iwelbi^ the inclusion of the inifaa!: Funds' (i.e. 

^lasom) 

2, 

u h^JuirtiiSDA Master 
Agreement ‘ - 

VBas's and BBPLC' ■ 


3/ 

1 .f-t'iicnt Manaoement 
Agreement 

A : ' C 

K ^ 

Ronaiss inco arKl 
Palomino „ ’ " 

wmMrnm 

C';hY;V;T/:VLVi ; • 



B 

':;B|C5L=iu|(i'PaMno 

V' ^ 1 

L ’'vfL -t" ^ • 

i 't V -i 2 "Vt 

£» i ' ' ' •’ < 

t J-v ‘ 1 . 

PsWiiSpMgii 

Tl , ( , ' 

KjownrwnMMMnnHM ij 
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$1250m) 


Master Repurchase 
Agreement 

BCI and HYMF 

Agreement detailing the terms of the purchase of 
an initial basket of securities of US equities ('Initial 
Basket') by HYMF 


Paying Agency 
Agreement 

BCl.HYMF and 
BBPLC 

BCI and HYMF appoint BBPLC as paying agent 
payment to be made between themselves under 
tfre Master Repurchase Agreement and for 
payments HYMF has to make to Mestengo 


Sale and Repurchase 
Agreement {‘HYMF 
Agreement’) 

HYMF and Mestengo 

Details the terms of the sale of the Initial Basket 
by HYMF to Mestngo and any sale of further US 
«|uities to Mestengo (in total the 'Basket'). The 
repurchase of the Basket by HYMF will be for the 
physical securities or a cash value equivalent 
amount - this is at the option of Mestengo. 


Paying Agency 
Agreement 

HYMF, Mestengo 
and BBPLC 

HYMF and Mestengo appointed BBPLC to make 
payment due from HYMF to Mestengo and further 
then make ongoing payments due from Mestengo 
to Palomino 


Sale and Cash Value 
Repurchase Agreement 
(‘Palomino Agreement’) 

PalCMTiino and 
Mestengo 

Details the tenns of the sale of the Initial Basket 
by Mestengo to Palomino. The repurchase of the 
Initial Basket by Mestengo will be for a cash value 
equivalent amount. 

This agreement creates the 'short' position within 
Palomino's accounts 


Paying Agency 
Agreement 

Mestengo. Palomino 
and BBPLC 

Mestengo and Palomino appointed BBPLC to 
make any payments due from Palomino to 
Mestengo under the Sale and Cash Value 
Repurchase Agreement 


Sale and Repurchase 
Agreement 

Palomino and HYMF 

Details the terms of the sale of the Initial Basket 
by Palomino to HYMF and any sale of further US 
equities to HYMF (in total the 'Basket'), The 
repurchase of the Basket by HYMF will be for the 
physical US equity securities. 


Security Agreement 

HYMF and Mestengo 

Mestengo grants to HYMF, a security interest in 
the payments it expects to receive from Palomino 
under the obligations of the Palomino Agreement 


Security Agreement 

Palomino and 
Mestengo 

Mestengo grants to Palomino, a security interest 
in the payments it expects to receive from HYMF 
under the obligations of the HYMF Agreement 


NB: 

• These lists include the main documents in the transaction (included in the transaction 
mini-bibies). The Memorandum and ArScles of Association of Palomino, HYMF and Mestengo are 
standard and are not included in this list. Miscellaneous documents such as receipts, certificates of 
incorporation, opinions etc are excluded. 
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2.3. Executing Broker Documentation 

As Renaissance executes its US and Non-US «?uity trades through systems with third party 
brokers (ECNs or Executing Brokets) ^dttional documentaSon had to be completed with the 
Executing Brokers/ECNs. In most cases this documentation was solely agreements that detailed 
the settlement and clearing arrangements between the ECN and BCl or 8CSL, However due to 
internal compliance issues two of the ECNs prefeired Palomino rather than Renaissance to be 
the principal party to the Customer Sutecription Agreement 

US Domestic ECNs 


User Subscription 
Agreement 

Form 9A/9B 

Form 9A/9B 

Form 9A/9B 

Form 9A/9B 

Form 9A/9B 

Form 9A/98 


Palomino and 
Hetfant Inc 

BCl and Helfant Inc 

BCl and Island 

BCl and Instinet 

BCl and B-Trade 

BCl and Brut 

BCl and Wave 
Archipelago 


Details the duties and responsibilities of the 
executing broker 


Foreign (i.e. NON-US) ECNs 


Electronic Trading 
Agreement 


Clearing Agreement 
Clearing Agreement 


Credit Agricole Details the duties and responsibilities of the 

indosuez Securities executing broker 
(Japan) Limited and 
Palomino 


BCSL and G-Trade Details the clearing arrangements by BCSL 
BCSL and Virt-X Details the clearing arrangements by BCSL 


3. Guidelinss 

3.1. Accounting implications 

General 

□ The consolidated and solus accounting treatment of Colt is discussed in the Accounting 
Overview section (1.4 above) 

□ The detailed UK GAAP accounting treatment for Colt is exf^ained by entity below: 

BBPLC US Branch 

□ The call option written to the fund will be reported on the balance sheet on a marked to 
market basis within 'Other LiabiliUes - Credit Balances arising from off balance sheet 
instruments’- 
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□ The corresponding caH opSon purchased frxxn P^omino will be reported on the balance 
sheet on a marked to market basts within 'Other Assets - Debit Balances arising from off 
balance sheet instruments'. 

□ The market value of the call option written to the fund and the market value of the call 
option purchased from Palomino wiB at ail tirms be equal and opposite, and will net to 
zero in the P&L within 'Dealing Profits’. 

□ The call premium paid and recced under ttie hwj call options will be recorded on the 
balance sheet against the MTM \^lues of the two derivatives. 

Palomino 

□ Call option written to BBPLC US Branch: - fliis will be reported on the balance sheet on a 
marked to market basis within 'Other Liabilities - Credit Balances arising from off balance 
sheet instruments’. The >^iue of the cal! will be based on the value of the PB accounts of 
Palomino. The value of the PB accounts wll OHnprise of the following; 

o MTM of net equity securities, plus 

o Net mtm of Sale and Cash Value Repurchase Agreement with Mestengo, plus 
o Surplus cash balances within PB a/cs, less 
o Funding provided through leveraging wthin PB a/cs. less 
o Repo liability payable to HYMF. less 
o Interest payable on funding provided, less 
o Call premium received (i.e. S1250m). 

□ $11 25m loan provided by BBPLC: ~\h\s will be reported on the balances sheet as funding 
provided by a Group company and will be classified as 'Intercompany Funding Liabilities’. 
The funding cost will be accrued to P&L as ‘Interest Payable' over the term on the loan. 

□ PB account with BCSL - This will typically comprise of three items: 

Net eouities purchased - These will be reported within ‘Equity Long’ and 'Equity Short' 
securities in the balance sheet and will be held on a MTM basis. Once purchased, if the 
securities are then tent out for cash, the positions will continue to be reported on the balance 
sheet and a stock lending balance will be reported as a 'Repo / SBL Uabliity’. On the opposite 
side, if security is borrowed (and cash margin is placed), then the security wH! not appear on 
the balance sheet, instead a 'Reverse Repo / SBL' asset balance will be reported, 

Additional funding provided (via PB ale) to enable leveraoinQ - This will be reported as 
funding provided by BCSL and will be classified as 'Intercompany Funding Liabilities'. The 
funding cost will be accrued to P&L as ‘Interest Payable' over the term on the loan. 

Surplus cash balances - This will be reported as 'Loans & Advances to Banks'. 


□ Purchase and forward sale (cash settled) of US secuiiUes with Mestengo - The net effect 
of this is that Palomino has purchased US securities and entered into a TRS with 
Mestengo and so its Balance Sheet should reflect this. Hence securities purchased will 
be reported gross on Palomino’s balance sheet as 'Equity Securities’ on a MTM basis. 
The forward sale should be reported as a TRS with Mestengo and the MTM of this should 
be classified as 'Debit/Credit Balances arising from off balance sheet instruments'. Under 
the TRS, Palomino would receive interest from Mestengo and pay dividends to Mestengo 
Co. 

□ Sale of securities with HYMF and forward purchase (physically settled - This is in 
substance a repo so Palomino's balance sheet should reflect friis. Hence It would show a 
'Repo Liability’ against HYMF. Under the repo, Palomino would pay interest to HYMF and 
receive dividends from HYMF. 
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□ Net P&L of Palomino - this wifl only reflect the initial fees earned from structuring the 
transaction. The P&L impact of the underling trading assets and liabilities will be offset 
by the call option written ovk" the PB accounts. Hence, after inception the net P&L of 
Palomino should be flat 


Mestenqo 

□ Sale and Cash Value Repurchase Agreerrmnt - The net effect of this is that Mestengo 
has sold US securities and entered into a TRS Palomino and so ite Balance Sheet 
should reflect this. Hence securities sold will be reported as ' Short Equity Securities’ on a 
MTM basis. The forward purchase should be reported as a TRS with Palomino and the 
MTM of this should be classified as 'Debit/Credit Balances arising from off balance sheet 
instruments'. Under the TRS, Mestengo would pay interest to Palomino and receive 
dividends from Palomino. 

□ Purchase and forward sale (physically settled) of US securities with HYMF - This is in 
substance a reverse repo so Mestengo’s balance sheet should reflect this. Hence it 
would show a 'Reverse Repo asset’ against HYMF. Under the reverse repo, Mestengo 
would receive interest from HYMF and pay dividends to HYMF. 

□ The Net P&L of Mestengo should be fiat since the mtm movements on the short 
securities should offset the mtm mo\rement on the TRS. In addition the interest and 
dividend flows from the TRS and reverse repo should also net off. 


HYMF (Cayman) Limited 

□ Sale of securities to Mestengo and forward purchase (physically settled) - This is in 
substance a repo so HYMF's balance sheet should reflect this. Hence it would show a 
'Repo Liability’ against Mestengo. Under the repo, HYMF would pay interest to Mestengo 
and receive dividends from Mestengo. 

□ Purchase and forward sale (physically settled) of US securities with Palomino * This is in 
substance a reverse repo so HYMF’s balance sheet should reflect this. Hence it would 
show 3 'Reverse Repo asset' against Palomino. Under the reverse repo, HYMF would 
receive interest from Palomino and pay dividends to Palomino, 

□ The net P&L of HYMF should be flat since the, interest and dividend flows from the 
reverse repo and repo should net off. 

Task List; 


Time Task Responsibility 


Before 31 • 

Prepare Final Palomino accounts in accordance with 

Helen 

October 

UK GAAP 

MacGregor/Pritesh 

Pankhania 

Monthly * 

Prepare ongoing management accounts and financial 
records of Palomino 

Helen 

MacGregor/Pritesh 

Pankhania 

Before 31 • 

Prepare final HYMF and Mestengo accounts in 

Mike 

October 

accordance with US GAAP 

Montgomery/Mike 

Cairo 
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Time Task 


Responsibility 


Before 31 
October 

Monthly 


Prepare Final Palorrtno accounts in acconiance with 
UK GAAP 

Prepare ongoing management accounts and financial 
records of Mestertgo and HYMF 


Helen 

MacGregor/Pritesh 

Pankhania 

Mike 

Montgomery/Mike 

Cairo 


Prime Contacts: 


London 

Pritesh Pankhania 
Helen MacGregor 



New York 

Mike Montgomery 212 412 5903 

Mike Cairo 212 412 6927 


Subcomniittee on Investigations 


3.2, Tax Compliance 

Al! the tax compliance for Palomino to be done by Barry Berlin as Palomino forms part of BBPLC 
US tax return. 


Group Tax 

David Williams (020 7699 2856) 

Barry Berlin - New York (212 412 6727) 


Product Control/Finance 
Piitesh Pankhania ■■ 
Helen MacGregor 
Business Management 
Matt Purcell IHHI 
Graham Wade ■■HH 


3.3. Internal Borrowings 


General 

♦ The only interna! borrowings necessary with respect to this transaction are the amounts 
borrowed to finance the Prime Brokerage Accounts as well as the Initial Loan of $1125m. 
Both these borrowings are carried out in the norma! course of the Prime Brokerage business 
and should not involve any personnel from SCM. 


Contacts 

Marty Malloy - Prime Brokerage (212 412 2180) 

3.4. Regulatory Treatment 
UK 
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The below treafrnent that has been confirmed wtti ttie FSA; 

□ Palomino is included within the consolidated Barclays Bank trading book 

□ Cal! Option between Bass and Barclays 

o No PRR (i.e. market risk) although counteiparty risk as position risk is transferred 
through the call option between Barclays and Palomino 

o Although there will be an exposure to Bass which will attract WRAs 

□ Call Option between Barclays and Palomino 

o No PRR, as Palomino has effecfively transferred the risk of the assets through 
the operation of the PB Accounts, arid barring gap risk the option should always 
be in the money. There are conbols in place over the prime brokerage accounts 
to ensure that leverage is managed and that the call option does not go out of the 
money 

o There will be a CRR requir^ent for Barclays on the cai! it has with Palomino on 
which being an intra group exposure is subject to the Treasury Concession Limit. 

□ The above call options are booked and valued in SOPHIS, due to the economic 
substance the Palomino call option is treated as having a zero strike price from the Net 
Asset Value ('NAV') of the fund, being ttie NAV less the loan from BBPLC (i.e. S1 1 25m 
initial funding) 

a Prime Brokerage Account (BCSL) - treated as a normal third party prime brokerage 
account. This is therefore treated as a Reverse Repurchase Agreement for regulatory 
purposes, which means that there will be CRR arising where the amount paid for the 
securities exceeds the mark to market of the securities held in the PB Account. 

□ Loan from BBPLC to Palomino - Specific Treasury Concession limit has been transferred 
from BSCSL to Palomino to accommodate this lending. Other financing will be carried out 
under the normal intra-group limits used by Prime Brokerage. 


Uptick Rule - Under US Securities Law (Securities Exchange Act 1934, Rule lO-a), a person is 
prohibited from selling US listed securities ‘short’ unless it is on an uptick (i.e, when the last 
quoted price was going up) 



3.5. Security Arrangements 

The security arrangements are detailed in the Prime Brokerage Agreements 


3.6, Risk Mitigation 

Risk is mitigated through the following means: 
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□ strict Investment Guidelines - ability to tenranate Inv^tir^nt Management Agreement if non 
adherence 

□ Monitoring of trading by Risk to ensure adherence to Investment Guidelines 

a Trades outside of the investment Guidelines are transferred out of Palomino’s PB Accounts 
to Renaissance's own account. 

□ Ability to reduce leverage if Trading Strategy or risk profile changes - Section 9.4 of PB 
Agreement 

□ Can teiminate at anytime on 10 business days notice 
3.7. Custody Arrangements 

General 

These are as per the standard arrangements in Prime Brokerage - responsibility of Prime 
Brokerage 

Contacts 

Marty Malloy (21 2 412 2180) 

James Sixsmith HHIHk ’r'l""!'' ' ‘ — — — t 

Maureen Horn (212 412 2242) I 

4. Payment Flow Model 

Not necessary as ongoing payment flows are the responsibility of Prime Brokerage 
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Appendices 

1. List of Bank Accounts 

Cash accounts are held at BBPLC New York branch and are all USD accounts 


Barclays Bank Account 


ABA: 026-002-574 

Barclays Bank 
Account No: 

A/c name: Barclays Swaps & Options Group, New York 

Mestengo Bank Account 


ABA: 026-002-574 

Barclays Bank NY Branch 

Account No; VHHHH 

A/c name: Barclays C apita! Securities Ltd 

FFC; ■■■■ 

Mestengo !nc 


Palomino Bank Accounts 


□ Palomino Limited BCSL PB Account (Cash) 


ABA: 

Account No: 
A/c name: 
FFC: 


026-002-574 

Barclays Bank PLC London 


Barclays C apital Securities Ltd 
Palomino L imited Funding Account or. 
Palomino Limited Account 


□ Palomino BCI PB Account 


ABA; 

Account No; 
A/c name: 
FFC: 


021-000-018 

BANK OF NEW YORK 

GLA111569/BZM 


grcj^^^apital Inc 
Palomino Limited Account 


* Redacted by the Permanent 
Subcommittee on Investigations 


Prime Brokerage Account Details at Barclays Capital Securities Limited 


! Palomino Limited 
Palomino Limited - Funding A/C 
iMestengo 



(MSDid) 
(MSD id) 
(MSD id) 
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PROJECT COLT (Renaissance Technologies) 

Woilcii^ Group List 

Thu 14-Novcml)er-20e2 



Marty Matey 
Jainw SlxCRiltMUK) 


Canaiy Wharf Sadat Msnnan 

London, £14 4SB iarrySmith 

SwiIcnc<>ara:(44)2076Z32323 suvaUllman 


44(0)207773 1392 44(0)2077731868 
<4(0)20 77734067 44(0)2077731868 
44(0)20 77731406 44(0)20 77731868 
I <4(0)207773 1923 1 44 (0)20 7773 18681 
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I -« > 


745 Seventh Ave 
NewYork NY 10019 
USA 

Te!; (212)526-7000 


January 5, 2010 


Kenneth j. Burke 

Securities Compliance Examiner 

U.S. Securities and Exchange Commission 

3 World Financial Center 

Suite 4300 

NewYork, NY 10281 

Re: Follow-up to meeting regarding Colt Transaction Summary 
Dear Mr. Burke: 

This letter is being provided on behalf of Barclays Capital Inc. (“Barclays” or the “Firm") in 
response to the meeting held on December 18, 2009, which covered the Colt Transaction 
Summary. The Commission requested that Barclays provide additional details relating to 
the following: (a) fees paid to Renaissance Technologies (“RenTec”), (b) information 
barriers within the Firm, (c) monitoring of the transaction on a day-to-day basis, and (d) 
certain Bluesheets activity. 

Please find the Firm's response below and in the attached exhibits. 

(a) The Commission requested that Barclays confirm the basis of the fees paid to RenTec 
under the investment management agreement. Per the agreement, the fee Is a fixed 
annua! fee of $6 1 5,000. 

(b) The Commission requested that Barclays provide a summary regarding Information 
barriers and a description of the Quantitative Prime Brokerage (“QPB”) Service Desk. 
The QPB Service Desk is a component of the Prime Services Division within Barclays. 
The primary product offering of the QPB Service Desk is to provide low-latency 
electronic access to U.S. equity and options markets via the SubM trading system, 
which offers sub-mlliisecond interna! latency for execution. Clients enter orders 
electronically via third-party front end trading applications or via proprietary trading 
engines. The desk then routes those orders to exchanges, Alternative Trading 
Systems (ATSs) and Electronic Communications Networks (ECNs). 

Barclays employs several methods to maintain the information barriers between the 
QPB Service Desk and the Equities Division, which includes the Firm's market making 
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desks and proprietary trading desks. The methods used to implement and maintain 
these information barriers include phyacal, technological, and organizational 
separation. 

Physical Separation: 

Barclays physically separates the QPB Service Desk, market making traders, and 
proprietary trading desks. To this end, the Horn’s QPB Service Desk, customer 
facilitation desks, and proprietary trading desks are all located on separate floors. 

Technological Segregation: 

As mentioned above, Barcla>s malntalrs a discrete trading system for QPB 
customers; SubM Is completely segregated from the Equities Division and is 
targeted at a small subset of clients that require a low latency solution. SubM is 
separate and distinct from systems used by the market making desk and 
proprietary trading desks, which usea variety of other systems, both in-house and 
third-party. 

Furthermore, the SubM client execution data Is stored in databases only accessible 
to authorized support pei^onnel. While Barclays does use some common tools for 
support, risk management, and regulatory reporting that are shared across 
divisions, data access Is strictly controlled by a robust entitlement management 
system from GU! perspective. The underlining database is accessible only by IT 
support and control personnel (e.g. Compliance). 

Organizational Structure: 

To further reinforce information barriers between trading units, the QPB Service 
Desk maintains an independent organizational structure from the customer 
facilitation and proprietary trading desks. There are separate management 
reporting tines, profit and loss attributions, performance reviews, COOs, product 
controllers, and operational support for each group. 

Generally, the Firm’s employees are required to read and acknowledge the Global 
Code of Conduct policy and the Global Confidential Information and Chinese Walls 
Policy which specifically address, among other matters, information barriers and the 
handling of confidential client information. Employees are regularly educated on the 
above policies and employees who do not abide by all of the foregoing policies may 
face disciplinary action, up to and including termination. 
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(c) The Commission requested that Barclays provide a brief description of the 
monitoring of the Colt transaction on a day-to-day basis. On a daily basis, the Q.PB 
Service Desk reviews the "Palomino Risk Report", which is a multifaceted review that 
incorporates the following: 

(A) Displays an exception If there are any trades In prohibited countries 

(B) Shows concentrations in a specific ticker 

(C) Shows the overall percentage of the account equity in any one ticker 

(D) Shows any concentration in a ticker over a number of trading days 

(£) Highlights any breach^ of sector limite 

(F) Confirms that there is no activity In Barclays-related securities 

(G) Confirms that there is no activity in securities on Barclays restricted list 

(H) Displays the ratio of Long Market Value versus Short Market Value 

In addition. Equities Compliance performs several daily reviews which cover ail SubM 
flow, including that of RenTec. Ple^e see attached Exhibit A which provides a brief 
description of each report. 

(d) The Commission requested that Barclays provide an explanation for certain 
Bluesheets activity highlighted on a report provided by the Commission at the 
meeting. The relevant pages of the report have been reproduced in attached Exhibit 
B and numbered 1 through 5 for ease of reference. 

1 ) PB Stat Arb Offset Account 

This account is a street side average price account for ail QPB clients. Ali client 
trades executed via SubM will be average priced via this account prior to 
allocation. 

2) Renaissance Technologies Flip Account 

This account is RenTec's execution account that “flips" executions from DTC 
box 0229 (legacy Lehman) to 5101 (legacy Barclays) for clearing purposes. Ail 
RenTec trades executed via SubM will be allocated via this account 

3) IBHIHB- Palomino Limited 

This account Is RenTec’s clearing account in DTC box 5101. All trades from 
the flip account will ultimately be booked to this account to facilitate 
settlement 

4) B/D Retail Wash 

This account is an average price account for Broker-Dealer clients that trade 
with the Equities Division. This flow is unrelated to any QPB client flow, is 
traded on a separate system, and any trades in the same ticker are purely 
coincidental. 


Redacted by the Permanent 

Subcommittee on investigations 
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This account is a principal trading account for the Algorithmic trading desk 
{“nQuant”), a proprietary trading desk within the Equities Division. This flow is 
unrelated to any QPB client flow, is traded on a separate system, and any 
trades in the same ticker are purely coincidental. 

We hope this letter is responsive to your queries. Should you have any questions or 
require additional information, please do not hesitate to contact me at (212) 526-1088. 

Very truly yours, 


Thomas McManus 
Managing Director 


cc: Marty Malloy, Managing Director 

Graham Wade, Managing Director 
AbhinavShah. Director 
Nicholas Sahadi, Vice President 


~ Redacted by the Permanent 
Subcommittee or Investigations 
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From: U1 Islam, Noor: Market Risk (LDN) </o=4>zw/ou=europe/cn=recip!eDts/cn=uincx)r> 

Sent: Fri Nov 23 2012 14:30:54 EST 


~ , Kim, Eugene: Structuring (NYK)</o=bzw/oB=exchaDgeadiniiustnilive group 

■ (fydjbohf23spdit)/cn=recipients/cD=kinieugel> 

Mammola, Paolo; Risk (LDN) </o=bzw/ou=eurt|je/cn=recijMenft/co=mammolap>:Gargano, Cindy; Credit Risk 
(NYK) </o=bzw/ou=itsa/cn=^ecijMents/cn=new yoric/ai=1garganoc>;Brown, Gerry: Risk (NYK) 
<:/o=bzw/otJ=usa/cn=recipients/cD=*rowgefr>;Wiiiter, Daniel: Risk (NYK) 

P„_ </o=b 2 w/o«=;?isa/cn=rccipicDis/cD=wintedan>;E^er, Lansfta-d: Risk (NYK) </o=bzw/ou=«sa/cn=nyk ad 

'■ users/cn=users/cn=dyerlan> Jvcvy, Chris: Strocturing (NYK) </o=bzw/ou=ei]rope/cn=recipienis/cn=exchange 

recipients/cn=levyc>;Asaf, Lydia: Structuring (NYK) </o=bzw/cai=exchange administrative group 
(fydiboht23spdlt)/cn=rec!pients/ci¥=asaflydi>;Ul Islan, Noor: Market Ri,sk (I.DN) 
</o=bzw/o«=europe/cn=recipicnts/cn=HlD(xa> 

Subject: RE: Colt - Market Risk / Credit Risk 

Attachments: image{)02.pDg;iraage001.png 


Importance: Normal 
Priority: Normal 

Sensitivity: None 

Hi Eugene 


Fuither to our conversation, I can confirm the notification of the two new opdons totalling $400,000,000 are 
approved for Risk. The three options of the six outstanding that may be exercised in December will likely not 
cause a breach (as per Lansford’s analysis below), but this will need to be confirmed closer to the time and 
approval given for them then. 


Kind regards 
Noor 


From: Kim, Eugene: Structuring (NYK) 

Sent: Friday, November 23, 2012 1:57 PM 
To: Ul Islam, Noor: Market Risk (LDN) 

Cc: Mammola, Paolo: Risk (LDN); Gargano, Cindy: Credit Risk (NYK); Brown, Gerry: Risk (NYK); 
Winter, Daniel: Risk (NYK); Dyer, Lansford: Risk (NYK); Levy, Chris: Structuring (NYK); Asaf, Lydia: 
Structuring (NYK) 

Subject: Colt - Market Risk / Credit Risk 
Importance: High 


Noor, 


Please let us know if you have any comments, if you would like to have a call, or if you are okay proceeding 
with the transaction from a Market Risk and a Credit Risk perspective. 
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From: Dyer, Lansford: Risk (NYK) 

Sent: Wednesday, November 21, 2012 11:34 AM 
To: Kim, Eugene: Structuring (NYK) 

Cc: Mammola, Paolo: Risk (LDN); Gargano, Cindy: Credit Risk (NYK); Brown, Geny': Risk (NYK); 
Winter, Daniel: Risk (NYK); Levy, Chris: Structuring (NYK); Asaf, Lydia: Structuring (NYK); U1 Islam, 
Noor; Market Risk (LDN) 

Subject: RE: Colt - Market Risk / Credit Risk 


Hi Eugene, I recommend approving the addition of the new option in November and exercise of the three 
options in December, as based on the pro forma analysis outlined in the following table, the proposed 
transactions will not breach any of the Trading Limits outlined in the IMA and summarized in the attached 
One Sheet. 


Lansford Dyer • Barclays • Risk * Work: 212 412 3576 ♦ Mobile: Email: 

lansford.dyer@barclays.com 


From: U1 Islam, Noor: Market Risk (LDN) 

Sent: Tuesday, November 20, 2012 5:06 PM 
To: Kim, Eugene: Structuring (NYK.) 

Cc: Mammola, Paolo: Risk (LDN); Gargano. Cindy: Credit Risk (NYK); Brown, Gerry: Risk (NYK); 
Winter, Daniel: Risk (NYK); Levy, C3ms: Structuring (NYK); Asaf, Lydia: Structuring (NYK); Dyer, 
Lamsford: Risk (NYK); U1 Islam, Noor: Market Risk (LDN) 

Subject: RE: Colt - Market Risk / Credit Risk 


— => Redacted by (he Permanent 

Subcommittee on investigations 
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rU be in touch too. 


Noor 


From; Dyer, Lansford: Risk (NYK) 

Sent: Tuesday, November 20, 2012 10:05 PM 

'I'o: Kim, Eugene; Structuring (NYK); U1 Islam, Noor: Maiket Risk (LDN) 

Cc; Mammola, Paoio: Risk (LDN); Gargano, Cindy: Credit Risk (NYK); Brown, Gerry'; Risk (NYK); 
Winter, Daniel; Risk (NYK); Levy, Chris: Structuring (NYK); Asaf, Lydia; Structuring (NYK) 
Subject; RE: Colt - Market Risk / Credit Risk 


Eugene, ITl send you the credit risk opinion in the morning after I summarize the outstanding options, pro 
forma for the new option and the proposed exercises. 


Lansford Dyer • Barclays • Risk • Work: 212 412 3576 • Mobile: * Email; 

lansford.dyer@barclays.com 


From: Kim, Eugene: Stracturing (NYK) 

Sent: Tuesday, November 20, 2012 2:10 PM 
To: U1 Islam, Noor: Market Risk (LDN) 

Cc: Dyer, Lansford: Risk (NYK); Mammola. Paolo: Risk (LDN); Gargano, Cindy: Credit Risk (NYK); 
Brown, Geny: Risk (NYK); Winter, Daniel: Risk (NYK); Levy, Chris: Structuring (NYK); Asaf, Lydia: 
Structuring (NYK) 

Subject: Colt - Market Risk / Credit Risk 


Noor, 


Please find attached a revised Approvals Notification (and a redline) reflecting the following: 

• We were informed yesterday that Renaissance would like to enter into an additional option (i.e., two options 
radier than one) on November 27 for a combined premium of $400m. There are no other changes to the 
options. (There are six options currently outstanding with an aggregate value of $3.1bn. The expected 
exercise of three options in December and the addition of the two new options will, on net, decrease the 
aggregate value to $1.5bn.) 

• We will be notifying the Tax Review Committee (Matt Hamraerstein, Mark Harding, Robert Le Blanc, and 
Chris Lucas) prior to execution. 


= Redacted by the Perenanent 
Subcommittccon Investfgations 
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Please let us know by Friday morning (NY time) if you have Miy comments, if you would like to have a call, 
or if you aie okay proceeding with the transaction from a Market Risk and a Credit Risk perspective. 

Best regards, 

Eugene Kim 
Barclays i New York 

Office: +1.212.526.0275 I eugene.idm@barclays.com 


From: Asaf, Lydia: Stiucturing (NYK) 

Sent; Thursday, November 15, 2012 6:21 PM 

To: U1 Islam, Noor: Market Risk (LDN); Dyer, Lansfoid: Risk (NYK) 

Cc: Mammola, Paolo: Risk (LDN); Gargano, Cindy: Credit Risk (NYK); Brown, Geiry; Risk (NYK); 
Winter, Daniel: Risk (NYK); Levy, Chris: Structuring (NYK); Kim, Eugene: Structuring (NYK) 
Subject; Colt - Market Risk / Credit Risk 


Noor, 


Renaissance plans to enter into a new Colt option transaction on November 27. 2012. 


This is a repeat transaction and will have substantially the same terms as the prior Colt option transaction. 


Please find attached a draft Approvals Notification for the transaction. Please let me know if you have any 
comments, if you would like to have a call, or if you are okay proceeding with the transaction from a Market 
Risk and a Credit Risk perspective, 


Please also note that Renaissance plans to exercise options AAA, BBB and CCC in December 2012. 


Best regards, 

Lydia Asaf 
Barclays t New York 

Office: +1.212.526.6115 I Mobile: lydia.asaf@barclays.com 
<mailto:eugene.kim@barclays.com> 


■ = Redacted by the Permanent 
Subcommittee on Investigations 
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From: 

Sent: 

To: 

CC: 

Snbjwt: 

Attachments: 


McPherson, }lamish: Structuring (LDN) </o=taw/csi=usa/cns=Dyk ad osers/cn=users/cn=mcphersh> 

Wed Jul 02 2008 10:29:07 EiyT 

Medak, Rafal: Financial Control <LDN) </o=hzwA)iJ=europe/C!i==reC!pieDts/cn=exchange recipients/cn=inedakr> 
FW: Palomino's PB accounts 


Importance: Normal 
Priority: Normal 

Sensitivity: None 

Rafal 


Please see below. 
Hamish 


Legal Ring-fencing 

Palomino Limited has two prime brokerage accounts (one with BCI and one with BCSL), which are managed 
on a day to day basis by Renaissance. 

In HI 2008, both prime brokerage accounts were legaUy ring-fenced such that Palomino’s exposure to such 
accounts became limited to the equity invested in such accounts at any time (similar to an investment in a 
limited liability corporation). 

Tliis ring-fencing is documented directly in the prime brokerage agreements by restricting BCI/BCSL's 
recourse to the Pledged Assets only (i.e. the long positions in the PB accounts). As a result in the event that 
the value of the PB Accounts falls below $0 (i.e. any debt plus short positions exceeds the cash plus long 
positions), then Palomino will not be exposed to such loss because the provider of the leverage (i.e. 
BCI/BCSL) only has recourse against the assets in Uie accounts. 

PB Agreement: 

’’Notwithstanding anything to the contrary contained in this Agreement or the agreement related to the 
Related Accounts or any schedule, annex or exhibit hereto or thereto, or any other document or agreement 
issued or delivered in connection herewith or therewith, BCI’s recourse against Customer arising out of 
Customer’s liabilities or other obligations incurred under or otherwise arising out of the transactions 
contemplated by this Agreement or the agreement related to the Related Accounts (including, without 
limitation, the obligation to repay Loans, deliver margin, pay interest and other amounts, and indemnify BCI 
under Clause 7.9 and otherwise), shall be limited to the value of the Pledged Assets maintained on balance in 
or otherwise credited to the Accounts; provided, that BCI shall be entitled to name Customer in any action of 
proceeding so long as the relief sought or obtained therein is restricted to recourse against such Pigged 
Assets." 

Conclusion 

The PB Accounts should now be accounted for as a new entity/silo and its consolidation determined on the 
basis of control in accordance with IAS27 or SIC-12. 


Options 

Badger Holdings L.P. (part of the Renaissance Medallion group) holds a series of cash-settled options, 
written by BBPLC, referenced directly to the value of PB Accounts (i.e. the value of the equity held by 
Palomino). 

BBPLC in turn holds identical options written by Palomino and Palomino uses the cash proceeds from the 
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premium to invest equity in the PB Accounts. 

Therefore any gain or loss in the value of Palomino's investtnentin flie PB Accounts is passed-on 100% to 
Badger under the Options (via BBPLC). 

Note that the Options expire unexercised to the extent that the value of the PB Accounts falls to below 10% 
of the initial equity (i.e. premium of the option). 

Option Confirm : 

"Calculation Period Return" means, in respect of each Calculation Period, the sum of the corresponding (i) 
Basket Gains, minus (ii) Basket Losses, minus (iii) Basket Cost. 

“Basket Gains” means, in respect of each Calculation Period, the sum of all (i) gains realized in respect of 
Designated Positions at any time during the Calculation Period, (ii) unrealized gains in respect of Designated 
Positions credited to, included or deemed included in the Reference Accounts at the close of the Calculation 
Period (where the unrealized gain in respect of each such Designated Position is determined at the Valuation 
Time applicable to such Designated Position on the last day of the Calculation Period), (iii) dividends 
accrued (based on ex-dividend dates) at any time during the Calculation Period in respect of long Designated 
Positions, adjusted as set forth in Section 5 below, and (iv) interest and other income received or accrued on 
or in respect of Designated Positions at any time during the Calculation Period. 

“Basket Losses” means, in respect of each Calculation Period, the sum of all (i) losses realized in respect of 
Designated Positions at any time during the Calculation Period, (ii) unrealized losses in respect of Designated 
Positions credited to, included or deemed included in the Reference Accounts at the close of the Calculation 
Period (where the unrealized loss in respect of each such Designated Position is determined at the Valuation 
Time applicable to such Designated Position on the last day of the Calculation Period), and (iii) dividend and 
interest equivalent amounts paid or accrued (based on ex-<Uvidend and ex-interest dates, as applicable) at any 
time during the Calculation Period in respect of short Designated Positions, adjusted as set foith in Section 5 
below. 

“Basket Cost” means, in respect of each Calculation Period, the (positive or negative) sum of (i) all 
commissions and fees in connection with the execution of transactions to acquire, create, dispose of or 
otherwise terminate Designated Positions, to the extent authorized under the Investment Management 
Agreement (excluding any fees paid to the Advisor and any interest and other financing charges), paid or 
accrued in connection with the trading of Designated Positions in accordance with the Investment 
Management Agreement during the Calculation Period and any expenses reimbursed by Client to the Advisor 
in accordance with the Investment Management Agreement, plus (ii) the Debit Amount, plus (iii) the Stock 
Boitow Fee Amount, minus (iv) any realized and unrealized gains (determined at the close of the Calculation 
Period), interest and other income received or accrued in respect of cash, property or other financial positions 
credited to, included or deemed included in the Reference Accounts or otherwise credited to the Reference 
Accounts (excluding gain and income items included in Basket Gains) at any time during the Calculation 
Period. 

Conclusions 

Generally, Palomino and Barclays do not share in any gains in the value of the account, because any such 
gains are paid away to Badger under the Options. 

Palomino is not exposed to any losses in the value of the account because (i) the amount it is required to pay 
under the options reduces in line with the reduction in value of the PB Accounts and (ii) the accounts are 
legally ring-fenced so Palomino is not exposed to losses in the accounts below the value of its investment. 
Barclays does obtain a benefit from the strcuture in the form of standard prime brokerage fees, which would 
exist even if the client held the accounts directly. 

Barclays (BCI/BCSL) is exposed to GAP risk in the accounts to the extent that the value of the accounts falls 
below SO, because its recourse is legally restricted only to the assets in the account. Note a similar situation 
would arise in a standard prime brokerage arrangement where the client had invested through an LLC. 
Palomino has some potential to benefit to the extent that the value of the PB Accounts reduces to between 0- 
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10% of the initial value, because in this case the Options expire unexercised, but the equity in the PB 
Accounts still has some value. 


Example Numbers 

The table below shows the premium of previous options and die exercise amount as a % of the premium. 
Note that Barclays (as prime broker) only loses money if the value of the accounts falls below $0, and 
Palomino only gains if the accounts are between 0-10% of the premium. 

TRADE DATE EXERCISE DATE PREMIUM EXERCISE VALUE 
October 1, 2002 January 13, 2004 125 418% 

May 9, 2003 May 28, 2004 250 295% 

January 14, 2004 September 30, 2004 40 135% 

January 14, 2004 September 30, 2004 40 135% 

June 1, 2004 September 30, 2004 125 100% 

June 1, 2004 September 30, 2004 125 100% 

June 1, 2004 September 30, 2004 125 100% 

June 1, 2004 September 30, 2004 125 100% 

October 1, 2004 December 19, 2005 125 294% 

October 1, 2004 December 19, 2005 125 294% 

October 1, 2004 August 16, 2006 125 558% 

October 1, 2004 November 30, 2006 125 770% 

December 21, 2005 March 7, 2007 30 353% 

December 21, 2005 March 7, 2007 40 353% 

December 21, 2005 June 26, 2007 30 480% 

December 21, 2005 June 26, 2007 70 480% 

December 6, 2006 December 19, 2CK)7 125 337% 

December 6, 2006 December 19, 2007 160 337% 

December 6, 2006 April 24, 2008 205 482% 

December 6, 2006 December 19, 2007 410 337% 

June 22, 2007 August 22, 2007 275 101% 


Accounting Analysis 

The PB Accounts should be accounted for a.s a new entity/silo with consolidation determined on the basis of 
control, 

The PB Accounts are managed by Renaissance and neither Barclays nor Palomino benefits from gains in the 
accounts or is exposed to losses in the accounts, other than in the circumstances outlined above. 

As a result. Renaissance (via Badger) and not Barclays should consolidate the PB Accounts. 


IRS Circular 230 email disclaimer: Barclays Capital and its affiliates do not provide tax advice. Please note 
that (i) any discussion of US tax matters contained in this communication (including any attachments) cannot 
be used by you for the purpose of avoiding tax penalties, (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein, (iii) you should seek advice based on your particular 
circumstances from an independent tax advisor. 


From; nidhi.bajaj@uk.pwc.com [mailto:mdhi.bajaj@uk.pwc.com} 
Sent; 01 July 2008 21:35 
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To: Medak, Rafal: Financial Control (IX)N) 

Cc: McPherson, Hamish: Structuring (LDN); mat.falconer@uk.pwc.com 
Subject: Re: Palomino’s PB accounts 


Rafal 

As per our earlier conversation, the key points we would like to discuss on Thursday are : 

- What steps have been taken to ensure diat there is no cross-contomination ie how is the legal ringfencing 
implemented, especially with respect to the option? 

- Is the internal option with BB with Palomino or the PB accounts? If the former, then how does it form part 
of the ringfencing? 

- Could you pull out some of the numbers relating to the amounts paid to RenTec over the last few years ie 
how close have you come to option strikeout? 

Mat and I are meeting Paul and Hugh at 9am on Thureday, so wail come over for a catchup with you when 
that ends, if that's ok with you, If not, please do suggest another dme that works for you. 

Kind Regards 
Nidhi. 


The information transmitted is intend^ only for the pereon or entity to which it is addressed and may contain 
confidential and/or privileged material. Any review, retransmission, dissemination or other use of, or taking 
of any action in reliance upon, this information by persons or entities other than the intended recipient is 
prohibited. If you received this in error, please contact the sender and delete the material from any computer. 
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Deutsche Bank m 

D^itsche Bank AO London^ 
do Oet^che Sank SecudUes Ina 
^Wa> Street 
New Ywk, NY 10005 
Tei^>hone: 1-212-25Q>2500 


December 16, 2007 


MOSiiL EQUITIES L.P. 
do Renaissance Technologies LLC 
800 Third Avenue 
New York, NY 10022 
Attn: Mark Silber / Carla Volpe Paler 
Tel: (212)486-6780 

Fax: (212)758-7136 

“OUT PERFORMANCE” BARRI ER OFTiON TRANSACTION - Cash Settled, Linear Amortiring 
Premium - DBSI Reference No. JHHHIl 

Dear Sirs: 

The purpose of this letter agre^ent (this "Conftinnation") is to confirm the terms and conditions of 
the Transaction entered Into between DEUTSCHE BANK AG, LONDON BRANCH ("Party A") and 
MOSi'L EQUITIES L.P. (“Party 8’) on tt^e Trade Date specified below (the ‘Transaction"). This 
ConfiiTTiation conshtutes a "Confirmation" as referred to in the ISOA Master Agreement specified below. 
This Confirmation constitutes the entire agreement and luiderstanding of ttie parties with respect to the 
subje:t matter and terms of the Transaction and supersedes aH prior or contemporaneous written or oral 
ccKnniunications with respect thereto. 

DEUTSCHE BANK AG IS NOT REGISTERED AS A BROKER DEALER UNDER THE U.S. 
SECLIRITiES EXCHANGE ACT OF 1934. DEUTSCHE BANK SECURITIES INC. ("DBSr or 
"DESIGNATED AGENT") HAS ACTED SOLELY AS AGENT IN CONNECTION WITH THIS 
TR/^lSACnON AND HAS NO OBLIGATION, BY WAY OF ISSUANCE. ENDORSEMENT, 
GUVUUUfTEE OR OTHERWISE WITH RESPECT TO THE PERFORMANCE OF EITHER PARTY 
UNDER THE TRANSACTION. DEUTSCHE BANK AG. LONDON BRANCH IS NOT A MEMBER OF 
THE iiECURJTlES INVESTOR PROTECTION CORPORATION (SIPC). 

The definitions and provisions contained in the 2000 ISDA Definitions (the “Swap Definitions") and 
in the 1998 ISDA Equity Derivatives Definitions (the 'Equfty Definitions", and together with toe Swap 
Oefinitions. the "Definitions"), in each case as published by the International Swaps and Oans^tivea 
Assot^alion, Inc. are Incorporated info this Confirmation, In the event of any Inconsistency between the 
Swap Definitions and the Equity D^nitions, the Equity Definitions will govern, in the event of any 
inconiiistency between either set of Definitions and this Confnmatlon. this Confirmation will govern. For 
piirposas of the Equity 'Definittons, the Transaction sh^l cc^istitute an "Index Cation Transaction’. 


' = Redacted by the Permanent 
Subcommittee on investigations 


I Deal sche BasX AO is regulated by the FSA for the cooduci of designated investment business in the UK, Is a 
member of the London Stock Exchange and U a ItntUed liability ccanpany incorporated in the Federal Republic of 
Oeimiaiy HRB No. 50 000 District Coun of Frankfurt am Mato; Braoch Regisiratioa No. to England and Wales 
BRtXXiGOS, RegUtered ^klreas: Winchester House. 1 Great Winchester Street, London EC2N 2DR, Telephone: 
+44 2 0 7545 8000. 

Chainnan of the Supervisory Board: Rolf -E. Breuer. Board of Managing Directors: Clemens Borsig, Hermann- 
Josef l.ambertlai, Josef Ackemiann, Tessen voa Heydebreck. 
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This Confirmation constitutes a ’Conftmatton" as referred to to. and sitoPlements. forms a part of 
and subject to. the ISDA Master Agreement, todisfing toe ScherftJe and Credit Support Annex toemto 
dated as of November 15, 2007 as amended and mpplOTieited }tt»e Ume to fime (the ’Agreemeni”), 
between you and Deutsdie Bank AG. Ail provisions to the Agreement go\^m this ConfirmatlGn 

except as expressly modified below. 

"Loss" payment measure and "Second Method" payment metood shall apply to this Transaction. 


The terms of toe parUcutar Transaction to wtrtto toe ConftonaOon relates are as follows: 


General Terms 

Trade Date: 
Effective Date: 
Option T^e; 
Option Style: 
Buyer: 

Seller: 

index; 

Basket: 


Trading Basket; 


Term Basket: 


Decider 17, 2007 
Dec^ttor 18, 2007 
Cal 

American 
Party B 

The NAV Index Level 

A record maintained by the Calculation Agent and 
enfitled "Basket A”, idenfi^g, at all times, all of the 
pos'rfione that result or that would result from transactions 
(vitoetoer or not actually executed) designated by the 
Investment Advisor {as defined below) to be ir^duded in 
surto record irt accordance with toe Investment 
Guidelines and Restoctiof>s in the Adwsor Agreement 
(as defined below), as they may be amended time 
to time ('Basket Positions*). 

The Basket may be divided, at any time, toto sub- 
records. each constituting either a Trading Basket or a 
Term Basket, as defined below. 

Each Term Basket shall have a corresponding Trading 
Bad^et in which toe country and currency are toe same 
as toose of toe relevant Term Basket, orovldea that a 
Trading Basket may or may not have a corresponding 
Term Basket. 

A record maintained by the Calculation Agent ir^ respect 
of which all of the following characteristics have been 
spedfied: (i) a country and (ii) a currency, and that 
identifies, at all times, all of the outstanding Basket 
Positions designated by toe Investment Advisor to be 
Indudad in such record. 

A record maintained by the Calculation Agent in respect 
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Term Basket Duration: 


Exchange: 


Related ExGhange(5): 


Business Day: 

Business Day Convention: 
Transraction Details 

Number of Options: 
Notional Amount: 

Strike Price: 

Premium: 


Premium Payment Date; 

Calculation Agent: 
Procedure for Exercise 

Commencement Date; 
Exercise Palod: 


of whidi eA ctf the IWkwring characteristics have been 
specifed; (0 a country, (h) a currency, (iii) Use date on 
whx* suc^i rrooitl Is established (the “Start Date”), (iv) 
the reievsnf LIBOR Rats (as defined in Section 2 herein 
and (v) the on which ail of tiis Basket Positions 
included in sudi record ere scheduled to be liquidated 
(Wie “Er\d Date"), and ttiat identifies, at aii times, ail of the 
outetending Basket PosItlcHis designated by tiie 
inve^m^t Adwsor to be kicluded in such record. 

in resp^ of each Temt Basket, the number of calendar 
deya nclutted in Ihe period commencing on, but 
e^^hiding, the Start Dale corresponding to such Term 
Ba^et. and ending on. and including, tire earlier of (i) the 
End Date correspondmg to such Term Basket, or (ti) the 
Expir^km Date. 

In reject of each Basket PosHton or underling security, 
tiio primary exchange or quotation s^tem (or any 
succ^sor titereto), if any, on whir* such Basket Position 
or urxledying security, as applicable, is actively traded or 
quoted. 

In respect of each Basket Position or underlying securi^, 
the primary exchange or quotation system (or any 
successor theretio), if any, on which futures and/or 
opti«is contracts with tBspect to such Basket Position or 
underiy^g security ara actively traded or quoted. 

New York 

Following Business Day. 


One 

USDI, 170,000, 000 
100 

USD130.000,000. of which USD53,95O,000constltute8 
and is referred to hereitt as "Amortizable Premium" and 
USD76.050,000 constitutes and is referred to herein as 
“Fixed Premium", 

The ti)ird {3rd) Business Day immediately following the 
Trade Date. 

Designated Agent 


The Trad© Date 

The pwlod commerrcing on, and including. Ihe 
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Latest Exercise Time; 
Exercise Date: 

Expiration Time: 
Expiration Date: 


Automatic Exercise: 


Seller's Agent’s Tel^hwie 
Number and Facsimile 
Number and Contact 
Details for Purpose of 
Giving Notice; 


Valuation 

Valuation Time; 
Valuation Date(a): 

Final Valuation Date; 
Pricing Period: 


Con)merK»ment Date Kid ending at the Expiration Time 
(Ml ^ E}qwatKMi Dale. 

5 p.m. 8me te New YchIc City). 

The Ext^ange ^siness Day innmediat^y foSowing die 
date at whidt BuyK drivers to Seller’s Agent a written 
notice of exodse. 

S p.ro. OfMtei ttne in New Voile City). 

1T» date vdtich is Sie eariiest of: (i) June 16, 2011, (the 
"Scheduled ExjiHrafitMi Date"), (ii) the first date on which 
the BarriK NAV Index Level is at or below the Expiration 
Pitoe. and (a) the date on which a valid Early Expiration 
Notice, ifttii^ s not subsequently revoked in acccrdance 
wiUi the {Movislons set forth below. Is prompUy delivered 
to toe Buyer by the Seller. (Each of the events and dates 
desoibed m subsections (ii) and (iii) above shall be 
referred to herein as an "Eariv Termination Event " and an 
“ E^v Termination Date" , respectively). 

Applicable. This Transaction shall be deemed to be 
auiomaticaliy exerdsed on the Expiration Date to the 
extant that ^ Option hereunder has not been previously 
exercised or terminated, 

Salter’s 

Rent's Name: Sateh Ramakrishna 

^ecifled 

Location; 60 W^l ^reet. 4** Floor 

New York. NY 10005 
Td: (212)2504028 

Fax: (212)797-9358 


5 p.m. (local time in New York City). 

Any Exchange Business Day on each relevant Exchange 
during toe Exercise Period. 

The last Pricing Day in the Pricing Period. 

The period commencing on. and including, the Exercise 
Date and orxJing on. and including, the earlier of (i) the 
toird (S*^ Pricing Day immediately foilowinQ the Exartrfse 
Date, and (il) the 14"' Business Day immediately 
following the Exercise Date; provided that if an Early 
Termination Event has occurred and Hie Seller has 
delivered to toe Buyer an Early Expiration Notice and the 
Seller has not received a Buyer Terminatian Notice (as 
defined in Section 1 herein) from the Buyer, toe 
commencKnent of toe Prldng Period will be as 
determined by toe Calculation Agent at such time, but in 
no event later than the Business Day immediately 
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Valuation Method: 

Pric'ng Day: 

Setti<»ment Terms: 

Cash Settiement; 
NAV Amount; 


NAV Index Level: 


Barrier NAV Amount: 


BaiTier NAV Index Level: 


Expiration Price: 

Cash SeWement Amount; 


Cash SeWement Payment Date; 

Adjustments For Potential 
Adjustment Events: 

Consequences of Merger Events: 


Bu^ Termkiafion 

M Ba^ef Podfions shall be valued as set forth on 

Ajtnex > hsato. 

/V) Exdiange Business Day on which a Market 
Disruption Event has rtot occurred. 


Applicable 

As of the r^evant Vakiatjon Date, an amount (which may 
be a |x>sffive or negative number} equal to product of 

0) the Notional Amount, and (!!} ^e quotient obtained by 
dividng (A) ^ NAV Index Lev^ minus 1 00. by (B) 1 00. 

As of die Trade Date, the Btrike Price; and as of any 
Valualton Date during the Exercise Period, an amount 
(wAiich may be a positive or negative number} 
determined as follows: 

(t) Strike Price, {^us 

01) Basket Base Performance divided by the Notional 
Amount and multiplied by one hundred (100). 

As of eacii Exchange Business Day during the Term of 
this Transaction, an amount (which may be a positive or 
negative number) equal to the NAV Amount minus the 
Total Amortized Premium. 

As of the Trade Date, the Strike Price; and as of any 
Vakiation Date during hie Ex&'cise Period, an amount 
(v^ich may be a positive or negative number) 
determined as fellows; 

(1) Strike Price, plus 

(ii) Barrier NAV Amount divided by the Notional 
Amount and multiplied by one hundred (100) 

93.5 

The greater of (i) zero, and (ii) an amount, as calculated 
by the Calculation AgenL equal to the sum of (A) the 
product of (1) NAV Index Level minus 100, divided by 

(2) too, and multiplied by (3) the Notional Amount, plus 
(B) the Prwitlum Settlemwn Amount (defined below). 

The third (S"*) Exchange Business Day immediately 
foiiowlng the Final Valitetlon Date. 

Calculation Agent Adjustinent (as defined below) 

Calculation Agent Adjustment (as defined below) 

5 


Strictly Confidentia}-4\lot for Circuiation/Committee Members and Staff Orly 


DB-PSI 00000324 



869 


Nationalization or Insolvency: 
Calc jiation Agent Adjustment: 


Cak^lafltHt Ag«it Adju^nent (as defined below) 

For purpose of Atlustnwnts for Potential Adjustment 
Evente. Conset^nces of Meiper Events and 
NafiCHt^z^on or Insolvency, ail with respect to the 
relevant Bssket Posifions which comprise the Basket 
Irmt time to &me, ttre Calculation Agent wll make such 
adjuslm^te to the ^are price, fire ttien applicable 
Basket Base Perfwmance. the NAV index Level and any 
other v^^ie relevant to the exercise, settlement or 
parent terms of the Transaction, as the Calculaticm 
Agent, adng k) good ^ith and commerdaily reasonable 
manner, determines appropriate, vwth reference (as 
deemed appropriate) to any relevant adjustmrait rules 
and prec^ents in effect for any primary options 
exchange for exdtange-traded options contacts on the 
rderant affected Bask^ Positions and In cxxisuitation 
wifli Party B. 
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Addi donal Terms - Early Expiration Event I EcU-iy Termination Event 

The following additional terms shall apprfy to tilts Transactkxi. 

1. "Early E>^iration Event”. Notvi^tanding ai^kig set ftiftn herein to the contrary, if. at 
any t me during &ie term of this Transaction, ttie C^kajtetkMi ^«it reasonably determines that the Barrier 
NAV Index Le\«t is less than or equal to 97.7 {the ‘‘E}q>iratot TNe^ioid Price") but above the Expiration 
Price, an “Early Expiration Event shall be deemed to have occutred, and the Seller shall have the right to 
deirvor to the Buyer an Early Expiration Notice (defined b^ow) purajant to the terms and conditions set 
forth hK'ein. 

Upon the occurrence of an Early Expiration Ewnt, ttte Seller shall have the right, but not the 
obligation, to deliver to the Bu^rer, promptly after the occurrence of such Eariy Expiration Event, an Early 
Expiration Notice (defined below). 

“Early Expiration Notice" shall mean a notice in the form of Annex II hereto, or other 
comrounlcafion of the details induded In the fomi attached hereto as Annex il. delivered by the Seiler to 
the E.uyer by telephone or facsimile communicaficHi as determtoed appropriate under the circumstances 
by whereby Seiler has made ite best e^>rts (i) to place such telephone call to ^yer and (ii) to 

transmit sudi Notice by facsimile commimtcation and (i) by in all cases between toe houra of 9 
a.m. and 5 p.m. (New York time) on any Exchange Business Day and irrespective of whether such notice 
or communication is actually received by Buyer. The Eariy Expiration Notice may be delivered prior to 
(but in immediate anticipation of) an Eariy Expiration Event and the Seller reserves the right to 
revoke such Eariy Expiration Notice (including any Buyn- Termination Notice d^ivered in 
connection therewith) if the Calculation Agent determines that the Barrier NAV Index Level is 
above the Expiration Threshold Price; unless tiie Buyer has notified the Seller of its intention not 
to doliver the Buyer Termination Notice, in vrhich case the Eariy Expiration Notice will remain in 
effect. 


If toe Seller has delivered ai Early Expiration Notice to the Buyer, toe Buyer shall immediately (l) 
provide the SeBer with a notice hi the form specified m Annex 111 (the “Buyer Termination Nolice' T or (ii) 
inform the SeBer erf its inlwition not to provide the Seller vwth the Buyer Termination Notice. 

If an Early Termination Evoit has occurred and toe Buyer either fails immediately to act in 
accodance with tfie preceding paragraph or informs the Srtler of its Intention not to provide the Seller with 
toe Euyer Termination Notice, the Seiler shall, on the s^plicable Cash Settlement Payment Date, pay to 
the Buyer toe Cash Settiement Amount, if any, in accord^ce with toe Valuation and S^ement Terms set 
forth above for this Transaction. 

If the Buyer delivers to the Seller the Buyer Termination Notice and such notice is not 
subs'jquentiy revrAod in accordance wfth the provisions set forth above, toe Buyer (or an affiliate of the 
reasonably acc^table to the Seller) shaH pr<xnptly trade wnth the Seller all of the Basket Positions 
such that after toe transfer toere are no long or short Basket Positions remaining. The consideration for 
such transfer shall be based on the then current market viBues of the Basket Positions; provided toat in 
the event that toe such market values result In a Barrier NAV Index Levtf lower than toe Expiration Price, 
toe Calcination Agent shall have the right to assign such other values to toe Basket Positions in order, and 
to the extent necessary, to cause toe Barrier NAV Index Level immediately following such trade of all toe 
Basket Positions to equal the Expiration Price. 

2. Further Definitions: 

"Premium Ssrftlement Amounf means toe original Premium minus toe Total Amortized Premium 
minus USD65Q.0Q0 

"Total Amortized Premium' means too sum of the Amorti»d Deily Premium ter each calendar day 
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from buf excluding the Trade Dafe to and induding Sie earKest of any date determination, the Exercise 
Date Uie Scheduled Expiration Date and/or the TwinlnatlOT Date. 

“Amortized Daily Premium” means Am<xt' 2 abie Prwnkim divided by the total number of in 
the Exetfclse Period {assuming ttie Exercise Period «»i die &aiedi^ed Expiration Date). 

TTie Basket- 

"Basket Base Performance” means the sum (ex[M«ssed in USD) of (i) Basket Gains and Losses 
plus (ii) Basket income and Expenses. 

“Basket Gains and Losses' meais the sisn (expressaJ ki USD) of (i) realized and unrealized 
gain: in respect of the Basket PoeiEons minus 0>) realized unreali^rd losses in respect of the Basket 
Positions. 

“Basket Income and Expenses" means (i) the sum. expressed in USD, of (A) dividend income 
(determined based on ex-dividend dates whidi have occurred wiftiin ttie Exercise Penod) net of non-U.S. 
withholding taxes (as deteim'ined in good feith by Party A) and any U.S. withholding tax imposed as a 
resui ; of the occurrence of any of the events desafeed m flie “AddtBonal Tax Event" provisions set forth 
belov/ (as determined in good faith by Party A), plus (B) inters! income (on an accrual basis), plus (C) 
the pn^uct of (x) the Rebate Share Value multiplied by (y) either the relevant Debit Rate (as defined 
belov/) or, in the case of any Hard-to-Borrow Shares, actu^ rebate rate received, plus (D) Tot^ 
^oitized Premium (as of any date of det&mination} plus (E) total Interest Income received and 
recer/abie at the relevant Debit Rate (as defined t^ow)on the Basket Crerfit Balance (as defined below), 
plus (F) aB other irwome enumerated in the Basket Performance Report, minus (Ii) the sum of (A) total 
accrued and paid Interest expense at the Debit Rate (as defined below) on tee Basket Debit Balance 
(defined below), plus (Bj payments in lieu of dtvWevJs (determined based on ex-dividend dates wteich 
have then occurred witein the Exercise Period), grossed up for non-U.S. withholding taxes, tf any (as 
determined in good faith by Party A), and any U.S. vinlhholding tax imposed as a result of the occurrence 
of any of the events described in the “Additional Tax Event* provisiorvs set forth below (as determined in 
good faith by Par^ A), plus (C) interest expenses excluding accrued interest expenses cm Basket Debit 
Bstaiice, plus (D) other expenses enumerated in the Basket Performance Report. 

"Basket Performance Report” means a periodic transaction report prepared and compiled by the 
Calculation Agent and a^eed by the investment Ad\risor setting forth (among other teings) the Basket 
Base Performance for the relevant Valuation Date. The most current Basket Performance Report as of 
any c ate shall be available to Buyer upon request. 

“Debit Rate’ means the sum of (i) the Overnight Rate (as defined below) for arvy Trading Basket 
or this LIBOR Rale (as defined below) for any Term Basket, as the case may be and (ii) for U.S. equity 
sccuilties, the Spread (as listed in the U.S. Spread Schedule below) or for non-U.S. equity securities, as 
may he agreed by the parties. 

"Overnight Rate” for any Trading Basket means, for USD, as of any day the FEDOPEN Rale for 
sudi day (or if such day is not a Business Day as of tee preceding Budness Day) determined by reference 
to the FEDOPEN Index as published by tee Federal Reserve and as disseminated via Bloomberg or for 
any other currency, the recognized overnight rate for su^ currency as determined by the Calculation 
Agent, in good faite, or if such overnight rate is not available, the one (1 ) week rate for such currency as 
determined by tee Calculation Agent. In good faith. 

"LIBOR Rate” means. In respect of each Term Basket, tee LIBOR interest rate on the Start Date 
for a Signaled Maturity equal to the pw-lod that Is closest in tength to tee Term Basket Duration, 
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U S. SPREAD SCHEDULE 



&}reacl 

ADoiies to: 

Rebate Share Value 

Minus 23 basis points (0,23%) 

Each Trading Basket and Term 
Basket 

Total interest income received and 
receivable 

Minus 2S basis posits (0,25%) 

Each Trading Basket and Term 
Basket 

Total accrued and paid interest 
expe tsa 

Plus 23 basis points (0,23%) 


Total accrued and paid interest 
expense 

Plus 0 basis points (0.00%) 



'"Harti-to-Borrow SHares” means, as determined by the Cafculalion Agent, any Shares comprising 
the Basket from time to time for which the market rebate rats is tower than the ncamal rebate rale received 
on "gisneral colialeral’' shares in connection with a theoretic^ stock borrow anangement. 

Funding Costs (AJI Funding Cost determinations shall be made on a Share ''settlement date” 

basis) -- 

"Basket Debit Balance" means, at any time, the excess, if anyt of {A) Ihe aggregate of (i) the "cos! 
basis ' of all open Basket Positions, plus (ii) the cumulative realized losses on all Basket Positions, minus 
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(iii) the cumuiafive realized gains on ail Basket Poatkms. plus (iw) the Solute value of tiie Rebate Share 
Valuti. minus {v) the absolute value of 8ie acfij^ sale prt(»(s) rec^ved for ail Basket Positions that 
represent open short sates of equity securities, and (vi) aB adjustments fw aiy other inccwne or expense 
allocable to the Basket, over {8} tiie F^mium. 

“Basket Credit Balance" means, at any tfrro, ttie excess, if »iy, of (A) &ie Premium, over <B) ttie 
aggrfigate of (i) the “cost basis" of all open Basket PosiBons, plus fn) the cumulative realized losses on 
any Basket Positbns, minus (i'l) the cumulative malisd on any Basket Positions, phis (iv) the 
absolute value of Wie Rebate Share Value, minus (v) the absolute value of the actual sale price(s> 
recerred for ail Basket Positions tfiat r^resenl opwj slwrt sales trf equity securities, and (vi) all 
adjustments for any ottier income or expense allocable to 9>e Bask^ 

“Rebate Share Value" means, at any time, the mallet value from time to time of ai! Basket 
Posit ons that represent open short sales of equity securiUes. 

AddI donal Representations: 

Buyer snd Seller eadi make (and as irwJicated, Buyer makes) the following additional 
refH'esentafiOTs: 

(i) it is entering into the Transactbn as prbdpal and not as agent or in any other capacity, 
fiduciary w otherwise and no other person has an intK^t herein. 

(ii) it has, in connection wite the Transaction (a) the knowledge and sophistbation to 
independendy appraise and understand the fhanctel and legal terms and conditions of the Transactbn 
and to assume the economic consequences and risks thereof and has, in tect, done so as a result of 
arm's length dealings vHih Bie other party; (b) to extent necessary, csxisulted with its own independent 
financial, legal or other advlsom and has made Its own investment, hedging and trading decisions In 
conn<sctbn with the Transaction based upon its own Judgment and the advice of such advisors and not 
upon any view expressed by the other party: (c) not relied upon any representation (wrfiether written or 
oral) of the party, other than the representatbns expressly set forUt hereunder and is not in any 
fiduciary reiationship vtflth the other party: (d) obtain^ from the other party (directly or indirecdy 
through any other parson) any advice, couns^ or assurances as to the expected or projected success, 
profitability, performance, results or benefits of the Transaction; and (e) determined to Its satisfaction 
whetiier or not the rates, prices or amounts and other econante terms of the Transaction and the 
indicfitive quotetbns (if any) provided by the other party reflect those in the relevant market for similar 
bansacflons. 

(iii) it is not a private customer (as defined in the Rules of The Securities and Futures 
Authority). 

(iv) it underslanda that the offer ar>d sale of the OpBons($) constituting the Transaction is 
intended to be exempt from registration under the US Securities Act of 1933, as amended (the ‘Seeurittes 
Act*), by virtue of Section 4(2) thereof. In furtherance thereof, it represents end warrants that (a) ft is 
expesienced in investing in or otherwise entering into options and other financial instruments similar to the 
Tranoactlon and has determined that the Transection is a suitable investment for it, and (b) ii is an 
InsliUitton which qualifies as an "accredited investor” w “qualified institufional buyer" as such terms are 
defined under relevant regulations promulgated under the Securities Act 

(v) Buyer understands and specificalty acknowledges and agrees that the composftlm of the 
Basket ss well as the Basket Base Performance shall be under the sole discretionary trading authority of 
Renaissance Technologies LLC (f/k/a Renaissance Technologies Corp.) (the “ Investment Advisor *^ 
an investment advisor Independent of Seller, whidi investment Advisor will manage the composition of the 
Baskst fcx* tee account of Seller from time to time pursuant to the Investment Objectives. Guidelines and 
Restrictiorts set forth in (and the further temts of) an Amended and Restated Invaslmetit Advisory 
Agreomant dated as of November 16, 2007 between Seller (or He specified affiliate) and the Investment 


4 


Strictly Confidential-Mot for CirculatioryCommittee Members and Staff Only 


DS^’Si 00000323 



874 


Advisor, as amended by the parties thereto from frme to time (flie “Adwsor .ikareemenr t. A copy of such 
Advisor Agreement has been prewousiy made aveelabie to, and tas tawt reviewKt by. Buyer. Buy^r has 
obtained all the information it desires regarding toe tovestment AdYtso*. Buyer agrees and acknowledges 
that r, either Seiler nor the Designated Agent take aty i^ponsto^ for such information. TTie Buyer has 
made an independent judgment of the experience and e^qjsdse of toe Investment Advisor. 

(vi) Bu^r repr^ents to Sel!®’, that has arfBdent experience with derivative 

transi actions w similar securities or inslruments to make a deierrrtnation to enter into a Transacilffli linked 
to th« security underlying or referred to irt such dertvatore Iraisactkms. and has the capacity end authority 
to invest directly in the security underiy&tg w referred to In suto derivative transactions. This 
representation shall be deemed to be true and actajrale wi eadi day that this Confirmation remains in 
force and effect. 

Addiitonal Provisions: 

investment Advisor Buyer acknowledges that toe investment Adwsor has been engaged by Seller 
to mjinage the Basket on a discretionary basis lor toe accamt of Stf ter. While Seller shall in toe normal 
course of its business review investment Advisors compKance with the invesfenent Ot^ectives, Guidelines 
and ! Restrictions, Seller shall have no liabflity to Buyw - aid Buyer hereby waives any rights of action 
against Sefler - in connection with Investment Advisor's non-compliance wito said investment Objectives. 
Guidrslines and Restrictions — or any other Wms of the Advisor Agreement. Other toan as provided above, 
Buyer agrees that it shall not contact direcffy the Investment Adviscv rega-ding the terms or subject matter 
of thiii Transactlw). 

Tax Conditions 


Change in Definition of indemnifiable Tax : Solely for the purposes of this Transaction, the term 
indeninifiabie Tax will be defined to exclude any tax imposed on, any payment under this Transaction that 
is baited on, related to, in respect of. or measured by. In whole or in part, toe declaration, payment or 
receipt of any dividend on any Shares compriang from tene to time toe Basket. 

Additionai Tax Event: If during the term of the Transaction (and solely \Alth respect to this 
Transection), as a result of any event described to clauses (x) or (y) of Section 5(b)(ii) of the Agreement, 
which clause (x) will include, for the avoidance of doubt, to© commencemwit of a tax audit of Party A, 
Party A makes its own reasonable determination, after consultation with Party B) that it is substantially 
likely that it is under an obligation to withhold or remit any tex on account of, or relating to, the declaration, 
payment or receipt of any dividerKl on any Shares comprising from time to time the Basket (and in such 
cireurnstance vdll withhold or remit such tax as required), or otherwise receives dividends on such Shares 
net oi Wi^thhotding tax. due to the relationship bstv^n Party A and Party B as the respective Seller and 
Buyer under this Transaction, where sutto witohoiding or remittance woiJd fenpad, directly or indirectly, the 
NAV index Level, then Party B shaft be toe sole ^ected Party. 

Taxes : For purposes of determining Basket Base Performance, Basket Gains and Losses, 
Basket Income Expenses, Basket Credit Balance, Basket Debit Balance and any oth^ item used to 
caicutste or affecting any of such amounts, gan, toss and any other income or expense items wBi be 
computed and taken into account vwthout givir^g effect to any Tax that might be imposed in respect or by 
reason tliereof (exc^t for withitolding taxes to respect of dividends and payments In lieu of dividends tost 
have Botualty. or which Seiler has determined to gc^ faith w'lll be, imposed on it). 

Non-Confidentialitv . Except as oth^wise hereinafto' set fortti in this paragraph, the parties hereto 
agree and acknowledge that toe structure and tax aspects of toe Transaction and all materials provided by 
either party wito respect to such structure and tax aspects are, and have always been, non-confldarttiat, 
and are not the proprietary information of either party. Each party and each Affiliate thareof (and each 
empicyee, representative, or other agent of any of toe foregoing) may disdose, and has always beert 
entitled to disclose, to any and all persons, without limitatkm of any kind, toe tax treatment and tax 
struct jre of the Transaction and ail materials of any kind (including of^ions or other tax analyses) that are 
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provided to such party (or Affiliate) relatir^ to sut^i few treatmei^ and tax ^ructure (provided, however, 
that l|ie names and all other ideny^ng inform^wj of all enfities end pe-swis have been properly erased 
from iSuch materials prior to the disciosurs theretrf). Eadi parfy otoerwise agrees not to disclose any 
proprietary, ncffi-public informatim regarding the otoer C^>onftlentUd Information") it may have 
received in connecBon with the Transaction, indudfe^ witoout Elation, toat such parly has entered Into 
the ijransaction with the other party, and agrees #ia{ It ntd disotose or use the name of the other 
partyjfor any Affiliate thereoO for mar1ce6ng or c^her pur|»!tos not direcfly relying to toe implementatton of 
the transacrtion hereunder. Notwithstanding toe eitoer party may disclose any such 

Confidential information If required by law or anyjutffdaf, go^^TMnw^ta^ or other regulatory body, provided 
it giv^ prior written notice of such required disdos^e to toe otoer party. Confidential Infoimafion of a 
party|shali not include any informatlwi in the public (tom^ or toformatton obtained from any third party nc^ 
undai- a duty not to disclose It. 

Reporting . Party A represents that for tex purjtos^. It and any Affiliate thereof will report toe 
Trans^action, to toe extent such reporting by Party A to Psst^ B Is required under the Internal Revenue 
Code of 1986, as amended, and regutotions Ihereuncte', as a derivative financial instrument, and, for 
acGoijinting, regulatory, tax and all other purposes, K and any Affiliate thereof will treat and report the 
Basket Positions and any other assets or positions toat m^ be credited to cv included within toe Baskets 
as adsets anti positions of wtoich Party A fe the sole legal and beneficial owner and to which Party A is the 
par^ as the case may be; provided, however, toat if wiy par^ hereto reasonably determines that due to a 
Charjge in U.S. Tax Law. as defined in below, toe Transaction or toe Basket Positions and any other 
asseijs or positims included within the Baskets required to be treated and reported for U.S. federal 
income tax purposes as assets and positions of vtokto Party B (or arry Affiliate thereof) is toe beneficial 
owner, Party A aid Party B shall caisult wHh each other and agree, in good faith, vwtoin the letter as well 
as the spirit of any such Change ai U.S. Tax Law, and with toe objective of preserving, to the maximum 
extert possible, the objectives of the Transaction and the tax and economic implications toat would have 
resuied to each par^ had sutto a Change In U.S. Tax Law not occurred, regarding the apprq)riate 
treatment and reporting of such ass^ and po»tk»is; furtoer provided, toat in toe event of a dispute 
betw<ten the parties as to tiie proper diaracteri;^on of the Transaction and related assets subsequent to 
such a Change in U.S. Tax Law, Party A w81 in good faito make its own determination of such 
charEtctarization and treat and report the Transacticm and related assets in accordance wito its good faith 
determinalioi, Party A represents that for U.S. federal income lax purposes ail payments received under 
the Transaction wHl bo treated as effectively connected with the conduct of a trade or business within the 
United Stetes and as attributable to a trade or business carried on by it through a permanent 
estatiishment in the United States. (For purposes of this section the term “Change in U.S. Tax Law* 
means the enactment, promulgation, execution or ratification of, any change In or amendment to, toe 
U.S. Internal Revenue Code of 1986, as amended, or the Treasury Regulations promulgated thereunder 
(or in the appiic^ion or official interpretation thereof by the United Slates Intemel Revenue Ser\rtcB or the 
United States D^artment of toe Treasury, as toe context requires), or aiy event described in clause (x) of 
Secti'ftn 5b(ii) of the Agreement (which clause (x) will include, for the avoidance of doubt, the 
comriencement of a tax audit of Party A), that occurs on or aftw the date on whidi toe Transaction is 
entered into.) 

Flltods. Party B represents that it will file all required partnership and other tax returns related to 
payments received under the Agreement, consistent with toe treatment of the Transaction as a derivative 
finanieial instrument. 

Party B represents that it will remain a US limited partnersh^ throughout the term of the 

Trantisetlon. 


OovERNtNS lAw: This Confirmation wiu. be governed by and constwjed in accoroawce with 
THE LAWS OF THE STATE OF NEW YORK APPUCABLE TO CONTRACTS ENTERED INTO AND TO BE PERFUMED 
ENTIRELY WfTrtN THE STATE. 
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The time of dealing will be confirmed by Party A upon vwffiai retyiest 
Deutsche Bank AG London is regulated by the SecuiiSes and Futures AuUioilty, 


Accojunt Details: 
Payment to Party A: 


Payrrienf to Party B: 

Contpct Particul»% for Party A 

Confirmations: 

Tel^hone: 

Fax No.: 

E-ma^; 

Payments/Fixings: 

Telephone: 

Fax No.; 

E-mail: 

Basket Base Performance; 
NAV Index Levels: 

Basket Performance Reports: 
Telephone; 

Fax No.; 

E-mail; 


Early Expiration E\rentff>lotice: 
Telephone: 

Fax No.: 

E-maii; 

Contict Particulars for Party B: 

Early Expiration EvenVNotioe: 


Telephone: 

Fax: 

Email: 


Basket Base Perfonnance; 
NAV index Levels; 

Basket Performance Reports; 


The BaiktrfNY 
ABA Q21- 000-018 
Account # HHHBH 
Account Dottsr^e Bank 


^ Redacted by the Permanent 
Subcommittee on investigations 


To be. and as. {xwided by Party B. 


Adam Tolchlnsky 
(212)25(F2537 
(212) 797-4562 
adam.tt^chin^cy^db.cmt 

Vincent Captme 
(212)250-7221 
(212)707-4932 
vlncent.j.c^>one@db.com 


Peter ^ophy 
(212)250-4928 
(212) 797-8733 
Peter.Brophy@db.com 


Satish Ramakrishna 
(212) 25CM928 
(212) 797-9358 
satish.ramakrisivia@db.com 


Peter Brown 
Bob Mercer 


(631)444-7000 

(eai > 689-4495 

Peter(a)renteo.oom 

Mercef@rentec.CQm 

TKems@rentec.oom 

Silber@rentec.com 

Carla@rentec.com 

SDaffron@rentee.com 


Thomas Kerns 
Mark SHber 
Carla Volpe Porter 
Stephen Daffron 
(212)486 .6780 
(212) 756-7136 


7 


Strictly Confidentiai-Not for Circulation/Commlttee Members and Staff Only 


DB-PS! 00000332 




877 


Telephone; 
Fax No.; 
Email: 


ScoK Chinsky 
(2i2) 486-6700 
(212)486-7291 
TKenis@rentec-c«n 
Scott@rCT>tec.a>m 


Confirmations: 
Telephone; 
Fax No.: 

Email: 


Mark Silber / Carta Vol{« Pwter 

(212)486-6780 

(212)7^7136 

Silber@rent«:.com 

Carla fa?rentec.ct»n 


Each Party has agreed to make payments to the other in accordance with this Confirmation. 
ReaijS confirm that the foregoing correctly sets forth the teims of our agreement by sending a return 
exeoited acknowledgment hereof to sudi effect to the a^ition of Adam Toldiinsky, Legal Division (Fax 
No. (21 2) 797-4562), 


[Signature Page Fdiows] 
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We a 'e very pleased to have concluded tiis Transactton vwth yraj. 
Rega'ds, 


DEUTSCHE BANK AQ LONDON 


— yty -'/Ti 


Naf^ ; Satish Ramakrishna 
Tiile: Attorneynn-Fact 




Name : 

Title: Attomey-ln-Fact 


DEUl'SCHE BANK SECURITIES INC., 

acting solely as Agent in connection with 



Title: 


Confi! med and Adenowrfedged as of the date first above written; 
MOSiSU EQUmE$~L,P. 



By:_, 

Name 
TiSe: Diredor 
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ANNEX I 


Basket Composition : Any equity securities in a OKnpany and listed on a recognized exchange, 
depojjftary receipts listed on a secuiltles exchange In me United States of America, equity linked 
securities. OTC derivatives, index futures, exchange-traded funds, oteer equity linked securities (besides 
OTC derivatives, index ftitures, and exchange4raded ftmds), interest rate and currency transactions, or 
any other Rnanclaf instalments that may be agreed to between the parties together with such other 
securities and assets arising by reason of any Potentirf Adjustewit E\«nts or Merger Events in respect of 
share s comprising the Basket frcxn time to time (in ead^ case, a “Share" and coliectively, “Shares”). 

Share Pricino Method: Shares which are traded a U.S. national securities exchange or the 
NASt)AQ Naticxial Market System shall be valued at sny time ^ the last sale price quoted for Shares on 
the Consolidated Tape on the date and at the time for wWt* value is being determined, or. if no sale 
occurred on such date, men at tee mean between the Iwf and tee 'asked" prices on such date as 
reporred in any recogni^d interdeaier quot^irm sj^lem. Other Shoes traded over-the-counter shall be 
valued at the mean between the "bid" and ttie “asKed" prices quoted for such Shares. Shares not so 
traded as described herein shall be vakied at tiieir tor market price, as determined in a commercially 
reascnable manner by ttie Caicuialion Agent. With respect to any position not described above, flie 
Calci ialion Agent In valuing stocks, securitiQS or other Investments, may select such other methods of 
veluarion as it in good faith shall deem appropriate under the circumst^ces and, once determined, a!! 
such valuations shall be final and conclusive in toe absence of bad faito. The Calculation Agent shall in all 
case? use the actoal trade execution pricing for sefiing and/or acquiring toe Shares (the 'Share Execution 
Price”) in connection with (i) any Buyer exercise of the Transaction, (ir) any cation expiration (including any 
Early Termination Event), and (iii) determinations of ar>y Bask^ Debit Balances or Basket Credit 
Balarces. The Calculation Agent’s vaiitetion of the Basket or its valuation methodology may differ from 
the vriiuation metoodoiogy it uses for its ovim books esvi records or other intern^ puqjoses. 

Notwitostanding anirthing to the contrary ha-ein. unless a Buyer Termination Notice is timely 
deitv€red by Buyer to Seiler, upon the occurrence of an Early Termination Event, all of toe Basket 
Positions included within the Basket at the beginrvng of the r^evani Ptickig Period shall be treated as sold 
or otherwise terminated or disposed of in an "equal dollar weighted* manner In approximately equal 
proportions over su<to period (Lg,, e^proximetely 25% of the affected Basket Positions per Exchange 
Business Day included in the Pricing Period), giving due regard to effecting proportionate reductiorrs of 
ecomimic long and short positions or In sutto otoer commercially reasonable manner as toe Buyer and 
Seller may agree. 

Notwitost^ding an>th]ng to the conlrary herein, in the evwit that a Buyer Termination Notice is 
fimeli delivered by Bu^ to Seller, upon the occurrence of an Eariy Termineticm Event, all of the Basket 
Positions traded to the Buyer in conrrection with such Buyer T«’mination Notice shall be treated for 
purpcses of this Confirmation (induding for purposes of determining tosket Gains and Losses) as sold or 
othepvise terminated or disposed of at toe begtoning of the relevant Pricing Period for toe consideration 
paid or received therefor by the Buyer, 


Ths Calcutalion Agent stiaH perform valusfion of Shares on olhw Exchanges in accordance vrfth criteria 
regarding valuailon Smea »id share prlting methods communicated liy SeBer in wriang to Buyer in Basket Performance Kitport or 
oihetwee. 
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ANNEX 11 


[DATE] 

MOS=L EQUITIES L.P. 
(FUL_ ADDRESS] 

Attn: [ ] 

Tei: ( ] 

Fax: { ] 


E ARLY EXPIRATION NOTICE 
Dear Sirs: 

The purpose of this notice !s to Inform ^ Buyw that pursuant to the (xlginai teims of the 
“Outperformance” Barrier Option Transaction, entered into between the Buyer and the Seller, and identified by 
the CunfirmaticMi bearing DBS! Reference Number [ } (&ie "Conflnnatton'}, at the dose of business on [ 

], the Barrier NAV Index Level is at [ } (which level is less ttian or equal to the Expiration Threshold Price). 

Capltalized terms used but r»ot defined herein sheai have the meanings set forth in the 
ConfiTTiation. 


Very truly yours. 

DEUTSCHE BANK SECURITIES INC. 


By: 

Name: 

Title: 


By:__ 

Name: 

Title: 
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ANNEX III 


[DATiE] 

DEUTSCHE BANK AG LONDON 

c/o D MJteche Bank Securities Inc. 

60 Wall Sft-eeJ 

New York, NY 10005 

Alfri; Satish Ramakrishna/{Kam Singh] 

Tel: (212) 250-4928 

B UYER TERMINATION NOTICE 
Dear Sirs: 

Reference is made to the “Outperformance" Barrier Cation Transaction (the “Subject 
Transacdon"), entered Into between Mosel Equtbes L.P, (tfte “Buyer) and Deutsche Bank AG, London 
Branc h (the “Sella^), and identified by the Confirmation baring DBSI Reference Number [ ) (toe 

‘‘Cont;rmation"). 

Capitalized terms used but not defined h^ein shall have the meanings set fwth in the 
Conftitnation. 

The purpose of this notice is to inform the Sell«- of toe Buyer’s iniention to promptly trade with the 
Seller all of the Basket Positions such toal after the transfer toere are no long or short Basket Positions 
remaining. The Kwislderation for such transfer shaS be as set forth in the Cwrllrmation. 

The obligations of the Buyer herein may be assumed by an affBiate of toe Buyer reasonaNy 
accep table to the Seiler. 

It is a requiremwit of this Buyer Termination Notice that Medallion USA L.P., a Delaware limited 
partnership. Medallion Intematic^al Ltd., e Bermuda company, Medalilcm Associates LP, a Delaware 
limiteil partnershp, Medallion Capital Investments Ltd., a Bermuda cwnpany. Medallion RMP Fund LP, a 
Delav'are limited partoership and Medallion Fund, a Ddaware limited partoership, jointly and severally 
(each , a "Party” and, collectively, the “Medallion Funds*) uncrxiditlonally guaranty to the Seller the due and 
puncijai payment of ell amounts payable, or that may become payable, by toe Buyer in connection with 
this Buyer Termination Notice. The obligations of the Medallion Funds shall be governed by the Guaranty 
delivered by each Party to the Seiler <x) I J. 


Very truly yours, 
MOSEL EQUITIES L.P. 


By: 

Name; 

Title: 


12 
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From: Axel Niemann <axel .niemannQdb. coin> 

To: Satish Ramakrishna <satish. ramakrishnaQdb. coin> 

cn=5atish ramakrishna/ou=db/o=dbcom@dbainericas 
Date: Aug 24 2009 14:28:40 

Subject: Fw: Renaissance Technologies 

Looks ok to me. I t.hink what needs to be clarified though in order for this 
trade ever to look sensible is that the internalization on the shorts is quite 
high and that we are using a large part of the long inventory to net off other 
clients shorts (hopefully) . This means that removing this trade from DB would 
considerably lower efficiencies and RQA for other clients. 

I think Matt Brady/Olga could give us how much of the longs we use to 
internalize other shorts and how much of the shorts is internalized, 
thanks 

Axel Niemann 
Deutsche Bank AG 
Global Markets Equity 

Global Prime Finance Risk & Con^jlex Prime 
+1 212 250 7743 (MY office) 
cel 1 ) 

Forwarded by Axel Niemann/db/dbcom on 08/24/2009 02:23 PM 

Satish 

Ramakrishna/db/dbc 

om To 

Axel Niemann/db/dbcom 

08/24/2009 02:16 cc 

PM 

Subject 

FV': Renaissance Technologies 


3 Redacted by the Permanent 
Subcommittee on investigations 


Best Regards, 

Satish Ramakrishna 
Deutsche Bank AG, London 
Global Markets Equity 

Global Prime Finance Risk & Complex Prime Finance 
Rm. 1342, 60 Wall Street, New York 
1 21.2 250 4928 New York Office 
f Blackberry 


+ 1 646 461 2661 Fax 

+ 1 212 250 4051 Asst: Magdalena Pisarezyk 
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Forwarded by Satish Ramakrishna/db/dbcom on 08/24/2009 02; 16 PM 


Bill 

Broeksmit/db/dbcom 

@DB£M£A To 

Satish Ramakrishna/db/dbcom 

06/24/2009 02:09 cc 

PM 

Subject 

Renaissance Technologies 


DRAFT. Please comment 

The Renaissance MAPS trade is a synthetic, non-recourse PB facility. We carry 
the equity longs and shorts, as directed by Renaissance, on our BS and pass 
the performance of portfolio to Renaissance via swap. Equity longs we carry on 
behalf of Renaissance show up as trading assets for DB and shorts appear as 
securities borrowed (asset) and securities sold but not yet purchased 
(liability) . 

This trade format is much less BS efficient than a traditional PB account 
because in a PB account I can net receivables and payables with same customer. 
So if an equity long/short account has equal amount of longs (financed by us) 
and shorts (borrowed from us versus posting of cash collateral), PB receivable 
wrt that account nets to zero. 

Renaissance trade is only different from a straight synthetic PB facility in 
that it is non-recourse. Facility allows client maximum of 18X NAV in gross 
value of longs plus shorts, or a 9K9 long versus short portfolio. 
Diversification requirements and other sub-iiarlts are same as for more 
traditional equity long/short PB facilities. If client started the day with 
maximum leverage (it doesn't), longs would have to underperform shorts by 11^ 
to burn through capital and put us into non-recourse loss territory. We have 
triggers in place that allow us to sieze control of the portfolio at any point 
during the day if half of the capital is depleted (ie, 5.5% long 
underperformance of shorts) . Biggest risk is an August 2007 event when equity 
long/short trades got too crowded and there was a sudden sha):e-out. 

This structure (long option on underlying portfolio) is a capital asset if 
held by the partners for more than one year. Size of portfolio tends to be 
between ?8 and 12 billion long and same amount of short. Maximum allowed usage 
is ?16 billion X $16 billion, though this has never been approached. 

Pricing is: we lend to finance longs at FF+50 bps and borrow cash pledged 
against securities borrowed at FP-20 bps. 
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Bill Broeksmit 

Office: +44 (0)20 7545 7899 

Mobile: 

US Mobi: 



’ Redacted by (he Permanent 
Subcommittee on Investigations 
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From: 

To: 

CC: 

Dote: 

Subject: 


Axei Niemann. <axel.nieBiann0db.com> 

Giovanni D Favretfci <giovanni .d. £avretti@dfa. coin> 
Satish Ramakrishna <satish.ra3T®krishna@db.coRO 
Jan 6 2010 10:45:48 
Re: MAPS 


Giovanni, 

these are ail outstanding MAP trades. Nevertheless, there is a 30d right of 
termination for DB embedded in all these contracts and we do not think they 
should be considered to have a tenor of 90 days and more, 
thanks 


Axel Nieraann 
Deutsche Bank AG 
Global Markets Equity 
Global Prime Finance Risk 

{NY office) 
(ceil) 




Giovanni D 

Favretti/db/dbeom 

To 

01/06/2010 10:35 Axei Miemann/db/dbeomSDBAMERTCAS 

AM CC 

Subject 

MAPS 


Here's the list I have from BAC's of MAPS accounts with a tenor of 90 days or 
longer. Does it look right to you?: 

{Embedded image moved to file: pic24972.pcx) 

Giovanni Favretti, CFA 

Managing Director 

Deutsche Bank Securities, Inc. 

Global Markets 

Prime Finance 

60 Wail St., 13th Floor 

New York, NY 10005-2858 

Tel! +1-212-250-5619 

E-mail : giovanni . d. f avrettiSdb. com 
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[TBD] c/o Renaissance Technologies 

Draft; 29 November 2011 


European CPPI Call Option - cash settled 
indicative Terms and Conditions 
Prepared by Deutsche Bank AG 
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-GtOBAU MARKETS 1 8LOBAtMARKETS«TRUCTLS)W - 


I. Term Sheet Disclaimer 

Deutsche Bank AG is pleased to present the prdin^ry terms and omdtior^ of toe pressed investment 
desmbed below. Please note that this presentation contattTS a stsnmary of investment only, is inds^tive only 
and is being delivered to you solely for the purposes of ptometir^ cPsosson and negotiation. In deSvering this 
presentation, we have assumed that 1 ) you have rec«\ed ix be (^Xain'rQ ^dependent accounting, lax. legal, 
and regulatory advice in aX relevant juri^ictions and have ^dTidait towwledge aid experience to make your own 
evaluafion of the merits and risks invi^ved in making an mvesSmer* of Ws type and 2) are not rely'ffig and have 
not relied on Deutsdie Bank AG or any of its subsidiwies, affi&ates cr any of toeir respective employees for 
information, advice or recommendations of any nature other that toe irrformabtxi contamed irt this pre^nfation. 
Deutsche Bank AG is not acting as your fmandat achnser or in any fldiRtaty capaetty wito respect to the proposed 
investment. 

This presentation constitutes neitoer an offer to sex nw f(» sdwii^im of an offer to buy any security and is not 
intended to set forth a final expression of the terms and ccxtditions wiy security. This presentation is provided for 
discussion purposes only and may amended, sup»seded a replaced m Hs entirety by subsequent 
presentetions or other summaries of terms and axtdrtkxTS. This (x^entaSon does r»ot purport to identify or suggest 
any or all of the risks (direct and indirect) vtoich rray be assodated writh toe proposed transactiorr. 

Deutsche Bank AG does rvst provide accounting, tax or legal advice. This presentation was prepared solely in 
connection with the promotion or marketing, to the extent p&n«tted by appUcabte law. the transaction or matter 
addressed heren, and was not intended or vwltten to be used, and cannot be used a rdied upon, by any taxpayer 
fix purposes of avoiding arty U.S. federal, income fex pen^ties. The recipient of the presentation should seek 
advice from an independent tax advisor regardir>g any lax matters addressed herein based on its particular 
circumstances. 

NotvrithstarKkng anything provided in this presentation or in any other docunent, agreement or understanding 
relating to this transaction, each of Deutsche BarXr AG arvd Renaissance Technotogies confirms toat neither party 
has placed, or will pJace, any iimitalion (whether legaSy binding or not) on disebsexe by the otoer of the U.S. 
federal, stale and tocal tax treatment or tax stnjdcxe of toe transaction. For these purposes, ’lax treatment" means 
the purported or claimed tax treatment, and 'strueXure" means any fact that may be relevant to understanding such 
Tax Irealmertt." This paragraph Is intended to reflect the uf*derstanding of Deirtsche Bank AG and Renaissance 
Technotogies that the bansaction contemplated by this piesenlalion has rrot been offered under "conditions of 
confidentiality," as that phrase is used irtU.S. Treasury Regulations section 1.601l*4(b){3) and in any state or local 
law or regulation incorporating ail or part of su^ se<^n, and shaX be interpreted in a manner consistent therewith. 
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li. Participants 


Party A 

Deu^he Bank AG, London Bran^ 

Party B 

|tbd] 



Ilf. General Terms 

Trade Date: 

itbd] 

Effective Date 

Trade Date 

T^m 

The period from and the Trade Date to but e>«;luding the Rnal 

Valuation D^e 

Option Type 

Call 


OpficMi Styie 

Eufc^an 

Buyer 

Party B 

Seller 

Party A 

Business Day 

New York 

Busirwss Day Convention 

Modified following Busirress Day 

Calculertion Agent 

Party A 




IV. Transaction Details 

Number o1 Options; 

m 

Notional Amount. 

USD [Ibdl 


Total Premium. 

USD [(too - Strike + x)* Number ol Options), payable by Buyer 

Expiration Date: 

[tbd) 


Observatiort Date (t) 

Daily Observation Dales (1=1 to [T)), commencirtg Trade Date +1, up to 
and including Expiration Dele. Modified fdlowing Bu^ess Days 

Basket 

Effected and Designated Position as defined m the Master Investment 
Agreement 

Basket Intrinsic Value (t) 

As of Trade Date an amount equal to 0 

As of any other day duiing the Term of this ffansaction, an amount (which 
may be poaitive or negative) equal to the surn of (a) Basket tntrmsie Value 
calculated for the previous day plus (b) the ^askel Base Performance for 
such day ^ 


Basket Base l^erformance 

Basket Gams and Losses plus Basket Income and Expenses during such 
a period 


NAV Basket Index Level (t) 

100-r^ 100 ' .Basket Intrinsic Vidue as of such date (ti 


whereby NAV Basket Irtdex Level (1}s ICO 


Basket Index Perfomiance (t) 

NAV Basket Index Level (I) /NAV Basket Index Level (1-1)- 1 


index 1 

The S&P 5CX) Index. Bloomberg ; SPX Index 



• f^lBtBdl! chWB« I" ) 


{ D«)et«d! ( *) 

■^elotwJ: / NoSoftBl Amount) ” _J 
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Initial Index 1 Free 

The Clo^r^ Prk% of Irxtex 1 at Trade Dale 

Index 1 Price (t) 

The Closing Prkre of irxjex 1 at Oi»«%ration Oateft) 

Index 1 Performance (t) 

Index 1 Price fl) / Index 1 Price (t-1) - 1 , whereby 

Indexi Performance {1)islndex1 Price(1)/!nitW Index 1 Price-1 

Risky Index (t) 

As of Trade E)aAe the Risky Irvlex {0} is equal to 100 

At each Observation Date dis^ ^ T^m of ftis transaetbn. 

Risky index (FI) Bask^ tndec Peffomwtee (!) * Basket Leverage (t) - 
Index 1 Performance (t) * tnetex 1 L^reage - Fee adjustment {fj 

Fee adjustmenl 

[Financir^ and future rtd cost] 

Index 1 Leverage 

(lOOj 

Initial Basket Leverage 

(1001 

Ddeverage Stan Pdnt 

[98] 

Basket Leverage(t) 

As of Trade Date i is equal to 1 00 

At any Observation Date durir^ foe Tenn of this transaction 

If the Risky Index ^-i) > (Deleverage Start Point] , than Basket 
Leverage{t} Initial ^sk^ Leverage, i.e., 10Q 

If the (Deleverage Star! PdntJ >= Ri^y Index (M) > Floor 

Initial Basket Leveraae‘-flRiskv ln^_x_f1;1>_—fFjoorp / f JpeleyerMe Start 
Pomtl - {Flooil i.*(1+ (Risiw fodec ft-i) - IDebveraoe Start Poihtii f ( 

[Deleverage Start Pomt] - [Fbor] )) 

(lirtear plus quadrate delevctagirrg) 

If the Risky Index (t-1) <= Floor it is equal to 0 

If the Theoretical Intrinsic Value of the Optiem is equal to 0 the Basket 
Leverage (l) lot the remamirtg Ofcservation Oates (t) is identically 0 

Floor 

[921 

Strike 

(92i 

Theoretical Intrinsic Value of 
the Option 

The greater of (i) zero and (ii) and amount equal to Risky Index (t) - Strike 

Cash Settlement Amount 

The greater of (i) zero and (ii) and amount equal to 
(Risky Index (T) - Strike) * Number of Opfiorts 




- ■ ( DalBted; (1 «• ) 

~ [ Paieteifc ^l^yage J 

' IPtlc^ ) ' ) 
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From: CN-Jonathan Hitchon/OU=db/0=di>com 

To: CN==Bill Broeksrait/0U=db/0=dbcomeDBE34EA 

CN=Satish Ramakrishna/OU=db/0=dbcoin@DEAMERICAS 

CN=Barry Bausano/OU-db/0=dbcoin@DBAmericas 

cn=bill broeksiriit/ou=db/o=dbconi@dbamericas 

cn=noreddine sebti/ou=db/o=dbcom6dbainericas 

CC: CN=Jeffrey Dorman/ 0U=db/O=dbcoin@DBAKiericas 

CN=Kevin Harrison/OU=db/0=dbccMn@DBAniericas 

CN=Noreddine Sebti/OU=db/0=dbconieDBAPAC 

Date: Nov 11 2008 07:36:06 

Subject: Re: RenTec 

Bill 

We are working through this account in terms of repricing with Oim Rowen their 
COO. We have three separate pools of business with Rentec two of which produce 
an ROA of in excess of llObp and the MAPS account which needs to be repriced 
and we are in the middle of restriking pricing. 

If they decide to move their business to Barcap, . JPM or CS the impact on GME 
in North America will be significant seen they provide in excess of 40 percent 
internalisation and their marginal trade volume has a significant benefit to 
the rest of equities in terms of transactional charges from adp based on 
volume thresholds. You should also note this couterpart is up 40 percent this 
year and has an average annual return of 20 percent over the last 10 years. 
Based on oir book of clients at the right price this is a counterpart we 
should be hanging onto in terms of sticky easy equity like business 
Will arrange a call with you to go through where we ace 
Thanks 
Jon 


Original Message 

From: Bill Broeksmit 

Sent: 11/11/2008 10:03 AM GMT 

To: Satish Ramakrishna; Barry Bausano; Jonathan Hitchon 
Cc: Jeffrey Dorman; Kevin Harrison; Noreddine Sebti 
Subject; ReriTec 

The BenTec MAPS trade uses ?16 billion of BS and generates a 27 bp BOA. Worse, 
the balance sheet categories it occupies — Equity Inventory and Securities 
Sold but Not Yet Purchased — are the least ieveragable ones, coirpared with Sec 
Borrowed or Repo. Finally, this trade is low risk but far from risk-free. 

Satish has been trying to re-negotiate aspects of the trade {pricing and 
risk), but no matter what, I think we are giving this client way too much of 
our BS. 

Can we agree on how to proceed here and then push for prompt execution of 
plan. 

Existing deal has one-year trigger, I think. 

My recommendation would be for us to ask client to shift 3/4 of trade off our 
platform and re-price remainder to yield at least 150 bps ROA if one year 
trigger is retained. 


Bill Broeksmit 

Office! +44 (0)20 7545 7899 
Mobile: +4 
US Mobile: 



s Redacted by the Permanent 
tebcommiltee on Investi^tioes 


strictly Confidentlal"Not for Circulation/Comnittee Ueobers and Staff Only 


DB-PSI 00012949 




891 


From; Satisli Rainakrishna <satish. raina]a:ishna@db. coin> 

To: Greg Bunn <greg.bunn@db. coin> 

Date: Sep' 19 2011 13:13:36 

Subject; RE: Fund Option [I] 


Classification: For internal use only 

The question really is, can you get a tax opinion on this structure as it 
stands 

now. Also, does Rentec really want a voi capped structure where the underlying 
Slight deviate from their performance. Also they would pay financing costs over 
the 14^ premium sounds expensive. 


Best Regards, 


Satish Rainakrishna 

Managing Director I Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. fi Deutsche Bank A5 London 
Global Markets 

60 Wail Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-4928 

Fax +1(646) 461 2661 r 

. “ Redacted by the Permanent 

Mobile Subcommitteeon Investigations 

Email satish.ramakrishna@db.com 


cid: imageOOS .png@0lCC76CD. r0790CE0 


From: Greg Bunn 

Sent: Monday, September 19, 2011 1:06 PM 
To: Satish Ramakrishna 
Subject: Re: Fund Option [I] 


Just in a meeting. . .will call in 10m 
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From: Satish Ramakrishna 
To: Greg Bunn 

Sent; Mon Sep 19 18:43:49 2011 
Subject: RE: Fund Option [I] 

Classification: For internal use only 

Are you around? Tried to reach you. . 


Best Regards f 


Satish Ramakrishna 

Managing Director ) Head, Prime Services Risk and Complex Financing 

Deutsche Bank Securities Inc. & Deutsche Bank AG London 
Global Markets 

60 Wall Street, 10005-2836 New York, NY, USA 
Tel. +1(212)250-4928 
Fax +H646) 461 2661 
Mobile 

Email satish. ramakrishnaQdb. com 


= Redacted by (he Ptrmanent 
Subcommittee on Investigations 
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From: Greg Bunn 

Sent: Monday, September 19, 2011 12:09 PM 
To: Satish Ramakrishna 
Subject; Fund Option 


Satish, 


Back in London. I have sketched out the structure of how a call option would 
be 
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look in the fund derivatives world in this case outright on the fund rather 
than the relative outperformance version but this could be added. 


Ive based the pricing off a trade we recently concluded over an equity long 
short which has historic vol of around 11? - the premium for a 3yr atm call is 
around 14?. 


Can we have a chat about this I believe this a route we should at least 
consider it will not have a material change on the PB revenues but will 
separate the client financing and the gap risk management and, to some degree 
change the participation profile (for exanq^Ie, in this construct, deleveraging 
occurs when the vol of the index rises, but will relever when the vol falls at 
any time in the life of the option. Anyway, worth considering. 


Greg 
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From; Anthony Tuths Onthony. tuthsSdb. coiQ> 

To: Mark Meachen <ittark.nieachen@db.coin> 

CC: Diana Noth <diana.nott@db. coiti> 

Manuel J Schnaidman <man'uel. j . schnaidmanSdb. com> 

Satish Ramakrishna <satish.raitiakrishna@db.coKi> 

Date: Oct 26 2011 17:12:21 

Subject: Re: Rentec (I] 

Classification: For internal use only 

Mark - I've added Satish to this email as I do not want to misstate anything 
surrounding the p&l and Satish would know best. Given the way this trade is 
being booked the upfront p&l is de minimis but accrues over 13 month term. 
This 

is due to DB's need to stand ready to make market on the option. 1 would 
expect 

first option to be on by year end and other 3 to go on over 2012. The 
probability of this moving forward is very high as we have historic options 
with 

them rolling off. 


From: Mark Meachen 
To: Anthony Tuths 

Cc: Diana Nott; Manuel J Schnaidman 
Sent: Wed Oct 26 15:46:23 2011 
Subject: Re: Rentec [I] 


Classification: For internal use only 
Thats great, many thanks. 

Garth will have this information and may present it to Anshu so I want to make 
sure that I understand P&L profile, 

Are we saying that P&L is all accrual with no upfront P&L 

When do you think the trade is likely to execute 

What percentage likelihood would give the trade happening 


The meeting is tomorrow morning UK time, so if you could get back to me 
tonight 

it would be much appreciated. 

Many thanks 
Hark 

Anthony Tuths/db/dbcom@DBCOEX 


Anthony Tuths/db/dbcom@DBCOEX 
26/10/2011 20:52 
To 

Mark Meachen/db/dbcom@DBEMEA 
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Manuel J Schnaidman/db/dbconi, Diana Nott/dfa/dbcom@DBAB'.exicas 

Subject 
Rentec [I] 


Classification: For internal use only 


Mark 

At Mannys request, below is a description of the Rentec transaction. 

Renaissance Technologies (Rentec) is an asset manager located in the U.S. 

They currently manage more than S20bb with their primary strategy being a form 
of equity long/short. Re.ntec has requested that DB offer call options based 

its trading strategies to Mosel Equities l.P., an entity ovmed primarily by 
Rentec principals and significant investors. Options with similar general 
characteristics (i.e., call options over a trading strategy written to owners 
of 

the investment manager) , were the stibject of IRS scrutiny in 2010. On 
November 

12, 2010, the IRS released a General Legal Advice Memorandum or GLAM stating 
that, under a particular set of facts, such a contract was not an option for 
U.S. tax purposes but rather provided the option holder with leveraged 
ownership of the underlying assets. The facts of the GLAM were particularly 
egregious and a GLAM is not of precedential value, rather it merely represents 
the current view of the IRS chief counsel office of a particular set of facts. 
Nevertheless, the GLAM is important because the tax result under its view 
(leveraged ownership taxed currently at 35?) vs. the intended treatment 
(deferral and conversion of gain to long-term capital gain taxed at 15%), is 
substantially different. While the leverage provided by the option is of 
primary significance to both the option buyer and the investment manager, the 
buyer also values the tax benefit. 

Deutsche Bank is preparing to offer Rentec call options based on the 
outperf ormance of their investment strategy over the S4P 500. The options 
would 

be 13 month tenor, 20% in-the-money, European style, cash settled only and 
provide exposure to the Rentec trading strategy (at 18s leverage) minus the 
S&P 

500. The option notional would be subject to a constant proportion portfolio 
insurance (C.PPI) mechanic such that the embedded leverage would increase 
and decrease as the performance of the underlying assets Increase or decrease. 
The option will begin on a fully leveraged basis. 

Each option (or set of options) is envisioned to have a premium of SSOOmm. On 
a 

fully leveraged basis DB would have the investment manager (Rentec) managing 
an 

equity long/short strategy of §2.7bb x $2.7bb, as its hedge. It is envisioned 
that Mosel Equities will ultimately have four options outstanding at one time 
(each with a different start date and expiry date) . Thus, the ultimate size 
of 

DBS long/short hedge position will be $10.8bb x $10.8bb. Each option should 
generate approximately EUR i5mm per year. If all four options are running 
simultaneously, the p4l should approximate EUR SOnro pet year. It is the 
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stated 

purpose of Rentec and Mosel to roll the options each year and thus this would 
be 

a multi-year transaction. 

If you have any questions please contact me. Thank you. 

Tony 


Anthony Tuths 

Global Structuring, Strategic Transactions 
Deutsche Bank AG 

60 Wall Street, 10005-2836 New York, NY, USA 

Tel. +I i212) 250-4997 

Mobile 

Email anthony. tuths @db . com 


= Redacted by the Permanent 
Subcommittee on Investigations 
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Draft: 27 October i 1 


DRAFT 


Project Dawn 
Approval paper 

L Executive summary 
A. Background / Facts 

The proposal is jointly sponsored by Global Mark<rts Structuring - Strategic Transactions (“ST”) 
and Global Markets Equities - Prime Services (“GME”) 

Deutsche Bank (“DB") has been approached by an alternative asset management company, 
Renaissance Technologies (“Rentec”), to write options partly based on one or more of its trading 
strategies. 

In tlie transaction DB would write call options to M<»el Equities L.P. (“Mosel”). The owmers of 
Mosel iiiclude Rentec principals, employees, significant investors and otlier related persons. 

Rentec manages more dian $20 billion in assets within several different hedge funds and 
separatel)’ managed accounts {“SMAs”). Rentec employs proprietary technical trading sU-ategies 
around liquid markets. One of their more success&l strategies involves long / short equities (the 
“Strateg>'”). 

Each call option will be an outpcrformance option providing the holder with the right to receive a 
cash amount at expir>' equal to the outpcrformance, if any. of the Strategy minus the S&P 500 
performance. Each option (expected to be four total) will have the following characteristics : 

• Atenn of [13] raontlis; 

• Cash settled only; 

• European style (i.e., it cannot be exercised prior to maturity); 

• Operate under a constant proportion portfolio insurance mechanic; 

• Notional amount of $(1.51bb per option (expected total of four options);.and 

• Written in-the-money by (20}% 

From DB’s perspective, the transaction will result in: 

• P&L of approximately EUR (15)mm per option; 

• Market risk to both the Strategy and the S&P: 

• Balance sheet assets: 

• Risk weighted assets (based on VAR model); and 


Project Dawn NPA.doc 
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DB will hedge its exposure to the cal! cations by (i) selling diort S&P futures contracts; and (ii) 
investing cash into an SMA running die Strategy. Eadi SMA tvill be managed by an entity 
related to Rcntcc (the “Manager"’). The Manager will cam a management tee equal to [2j% of 
the SMA assets. The cash invested into the SMA will be leveraged (1.8] times. This le^'erage 
inside the SMA will remain constaid. 

Each option will automatically adju^ Ae qjtion leverage amount according to a constant 
proportion portfolio insurance ('"CPPr’) mechanic. CPPI operates to gradually reduce leverage as 
the assets underlying the option depreciate airf imireases leverage (up to a cap) as the underlying 
assets appreciate, Tlie leverage cap for eac^ option will be [five] times. Each option will begin 
fully leveraged (i.e., [5]x). Thus, at inc^on a typical option would look as follows: 



It is expected that Mosel will seek to enter into four separate options having different start dates 
and different expiry dates. Thus, the total notional of all the options may reach $[6]bb, which 
will c^se DB to run lire Strategy in the SMA at a magnitude of $f!0,8]bb long x fSlO.Slbb short, 
while fully leveraged, 

Tlie Manager is able to trade the assets within the SMA as it sees fit provided the SMA assets do 
not violate the Investment Management Agreement guidelines (the “Investment Guidelines'’), 
The Investment Guidelines are st^ forth in detail within the Investment Management Agreement, 
but in summary' contain; 

• The SMA assets must at all times consist of cash, long and short equity positions, equity 
index positions, ETFs and OTC derivatives based on such positions. 
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• The SMA may not at any time hold a securily appearing on DB's restricted list 

• All positions within the SMA must meet minimum liquidity measures 

• Individual position limits 

• Sector limits 

• Geographic exchange Hroitations 

• The SMA in general must be balanced long diort O e., SMA cannot be more thmi [X]% 
more long than short or vice versa) 

• NOTE: Need IMA document to complete 

Each option will de-lever according to the CPPI mechanic as the underlying assets depreciate. In 
this case, as an ouq)erformance option, the notion of dqireciate connotes a narrowing of the 
spread between the S&P performance and die Strategy performance. A deleveraging of tire 
cation will cause DB to liquidate (i) short S&P futures positions; and (ii) Strategy positions. As a 
consequence, cash will be withdrawn from the SMA. If the CPPI mechanic causes a 100% 
deleveraging then all positions will be liquidated. The Stratt^ will continue to trade notionaJly 
and the option may come back into the money. If sudi a rebound occurs, DB will reinvest cash 
into the SMA and again short S&P fotuies. However, such a reinvestment would initially be on a 
non-lcvered basis until tlie Strategy bi^ins to outpace tlie S&P. Only then will the CPPI 
mechaiiic begin to re-leverage the Strat^y. 

At expiry, DB will liquidate its hedge positions (if not already liquidated via the CPPI mechanic) 
and settle an>' pa^'out due on the option in cash. If the option is in the money. DB will make a 
ca,sh payment to the option holder equal to the foir value of the option, If tlie option is out of the 
money, it will expire worthless and no payment vrill be due in either direction, 


B, Salient Benefits for Option Purchaser and Rentec 

• The option purchaser is able to capture the alpha produced by the Strategy with 18x 
leverj^e, wltile only risking the option premium amount, That is, by isolating the 
outperformance of the Strategy above the S&P (the beta), the option provides a payoff 
attributable to the alpha portion only of the Strategy. 

• As an outperformance cation the premium amount is less than a pure call option on the 
Strategy alone. Thus, the option purchaser is able to risk less premium to achieve the 
benefits of the Strategy. 

• The option purchaser obtains tlie levered alpha return while only risking the premium 
amount. Tlius the option provides a method of limiting downside exposure for the 
purchaser while providing levered upside performance. 

• The option allows a maximum I8x leverage which is substantially greater than the option 
purchaser could achieve via a cash investment into the Strategy. 

• As an asset manager, Rentec profits by earning fees based on its amount of assets under 
management or AUM. The delta of the options written by DB in these transactions 
which is invested in the Strategy will count as AUM for Rentec. The Manager will earn a 
feeof[2]%ofthe AUM. 
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• The AL>M in the SMA |K>rtioii of ti»e cation is initially leveraged I8x (9x long Md 9x 
short). The AUM fee is paid cm Ihc fiill leva^ged noticmd. 


C. Salient benefits for DB 

• DB will earn the option premium. 

• DB will earn fees from the artivities within the SMA (e.g., commissions, fimding, borrow 
fees, etc,..), 

• Increase in long and sltort equity flow within DB, berth from the SMA activity as well as 
the equity index position. 


D. Key risks/issues 

Market: As counterparty to the option DB will be exposed to price risk with respect to the S&P 
500 and the Strategy. Additionally, there is correlation risk. The option provides DB with short 
exposure to tlic Strategy and long exposure to the S&P 500. As an outperformance option it also 
provides DB witii exposure to the negative correlation of the two risks. All market risk will be 
hedged. 

With respect to the S&P 500 risk DB will short S&P 500 fiitures contracts as a hedge, The 
fubjres contracts must be rolled mid thus will create roll risk. [Explain roll frequency and 
mec/taniej. 

With respect to the Strategy risk DB will be long the Strategy through the SMA. That is, DB will 
invest cash into the SMA and hire the Manner to run tlie Strategy within the SMA. 

By being short tiic S&P 500 and long the Strategy in the correct proportions, DB will be fully 
hedged to the correlation risk embedd^ in the option. 

Due to the existence of the leverage embedded in the option, DB will be exposed to gap risk with 
respect to both the S&P 500 and the Strategy. Gap risk exists in every dynamically hedged 
derivative such as this option and will not be specifically hedged. The CPPI mechanic will reduce 
this risk to some degree but cannot eliminate it. [any more description necessary?) 


Redacted 

Balance Sheet; The ootion itself will be a tradine book twsition and anv oositive mark-to-market 
will be a balance sheet item. Likewise, the hedge to the option (i.e., the SMA and S&P fiitures 
positions), will be balance sheet items. The total amount of balance sheet usage per option will 
be approximately $[6,9]bb, [is this gross number netted down in any fashion] 


Redacted 
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E. Entities invoived 
Deutsche Bank entities involved 

DBAG London Branch Deutsche Bank AG acting thrcaigh its London branch. 

DB { ) DB entity holds the SAP positions amJSMA positions?] 


Rentec entities involved 


Mosel Mosel Equities L.P., an existing U.S. limited partnership which will 

be the option purchaser. 

Rentec Renaissance TwAnologies LLC, an existing U.S. limited liability' 

company. Rentec will be the Manager. 
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n. Technical analysis 
A. Accounting [Matt Brady] 
Significant accounting issues to consider: 


Redacted 


Redacted 


Treasury [Joe Rice] 

DB’s participation in the transaction will require unsecured funding of USSiXXXJmm, 

Finance [Matthew Brady] 

Tlie option will be booked as a derivative trade providing leverage 
External credit [Junothon Hummel] 

There are no external credit exposures but structure does create non-recourse derivative leverage 
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Internal credit 

A credit matrix will be prepared «it iUJ internal credit exposures arising from the 

transaction. The credit matrix will be subject to review by BAC. 


Market Risk [DeepakAgrawalJ 

All nmrkct risks will be discussed with Market Risk Management and all necessary hedging will 
be executed as required, 


Operations [Eamon MccooeyJ 
1. TBD, 


Redacted 


Documents 


Tlie main transactions documents involving DB entities will include die following. 

Agreement Governing law 

Option Confirmation New York 

Prime Brokerage Agreement New York 

Investment Management Agreement New York 


Compliance [John Juul] 

John Juul will review any compliance issues arising from this transaction. 
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Approval matrix 

[Matrix wUi be posted on NPA systan, subject to review and adjustmentj 


Global Markets Structuring - Strategic Transa^ons 

I j October 2011 

Anthony Tuths Satish Ramakrishna 


( 212 ) 250-4997 


( 212 ) 250^928 
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From; 

To: 

Received(Date): 

Subject: 


CN*Michael Ginelli/Ou=db/O=dbcom 

CN=Eamon M«^ooey/OU=<Jb^=dbcom@DBAmericascn=eamon 
rfKxsooey/ou=db/o=<ttKX)TT^!a n 
Jun 25 2008 09:02:47 

Re: Tentath/e; MAPS Woildng Group - Wednesday Sessions @ 3 
PM > Jun^eetings 


1 bad a similar concern. We would have io te ^x4-on in figurir^ out the 
notional per option (if we went that route). The other c^on seems to be 
Satish / Parag sitting down with Market Ri^ and explaining that v\*iie the 
notional exposure with RenTec may look like 58 bn (26 + 33), the handshake 
agreement (and intention) with RenTec is to have total notional exposure of 
33 bn. Parag explained that he will speak to Satish today about all 
this.... 


Eamon 

McCooey/db/dbcom 

To 

06/25/2008 12:39 Michael GineNi/db/dbcom@D8Americas 
PM cc 

Subject 

Re; Tentative: MAPS Working Group - 
Wednesday Sessions @ 3 PM - June 
Meetings(Document link; Michael 
Ginelii) 


Mike, 

i Just don't think that will fly with Renaissance I will speak to Frank and 
Satish today to gamer their opinions. The reason is what happens if one 
option is near breaching the barrier and they want to reallocate trades 
from that options to others that are at capacity while still being under 
the 33bn GMV threshold. Based on prior conversations they want to keep 
their flexibility around allocations. 

Regards. 

Eamon McCooey 
Deutsche Bank Securities Inc. 

Global Markets 
Global Prime Finance 


- s Redacted by the Permanent 

Subcommittee on Investigations 
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Michael 

Gineili/db/dbcom 

To 

06/25/2008 07:31 Eamon McCooey/db/dlx»m@DBAmencas 
AM (X 

Subject 

Re: Tentative: MAPS Working Group - 
Wednesday Sessions @ 3 PM - June 
Meetings 


Ok. ! have asked Parag to dial in. He and I sp(^e this morning. He 
suggested capping the notional limit at the option level rather than across 
the maps account. So rather than 33 bn for RenTec maps, you would have 6 bn 
for option 1 , 7 bn for option 2, etc... It would be referenced in the Inv 
Mgmt agreement as being set per options. I am not sure that suggestion 
works, what do you think? 


From; Eamon McCooey 
Sent: 06/25/2008 07:25 AM EDT 
To; Michael Ginelli 

Subject: Tentative; MAPS Working Group - Wednesday Sessions @ 3 PM 
June Meetings 
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From: CN=Richard Carson/OU=db/0=Kibcom 

To : jonathan ■ hitchonQdb. com 

CN=Barry Bausano/OU=db/0— dbcom@DaAineEicas 
CN=Bernard Abdo/OU=db/0'dbcom@DBAinericas 
CN=Fxank X Nelson/OU=db/0=dbcom@DBAMERICAS 
cn=barry bausano/ ou— db/o=dbcoin@dbainericas 
cn=bernard abdo/ou=db/o=dbcom0dbsiRericas 
cn=frank x nelson/ ou=db/o=dbcom8dbamexicas 
Date: Aug 18 2008 05:31:45 

Subject: Fw: MAPS negotiation status 

Jon 

Seems they are looking for around Ibn USD vrtiich we will not be able to do. 
I shall call Jira later in the day to inform him. 

Pis give me a shout by 3pm Ldn if you have any thoughts to accompany this, 
Rich 


Richard Carson 

Deutsche Bank AG London 
Global Markets Equity 
Global Equity Derivatives 


= Redacted by the Permanent 
Subcommittee on investigations 




dedby Richard Carson/db/dbcom on 18/08/2008 10:29 


Jim Rowen 

< j rowenSrentec . com 

> To 

Richard Carson/db/dbeomeDBEMEA, 

13/08/2008 20:02 Jonathan Hitchon/DMGEQ/DMG 

UK/DeuBafiDBEMEA 


Subject 

MAP.S negotiation status 


Hey Rich and Jon 

I wanted to give you a brief update on the MAPS negotiation process. 

It seems that we are almost done and have completed an internal page 
turning exercise which yielded only a few word smithing issues that are 
being resolved. There is another page turning review tomorrow with 
Deutsche Bank, McKee Nelson ( your external tax attorneys) and a few 
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folks from Rentec in order to resolve remaining issues. There are only 
three remaining issue that I ara aware of so with any luck we will be 
reaching conclusion shortly. 

As you can appreciate the negotiation process has taken longer than 
expected solely for the fact that so many cooks needed to be involved ( 
as an example for DB there is your internal tax, McKee Nelson, DB legal, 
the DB product specialist and the DB point person- all for one 
decision) . That being said, the relationship with Satish has never been 
better and he has not been a hold-up on any risk or trading topic since 
our meeting. Thanks for greasing the skids. 

I would ask some help on the following topic; Renaissance Management 
Company is looking fox a three week bridge loan to pay bonuses in 
December however our fees are realized in January so there is a small 
timing difference ( bonuses paid verse fees received) . This facilitation 
loan seems to be preferable transaction for Deutsche Bank because you 
can monitor the assets that the fees are based on from your PB account, 
the loan is securitized by fees, if there is no performance then there 
are no fees; ie. no reason for the three week loan. 

Rebecca Parehk tried to help navigate this request but decided to 
involved a fellow from your team New York team David Mann. Rebecca 
promised that David was fully briefed on the trade and would contact m.e 
immediately to make an introduction, review the transaction profile or 
at least provide update on the loan. It has been about 10 days since 
that promise from Rebecca. I have not heard from David which is somewhat 
irritating especially since 1 believe I once opened up SAC’s Multi-Strat 
fund for a tiny investment as a favor for his group just so he could 
offer a DB multi-fund product to a Portuguese Bank. 

That being said, I appreciate that we are all busy; could you give the 
name of somebody senior on your structuring team in London that I could 
discuss this relatively straight-forward transaction with? 

Thanks again for the support and hope to see you both when you are next 
in town for a beer (ssss) { my treat) 

All the best. 

Jim 


James S. Rowen 
Chief Operating Officer 
Renaissance Technologies 
800 Third Avenue, 35 FI 
New York, N.Y. 10022-7604 
212-829-4492 (direct) 
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MOSEL EaUmES L.P 

RenajssanceJechnotogles LLC 
BOO Third Avenue 
Kew Yodc, iNYslOOZZ 
Attn; I Ma1< Stfbef / Csrla Vcioe Porta* 
Tel I212)4e6-6‘^8g 
Fax (212)758-7135 


BARRIER OPTI ON TRAMSACTIQ^ - '6ash.$^le<i) - 
DBSI Reference 


r*“ 

Deutsche Bank LiJ 

©atscheBar^ AG Landon i 

.■CfeO^rfSciieBefrii Ssajntjes ino 
8 QiW^ Sbe^ ' 

New'Vbrt;. ►JYi-QC©5 
rTel^hwie; 1 .S 212 - 250 - 2 S)-?! : * 



Deaf Sirs: 

The- purpose -of thts letter ^reemenfc(ftiS''‘CaiSfTnation'')''ls-t3AOonfisfn''the terrn3''3rid co.nditioris: 
■of the “transaohoD entered ir!tO;.-betw&sn>^lEUTS6f®<B/WK AG, LONDON BRANCH ^-’-Paflv A" or 

■“Selier,)-and MOSEL. EaUfrJES,L,P...'"Pa%^Aw>SUys’/.afidcto3etberWiU?.J?a!tv-A the “Parties^y orvV 

•■tne-. Trade, "Dste speciTte.c t)e!ow-;(tne; Tfatwacten*')-. TTtis •Conlirmoon.constiLJtes a ■'Gijnfirrnation.'' ss': 
referred :to in the 'iSDAi Master- Agreement soecafied i«low. This-' Confirmabon coiiSfctutes. the entire' 
.agreement anc .understanding of a^e vpartes .with respect .to' ;8ie subject, matter .Snd terms of- the 
Transaction and stfpersedesisti pncr-or.contemporanemis wr«en orofaJ-communicstipns.iMth respect 
..tnere.fo. •“ 

OEUT-SCHE BANkVg rs NOTT^EGfSTERED ft® A .BROKER OEALEr'uMDER THE U.S 
SECURITIES; exchange ACT OH'- 1$3A DEUTSCHE. BANlC'SECURmES.'WG. (TOBSt" -or 
“DESIGNATED AGENT”} NAS ACT^P "SOLELY AS AGENT IN CGf^NECTJON WITH THIS 
TRANSACTiON AND, HAS NO' OBtlGATJON; BY WAY OF iSSUANCE.i^ ENDORScMENT; 
guarantee^ OH OTHERWISE WfTH RESPECT TO THE PERFORMANCE OF StllHER ^PARTY 
UNDER THE; TRANSA<rriON. -DEUTSCHE BANKAG,- tONOON BRANCH. IS NOt A; MEMBER: OF „ 
THEBECURtTIES INVESTOR PROTECTION CORPORATION (SIPC), 

1-. T^!6. de^ittons-- and .prpvisiGnS cpntaified''4n the :20C<?-i!SDA: D^nitionS’ -Hhe.' ''Swap 

Oefinit}0hs")'Bnd..tn:'.tha 2C02 ISDA Equity- Derweftves D^tinitions .itbe ''S3ui|:/ Oefiniricns-, '.and together 
wlbi'ithe'.Swap'Defthitions.toe-'Definitions*). in •each case .es pyoiished 'by toe-lnlern3t'!3nsl.Swaps'.and 

g erfvSfives- Association. Int. are mcotoorated into ibis 'CdijTrmation. In the eventtof any •iijconsisfenoy 
stfr/een.'.the-'Swap Definitions -and the Equity 'Definitions,' the .Equity .DeSr-rtions i^,l:-g'i3,vem;i '.;i'n:..tfee':©vdnt 
.of»anyt’tf(«)hsisteru!y between-eitner set of Definitions, ano this Gorfirmattoh/thiS'-Sonfifraatioh will-goverh 
•POfijPUiTJOses'Of 'the Equity .Definitions., the TraVisgctipri^^halfccnstiiufean “lndex--OpticHii'TfsnseOftoh!?'' 


■■■* .D,?'«tSe,h6’.'8aRk'-.:A^ Is.'Teguiated by- ths.’FSA;ior-the«ordqci.<?t des'i3riatiKl.M'‘resumeh4.tjlinirtssiS;.ir.',&ft-'Vf^^«:-:a 
«iuml>er«.or l|ic..iioiicloh Stock .Exchange and iS a luint i^tiick. cofponi^})ii widi limit«i,lraf>(|ity 'irw.ftrpc«‘gt«(i 
.FedeTal.,Rbput^hc-wf,Geintvmv--hRB No..3O.0t)C;Disirict-..CouH cl Hiuikfurt.am Main;. 3runc|iil^c|3StniTOn'.fe^^ 
•:Ecg)an'd.atto-Vifgl«!'’SRO0OOO5';. Registered address' .Winchester House..j.Orea! WiBCheslw 
20B..Telcpl»one;' -i:44.20-7545.8lW«. ' 

-OhairiTiart:ofithesS«p«rvis<>0!-Bo8rd; Dr. PaitlAc!vIeiB7ei..Maniigcinciit3ossru; 3{H-g^.frq<'fie!i'.(Cd-‘d!i8irfr,En);.. 
Anshu.Jain.fCo'iCbairtrmnXSteian Krause; SieDhaii.Lciihfior-Suiait Lewis. Kairer'Neske:aiid}ienfV’Ritcllon&. 

.5 
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. ThtS'Conficmation.'Gorisfeutes.a "GonjmnauGn'*’as«^n^-te:;;in,iandi-^<33tenef-ts torms a part 
of apd fs subject to; the 18S2. iSDft Wasler-rAglfeement sndOdsng psey-ScYi^ete-t^sereto aetec as -of 
Decence 15 200& ss amepoeci 3rd scpole'TSnfed fit)ra tnrte M> brns tSie “^jcemc't , between 
'i?arly."Aiand Ps^y-Bv Rorthe ^avoidance OTdouct.lneTrffl^acbtsi^iafljKrfibe.-suE^Ct.-lotne provisfors'of 
;3py^otbec, agreement be}v./e.en-Party. A and Pait/'S: mcladKg-any-'i^neriSDAWaster Agreemant'aftciiaRy- 
;Sfedit Support •Anr]e;^thereto- ' . Aii, provisions corttamed iU'tt¥e''A^Bement<fOtfeRi-Tni5-Gon?irmation except 
..3s.-express!v;mcdjfi©oiLoe}ow.v,. All, provisions contained of^mecjpofated-by-^refeferKre'fn tbe Agfeemerit wrii 
govern •tbiS\Ctjnfirmatron, lexcept^ tbat. wnhout. limiting ft»^ir^{oingi..'jrf-^e'-ever>i ot any: fnconsislencv 
.petween/thia Conqrfnation-and'any’^pfOvisions containetf'Wr-uicoipaBled'.by ref 5 f§tic 0 'in,tpe Agreement 
,With:'respsct:to;any.sp5yineiitobtigat!ons:of^arty.A or Party^^Sie-.fenrs.ofdys'iConfK'matiofiishall govern. 
'feorjthgiavo)daBcs’‘Of doiibt;: notwitnstanding . anylhing'fn'.Sed&(Mi;6td>ror'Secfion-6(eJ?cT the Agreement (0 
the .conirafyi: anvi'pavment.^Or (ienvery 'requ red to oe-.rdSK^na'a?nnectfGn .vrlin^ tbe'terrRtnaticn of the 
:f;ransact»cr5. shall be-t^icblatedand baid in accordance wdi-ttie pKnnsions containecf in this ConRrmabon 

2. tire terms of the particular Transaction Confirtnatiorj relies are as 

foltows:; „ 

GwjeratTerms 

i-raae lltete: 


'SffeotiVeDate; 

Term:'-: 


T^r. 


Option Type 
Opfion. Sfyta; 


-duhe-Tt 2012; Jimioh is the- first data sn whicb' tradiiigc'in,^ 
'fiie:fia^et(^;defir»ed belowi-can^cccsjr. 

The Trade-Date 

The perKKt'ftOhTiahd -tncladinc ti© Trade Date- to’ but 
exdudtng^RnarVawation Date: .* 

The-;nOmber todays- ih. the -perod Tor ano .''dsjding toe 
Prwniiim f^syfpentOate'to tHn>exo5Ud!ng'.tne Schedeied- 
Date- 

■Wi 

-Eurbp^n'-; 


;;i§eiler:': 

!:fedexJ;: 


''Bus)f!ie,s8 Day Convention' 

:&ii;0iita'i1sa'B:i;|S!ne$S'DsyY • 


Pai^ B 
_^>arty A 

the ;f^V' 1 ndex ’Level 
- -.New- York- 

'_f’<riloV'?ng,fet.5>ness^D8y- 

•For each-Exchange {as deflnsd’.bef&’A'^i ianv.'.Sctoteduleo 
.t^ing Oay on which suen- Exchange !8:op9n for.tf?idftg 
dgringrits regular tradii^ . sess»op':hcitwlth:^anoing!, Such- 
Exchange dosing •phdrtoiite’.SaheouledrClos.lng'Time:-.’ 


'^^a^fisa’ctibn-Deteile'' 

:pil’uml»r,:6f''Op-Jir!s: 


brie 
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StHke-Prsce-- * 
NobonsiAmoaRt;- 
IralJatrLeverage:: 
PfeiTlium;- 

Pfernsarfl'Paym&nt'Bstet 

' CateuattoR 'Agent 

P^GaiiaTe-.for'EKerciS 0 >: 
Hxp’rstron ’Tjnne-, 
ExpirstionrOat©'.': 


, AytomStfC 'Exercise; 

''Sel!«'’s. Agent’s Telephone - 
Number :ar, of acsimtte 
figmber ’ and *ContaCl •: 
: 0 et 8 !lsibrPufT)ose-of ' 
Givtnsi'Mot.lce;' 

'Vaioatlow 

jPrtClhg-PeFlodc-. 


100 ^ 

;^ 1 , 63 e ,^000 

USDIltoO.^OOOC 

0 SP 29 ©^/(^ 

^e'thffd |^"d>'-Bt3S!h^s‘'f)ay irnfnsdTately *Oi'ow'g ihs 
TrsKteOste; 


aS-pm-r^be^'isttewssNew'yorkCityV.. 

Ths--d 3 fe.^S^&^'! 45 ;ffisreafiest 5 af; 4 f}May..:o 6 ^^ 0 'li: uthe 
■■‘■SS^eduted^'ExfkBltoa Oate”). {if). tn®,first':date-o,T.wn!ch. 

frjdex;;Leve!:'js atior. bes-'^ft' ti'.e-'Barriet- NAV 
In^ex isach:-ev©nt aiid idafe'-descnbsd; in this 
,dause be fefefr5d"-to 4>sre(!i as ah: “ESfIv- 

'Expiration •• Event"' -ano- -an. '"Eafiy-; ; Eacpiratjon . lOsie?. 
:resp«rffVQ!y) .and: -{ii^ ;any other ••oe.ts' on- vmtcb-'lh-e' 
Tr»is3cfcn-Js terminaredi'or -expires jn'accordarce..'Af'h 
tbe-C.onfirnja&orrorthe-Agreement- 


Seffefa 

Agent's flame';: Safish.Rain.aKftsttrra;, 
Sp^fieds “ 

Location; 60 Wdll'Str-eef..'4''^'Floor- 

K'ewYorki'.MY •1^)005. 

TeU (2l2).260-4928; 

fax:. af2-) 7&7^^5S- 

Err^il; sabsh.ram^nshos'^db-com 


■•Theijast PFicfr^''l?ayitrt .tnfe iPdofrtg^Peripd. 

Tfie ,:-oerjc>d' Cs^mencsng;^ frl^tudfngj.. -ftfe 

.'Expiration .Date and endfng:-on:. and'ini3ltJid{ng;.-'ih^-eartf0r 
x}f (t) tf^e-^Exoiration' Date; or'if;sochi.-da.y.!.!S:inot s^‘P<1cing!' 
■Day, then the' firsf, (hstV. .Pnaf^,- Day Jmmedlateiy 
fofiowrh 9 '.the:Expir 8 ticn pate. aTid -fi:) ths'lAtb'-BuSipsse 
-Oay-1mmediafely fOllowmg the Exotfaiion'Daiftv- arovidetiy 
: howe'/er .'.'B^at-tHe Pndng Peri^ Sisfi notlje-dsemed to- 
comntence untt-the e'anier of (a);th's Adwsor'(as.'Ci©ftrtBd 
ln''Master Irvve^ment Advisory Asfe€ihent ;.('eS''def[n6d'' 
i)etow».commTOC»ng a Lfcu!dation'(-8^ dehned-therein)'’©! 
the •.Su&-At»3tft5t -{as ^defineo. ‘therans -retatogi tci;. >fet'. 
Basket -aiKi {W -tee Selter^. having* tee -'tight; 'tWdefi.4he- 

;3 
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.. !}B¥e,^5rii Adwscry-- Agreemenx. : to /taKe-cofitrol 

*rfilSer'’^-lMcc£Kjnt reteting toJ the BasKet; »pr:o\;iciad .. 

^ PiK^ng .'Renod ••ns’/ ' Oe^ a longer or: 

^ROtf as ffj-4ual>- agreed upoi by V'B Paftres 
sf^atied. .. Siat: Pncrrig: 'Peribd 'sbail be. 

deetr^ fp-t5ooftiue wlii suph tima-as'the Oafeylation 
^^nfe- has d^TTjn^;. irt aGt^rasooe .with customsiV' 
^ac^^css^.teat.d^t^as.•e0aed. 'Sn''ttae'event-:{hat:tha':Bcfysr. 
.ofisptAes,:'#je 'Agent^s ceterWinaffors^ior: 

Ptrorng-Penod-.-and^Gan raaK>nab!v d«{Rons&ate.'thaE..af>. 

have ircuidated and Tedut^ed 
«).castua;-POr&jfea!bstenteHy s'mgaf^tD^the^BasKet in 3 
shG/tef^3enod;SUbta^-to the sama conditions” cxsr^sidered 
by. tfee. Agent m: a^mimog.: me; PfiCinq. 

> Pehc»j.th'e(1-8uyerand -Se^f shatf nrutuslty'aetewnine Jn 
••gocKl;fa1Bi3any.adju3tiT!enttG:..me.Pncsng PefitKl endrthe. 
Pncffjg.'-PerfPdrshaB efKfton Sieilast.day: of sucn^adjusted 
.‘p«jod. Motwfehstanding the loregoing:.. an Esdv. 
;£)<piration.:Event l>a5 occurred, Ihe^cxxnnsncement and 
•terminahon of>the. Pncigg Perod wii- be as determined 
sbyxtfjB-Caitajlatoi A^-ei^t at •sudii.time^; 

'^aiuati6R'',Method;' .iJponmeex^rai:«'Of terminarion'O^’ine Transaotiori r©r 

•^unxsses ef -esiaWishing the K'Av''l/!tdex.,L:ev5!'. ased. tO' 
rcalcijiate-. the Cash Seffieioent Amount, .ft ;snst: 'be. 
assumedm.at (v):-alf-£ffectsc ?03itfonS snail oe 'iiqufOEted- 
dunns ttxe -.RtiCMjg.- Penocf.- and: fiOF-each Destgristeo 
‘PcsJtiOfv^haH- be.deemed'iiq'uidafedvat'sucn time and:' 
•ipnce''^- the Invesbnent .Advisor., {tie- Seller .or. any 
.ntarsager. chosen ey frie Sefler vk'ouid ttave'liculdafced.'in;. 
<^forpTJ^-wibi-tne-^K3U}dation .pfovlg-ons of'me''’'Waster- 
. iDvestraeil .Advisory. Agreement {ae defined -’below) it 
-aiso-'.'4haS be-.-^surged tnsl -.Setier'. or any .manager 
chosen by- Sefler -to-exercise/contmc over die Basinet; 
shall; coimnerc!ng-on'thB;'Exprr|hon..Da'te or as socm' as . 
iS' practicable -thereaft^. .conduct .anvorcsrly liquldabdrs 
^d redu?a!on to cash of alliEffeded Postoons'canteined. 
mtheiSasket; in.a commercially reasonab.fe.manhep-ahdi. 
JO' • accordance wtrr- -the provisions 'Ot. tne 
Investment Advtso^ .Agreement :re!^ling tc effedfirig a ' 
•iiquidatwR. y«th .the-- objective or minimizing: ''marHei’.’ 
impact. and preserving the- remainiog equity vaiue*Gf^.lhe • 
Sask^.' Except-in .the case of an EsfiySxpira^-'Eyenl 
rt- shan -be, assumed; iti’Gortductihg'the •iiqtitda1ion-;''SeH6f 
,on any .rnanager-chosga^ by. S8}!efi>.'to exerCfse'^^rardf 
■dvef-the Basket ^tt- appiicatte) shall gbevtiue regard tO' 
effecting-:,prDportioBale /eductjcm^ of any. econonlteMortg 
positions end eccnofnic short pos-tions. Not'A'ilh^tan.oi,'!^ 
the lorego.sngj if^'Secbon 9(bJ;'Of ;lhe:'Master hvestmetr/' 
Advisory. Agfeementtapprissahdthe.inveStmep'l Advrsor 
has advised the Seller tJtne^:faSh?on.i:to''acGSpt;the: 
bid that: estaofished the .Market EJ|di-‘Levet <as: defined 
ttierefn). then^forpuiposes .of establishing the-KAVlnd^x 
Le’^t'usetf to .-calculate. the ■Cash.SsttfcrnentAmoufit.iIhe 
BasKet -sna!} be-deemeo to have-.be5D Rqufdatsd.'atitihe' 
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Pricing, Day; 

SettJsHnent Terms: 

^Casti'Settferoens: 
■S«tti^e^t-Gur?ency 
Terjn'Rate:, 
•DebitSpreed: - 

Remaining Tenor 




4;bir!iiilo'yaiya; 


in <t!c f/astrr inves’ment 

'Adyis<^'^r^eafTra^)- 

F0f-'ea^'Ti^ir^;B^I^'8fvExcnsngs Sussness' Day on 
wh^3-fsla'Fket-Dl^'p8on'Eventnss P(3‘ occan^d.'' 


*i3S^. 

2:07078% 

JIS^ 'Sp^Sierf': fei-.fee- iSasket Debit Balance m 

ai?«jfdSn<5e v^-.lhe’lRS. SpreadrScKeduie i^as outlined 
beJow). * 

^ (rf-any fey <iur«ls-fhe.-p€riod- from;3nd including the 
Prw.fi*© PayrefCTt-pate to out exciucing the Scnsau.'ed 
-ExpicatfOn Date.- 1836 niimoer of days remaining :n. the 
-T^ton. SwTS land Ttnofuding. the day. ort' which such 
determihabc>n fe ilbeing -maae-- to' ‘but iexcstrdtng the 
ScheduledvExfMrahon -Date. 

As-'43’^arvy:fexifenrtg the penoa>. from ana inoiudirsg the 
^ 'Trade Date lo'vfaut excluding die Premiam.PavrnerttDate., 
aft'SusKSumequal to:' 

3iiS^\Term Rare K Temr)- 

; ahd^asv.'Of' any eftier day- fedng- {he •Terfrr-^of titis' 
'•tTansacticn..th6 greater,'.'Of-(«.;;zero"8nd:(ii't;ar! atnount 
;deternilned by. the.'differenSe of :(aV;&te:Op8onaiity Value'- 
•catediated for. the previous day Jtilnus (bj -ths -guottent of - 
•,{x> die OplW.aWy Value as-of’theirrafeDatedfVidediby. 
:|yr)>.Tenor . ^ 

-As: of.' frie''Trsfe DatOi- an amourrl lequsl foW|) .',81®' ’ 
-PremiuTn rrynuS^ilfl ths.Ofrtionai^ vaDe as of Ihe Trade -. 
Date, {the ‘Initial fntrtnsic -Value'): and-as or any. other- 
'day. during the Term-of Transactiohi;”;gn:. amownt 
.{vrtflch'may-te^positive crnegayvei'^ue^-toijlh&isUhipf 
'(a);'^e'intrinsic:.Va!ue ce!cula^.,fc?; •tfie^prlyioui .day 
,plu» (bj the change- in Basnet Baiie Performance for- 
. day .{which maybe.a pcs.tive.ornegaKv-e nupiper)'. 
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.NA^^'lndexLsveT; 


Sarnsrl'JAV Index Level: 


C3sfe^Sey^eraenf■Amount.i » 


S65©r^h,;<i8^-dunf^-'e^ Tonsaotton: an 

arnounldeterminedias fbflowa; 


lOOi-^ 106:t o f 'ii? ] 

^ ■imtW'rtat. dmoitn! j 

Aa.\CEf^e:'Jrade 6^. 19?. 452524; ano as-offesch aay 
dUHRS T^nr of: -flus' T^nsacton.' . an-, .amount 
ttetefTTOTSO'^ foHo^-: 


^atumai Ainoimf j 


t:as|j 'Seatemefl -ScenaTO tA”: cc. Cash Settlement 
Scenaw s3-“-{each. -a ‘Cash Sehtement Scenano*); as- 
specified hwem. determr^ed as'-of the Rsnat^ysiaarion 
Bsasi as otne^se.staredL^hereiR. if fcf.'any: 

reason Ihis. Transection- is {erratnateci Of exQires prior to 
fee: Ssfeduted Exp-fatton- Date: tie. maasure ifor;an/: 
p^ftrant owed, -shall be Cash Settlement • Amount 
Sc»nano *A?. <For-ohe avoidance ef doubt, -sf a Party, 
dsl.n.ws-a^notice.specrf^ng an.txpifabo.n Pate sfid-ttie 
•grpunds wh:<:^ such' •leqptfiattc^ 'notice, is being 
delivered, theiCash Settlement Scenario-associated. with 
such-grsunds shslniifee tne Casn Settiememi-AmQunt. 
not^ithstendiRg'fhe occunenc«,. between the- delivery: of 
teJinioafion .notice and- ttte'--Expira&o.n:.03ts specified 
therein., -of: laconsstances -or events giving-' rise- to the- 
attemabve Cash-Settlement Scenano^j 

l-i)-T=w-ittra- avGidapce .of.-doubt^ v/:lhou->-.-:im:taton: :the 
•foRow^g. -events :-will, result- In the' iCasb Settlement 
Amount being-Cash -Setttement Scenario -'A; 

{») a Jehminafron cf -Ste Transaction, r- efi^cfed .Euyen, 
•as. -'Cie .’“result • of *e occurrence- .of" an- ..Additional 
Termination Event cescnbed tn... Paragraph 4'(o)(i};- 
ParagraOh. 4(d){iii} or Paragraph'. ■4Tdttlv} xf- '-ttiis 
Confirmation; 

■ib) a -termination 'cf -aje:.TrartsacfKJn,;'«ffecied by.'.feuyen, 
^;.as-. The result of .-the oscuTerice-^spf- ani tA^dittonai: 
'Terffilnaiion Eveni-descnbed'lft Pafa§f8phi-5{e)';0f;ilhie. 
Confindation;. 

'<c)' e .tenruriatiori of- the TbawsactfOniiresutting Froth the 
'.pccufrence of an- :Evertt -xf ;Defeuit: ciher- than, rons 
. descnoed- in .paragraph. ’f8it.c)-below; 

Td^ a -tertninabon oMhe Transacborf: rPsufting ffbm tie 
ioccyrrence: of' a T|(jm-ji,atfonr -£ver{f: .other- lone. 
• dascnbed in- paragraph-Tih^dt befowi: and 
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QtfeefvSveRfe^ft^ 'tesuJt'.tri-.the'Ttansactson 'oemg- 
;ternHnate«^.--«tnBr'a3tcK^fGa!ly under me ierms^cf:.m:s 
or by a<^on.of one of he “artier where be 
iftmount js:-J»t:otKerw;se speciSea: 

gvoidance-: ^'WrtsiDut' iirnttation,- fne.- 

foflowif^ •S'ten© wff _^su2 "n the Cash Sat-Jeren 
;flai39aFft:beiea'C^-Setaemem-^cenarto“B': 

,fa)::9''-tem«o^oF! cf^teTransactionireffected^bv Buyer. 
^ ^fce; /esafi- -of me.^ SKjcurfencB- or., .ao' Aaoiticna; 
^TenmnaSp'T.6venf .desGfioed -in Parggrsii^i. Ard’iHil of rhis 

^■a^fermlRaltoft of The- Transaafcnf effected.' bv Bu''eh 
^ frsB'. ,Tea4t ‘of “the; tjccurrehoev' .oS an Adoftiona! 
T«nnio^on-:EV6nt:.<iescnbed''an Paragrapt!,^.4(f'i.'.:ot 'this 
GoOTongboB;' 

^J-a-terpiirafiop-rof the !rrart3?cwoD,.grfect9<2;'Dy Suyef.as^ 
fire r^suft .of Sie .occycrence of.- one of the foilowing 
EventsofDefajtr: . 

(I) -a? br63<^-*by ^Ssiter of a-i agreemenS' io 
accordence " wtm ^SecAon;: 5-fe-)(!iV', 'of: -the 
Agreemen;; 

{2) .a fOJSfBpresentatiOrtiby-Seifer.fhiaocortianbe 
® ®s«TtfT- SectKn ^.(a).^ V), oi 'che"A9re9>n3nt ' 

(J) a.cJefau(t-by.^{ter under .Secbori-.'.&aHyKS)' 
cf.tne-Agf8ement”“ 

,, .a default by Seller, uodes’-sSection 5|a}(viJ 'bf 

the Agreemenf; 

f5.) .^e -occurrence ;of, art; event ti^chbediiin; 
Secti^-;5.{a>viii[':of l^f'-Agre^ent •.inures ?e cl of: 
the- Seller, and 

(6) a'--rnergerwjLTout assurnptiQR’’':!n;rre$beot-;.o.f' 
V>e Seller, as descnbed^nSeetfcn 5|a)i(vSi)of,the 
® .Agreenent: * 

{d) a-'termination of; frie T^c^ction''tes«!tlng. from 
•occOrrence of one of the foHowjag^TsdnfnatiOn ‘'Events; 

r(1): '.an. tdegslity. inv acsordance-.- Sactan . 

. 5(b)oy of fte Agreement «n repent of' which ‘the- 
Scilens the sole Affected Pa*t>'; 

tf2}- « Tax Evenl si-^ac^rdehce with- .Section. 
* t^dKiiKy)^^ tie-j^r-eement m respecl;of :'«h.ich. 
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the Ch?rae n La>^ has net 
andiSdlSr.'vnas'dsiivered nonce lo 
to?t?ffi^te-lhe,Transaction;' 

{3) Termiriaticn. Event 

:d^cyfee«J.ifi-tne sec»nd:par3srapn of.Faragi'Sph 
^^B■&''^®^C£>n8^Tnationo^•^V/.tne".se3lgnal)o^^i>v 
or .-art'. Early ^^ TernijrffittQn: .Date srt: 
c^aeccWance -wth _ f^fegrapn .4(r»v ^©f ^this- 
'■ConfepefeJhv growdec that m the’csse of.vtXV.or. 

-sach .Tsmiioal-on- Hveniv:oceurs 'in- 
ffBspecl icif -any- change', jn^-l-sopiicabte-riilaw .or 
»Ch»;ge’tP. U.S. Tax Law< as apDlioaUs. that -has 
?notl^c»rr^.effBGt5ve;anc' • 

K^'ST^-Svent'Updn Mei^ervin Escordance'wltfr 
‘'$Se^ of Tne. Agreement jn. respect -or 

•■wfiicfr-SeTte/ls -the ‘sofe’-Affected- Parti'; 

.avoidance each .reference to ;pcov.;sE 0 os' 

i;in- tbe;^J^gfee^Tlent.-.sra• as- amended- bv the Schedule. 


0ash' Setiement.^Scertsrto “A*; * 


•'G.ash -S'ettiemerit SbenahQ '*8*': 


i:Gas’h'Se'ttl^erit-P&yment:Dafe;- 
^gariy S^illefneht Amotint- 


1^-.' greater' of ^zero, and {iij-sn ^mpunT-deTermf'>ed' 

® greater zero, ano ^fll'an amount-deterrhined,' 
asfoHows;-the-.sumdf<s).‘ ,/ 

S&ikrl^ixlyi 

. ’ ^ - ' ,, lOO.'l:; 

<!>)■ the botioft^t/' Value. 

•'the -yiiro‘T(3rcll -Exchange Easiness.: Say-' iM.rhedfaie^" 
;fctJow.ing: aie-EfnalValuaboh'Date. . 

•Wi&icvlrsUenng the.-.Tope 9 CH!h^ Qr'Bieii^irtaf!idetem:}{naH.cp' 
.of tf»e. Gash ^Settiemerrt Amoyrrt-: rop Seiler:*, 
.flbiigatiota jn-;-respoct..ther^t frewi ?rne:to-t[fneiQlTi,9ny' 
day dunng the Snclrg .PerloQ >Buyei!. may- request artd 
upon sut* request Seller shall, make., a payment to' 
•SUyef (ali« such payments tess-i!,*'f9paymafits'..0f'sucb 
payments fay Buyer to Saber faemg; th'9 ’‘Eaiiy.SetSemenv. 
Payment'^ ■in-.-3n.:amount.-equal to tne Available :Eariy 
SeW8ra^:ATno)jnt.(3s- defined belcw). -tf'SUobj^equesj - 
iSvm-ede-fcy.-Suyeron ofTJrtwto 5:3d p:m:, New '/ork- 
fcme, on a . 'Business Day- then^Sesler ’sha}hmaks".such 
•payment to cuver prior to--2:G0 p.fr!..!.New York timepn 

f ’■" 
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AdjuMments For Potential 
Adjustment Events; 

Gonse<iuenc6S:of;'wi©rger Events; 

jh{at^!naj}Z«ijOn: or. InsdlviSincy'. 

G^lcwlation^Agent'AtJJustmenf:' 


;&»'ei‘'Oex^'SC'^ress 4f:Sac}>’feqaes-t-te made a'Ser 
-5:d0 bme. or? a' Busmess^Day. 'Selier 

5 hali;-ma!?e- sucft payment to Buyer pnor. io -noon; Mew 
Yorfc.t^e..-wv-ftesseGDndiaiCC»edir 5 G Business Day. .ii 
*e..^ftef-^®eiTmnes ttiat^fie-Eafly-Settiemeni Paymsrit 
on’'aiiy'<l^.Ttfiinng..the ?YiGirQ.-Penod exceeds ttie Early 
-Seafeifi^t Ameunl'-for sucii day, tPar!.the'.SeUer-sha;i\&o 
S06^9^raf5S'FffR&‘to5tS>'pr3 New ''O'-K -me on "he 
ge^ Baslg«s -Say, .•.-■Suyw-'-.aja^.-^/.epay' -such;'. excess-.;to 
S^en pofre^ day .i 3 ,-,the;Pncin§ Penod. .toe. .EariV' 
an sueh' day shaiiiseaf interest it a 
rete-sgo^ tprttje-'Ovemight rySD^edefaf Funds - ri^-i 5 
for sUi^May.! .Co«the Cash Settfement Peyment-Dats,- 
Slayer SetteF anramour^t equai to the tarty 

^^ement Pa-ymenf together Widi- Interest -atxrued 
* “ 

rGmiheseparposes, latany time; 

( 1 ) -^Avattahis' Early Settlement Anrount" equals the 
excess, 'if any..; of '.the Early Sfetdemenr Amount ati'such 
hmeover the Sirly Settlement Payment stsuGh timet' 

*EaiV^S^Knent-.Amount’ means 
Hedge Ratiotegreater toan.oei;K5qal.to\05, i:ero ana(vV. 
otherwqset .the .amount mat- equafs the proauct- of J.5- 
miiHspijed' fcy <lntnnsic Value •--. i-Gross.; Basket 
Vahj^CNotJOsai Ameant x.l .BO)/PreniiumiJt 

_afi^;-.“^Grt)si" 8 askev-Vc}ue‘ msaris toe sum of {xithe tote! 
0SO rhaTke!:-,yalite:of-.al). 8 asket Pcsatons. heto'tong'pius. 
iy.rthe'abscltoe value-of'.tne.^tote!- oSO msrkel.vahse df.: 
:a>'l B^ket Posidons .held short: 

{ivjr- ‘Net; He^^Ratio” means-tha-absofuve v3{uB.''Of toe 
amc^t determined by- the .foilow!r>g4ofmu{a;..’4k'J.: -total 
USD ^rfeiit- «lye.- bf. ail -Basket •Postons , helQ;lo/igrt«s 5 - 
.toe^aCsolute va‘ue;of-toe lotai USD"fnartt:et;vaiue'iOf ail- 
Tl^^et Positions-held-shoft dwid^^ by-.(y):'Gross Basket 
Value. « 


\C^lgMiatioh AgentA(3justmerTt-|;asdiS^.peti bfe'ioiw).'^ '* 

• Gtalcuiation. Agent Ad{ustment'( as defined, befowis: 

^'■Ca'IcuSatidn Agenft AdjusSmenCfas defth'ed beiovi'.).? 

'iFor'^purposes bf Adjustments fgff. ^Pote^tto! Adlustme^t- 
lEvents. Consequences -of ^'Mer^sr.: 'Events--; end; 
'Natidnaltzation '-or Insolvency., -aH .Viitfi -.respect- to- the-' 
jefevant ^sket Posibcns' wnic.n .ocimpnsft tne- Basket- 
;to>rh -irneito'-Bme,. toe -Caladatioo. Agenf wi!}; .makeb.gch: 
adjustrneiits -to toa -Share price; -ttHSittoen applicable- 
'Basket-Base PdFfbrmance..toe NAV Ipdex.-Level.ana any. 
;<S?Wr variate- mfevant to- the exerb:se,- settfemem or 
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.paym^Jl ierjn« ef 'the -Trsrtsectlom, ;as -l^e Gsteijiatiori 
-^A^nft'^:3Ctin3;in:gocHi-.^th. ano .commsrcfaify reasc^a&fs 
TOanr^r. -cf^eijncnes 3pprc^na!e. ivit-) -reference. >.(as 
da§n»d:appro^^r.to--alty relevant ediuslment rules. 
aB-rf »-preee3erfer w' effect' .'fer - any primary options 
•^3^iange-=f^- atchaige-fraded optfcns..coniracts.on'the 
4Sfev;a^.^^fei»e!(3, g^kef Pcsi^ons and in oonsukalcr? 
"wi8>'^y8n 

-^•ciditionai jTcmjs 

‘Jhe^o^wingadditionatientisstl^. apply; 

3v iFurther!Definltl6flS:| 

iThs Basket - 

“Baskef means' a record fnain^tnsd'by file ^TtpS^-Agem -for this Ttsnsactson^dentfysngi at 
af tmes, a'' or U^e cosisons that (i) actt^ly result spectf^.Uv the .ijnvestraentvAdvisor 

■fas;d.e'fined:beiQ\vlto,teirTcIuded..in-suvh r«wd'ithe ‘c^ded'Rosftions‘'}:<x (ii>are-.Des!gnatsa Positions 
(3s:such term is ■vde'fined in :the Master. tovestment.A<Jvisotv Agfeem«!t, the 'Desrg-taied'Positonsitbgelher 
•witn^^the'Erfected'Posjtions, tie "Basket ■t’csitJOTsr)'. 'fotfte avadance of,.douW. any ar/ideRd.': interesfor 
any-otheriTiGocne that-wouJd..have:been .fece!ved-or.aGCfue(J'^-or tn. fBSpecl of. orany-exoensB incuFfea 
•wSh::fespect to.-, '.any: Designated^iPGsifeon. -liVfjlrbe-.ideemeditei^Sted.-or'.tJebrtad to -thesSasket as -Basket;; 
-}nccme>or'Basket-&xpenses:-as 9ie'case:-'Tjay.‘.be. IfeaDesignat^-fositioa would;, nave beeri-enteredinto 
tHjt.Torthe fact that^the intended- Designated. PositK)n7vic^a!ed-di'e Investment.Gutdelinesano ■Gompitance 
•R^tnclions,(as’def!ned;ti8!ow).'2t the ti.m.es-xb'trariKictoniV/as-spectfied'by th8-.!nY3st!ner!{.Acivisor; then 
■such; position shall eeHcoid-afc //iitjo-and'tlwefofe'noL at anytime, -aicomponentOT the. gasket;- To'ths- 
'■:extent that .a..Des)gnated''Po3}tiont.si)bSecpjently.--vio|ates‘-the -investment tSuiddines faod‘<CQmplianEe- 
Resh^'ons;:t{-ahaH:b2,aeBmed'ro-nave'been<X3 in the-case.of-atOTg posttrcrn.rsotd, and jYJvsnrlhe'^ 
of-a^short position^-vco'vened: as-of the timB'-sacn^-inv^bnent GOKte&n^'vjcjjatio^-eccuffed.. The-Ba^et 
,rnay-'oecrirtdec,.at any tinne. intD.subrteconis. eK^h.-consbluhrig Jeither a Trading . oaskci. or a Term>.Basket 
•.(each.'as'.defined -balowl;, 

'Basket Base'Per^manc8*;nveans, during^a -perlod. ^e- scim.-{expressed'in ■ldSD),';dunrig :such 
:^^rio^i.O-f0)jSaskat.CsainS;and-. LC!SS,es-f5lus ^i) Basket;lncome and expenses; ^ 

-■‘Basket^Gains and'HosSes-'meshs., dunng::a-penodythe-dif?erer?ce'<expressed'in'trS!?),vvdtJring.' 
i$t!c}i-perio'd..;cff.{tKrea-H2ed.andanr8aiizBd;gains m-respectof-tfie Sa^et-PosiftoliS-niinusOI^.-.reaiized^and 
;«flrea[|2dd-;ip^sls:)n:'respect df-tfi© Basket RPsitions. •• 

"^Basket.lncome-'and' Expenses'- during a '.period: means {t* -Basket Income i-mlnus (li). Basket 
■uiEkpe«$es,. 

•“Basket Tneome!- a'.penod..fneans;- »te: sum? expTBSsM\m;iySDi-:.of'tt).!diyideng-.;.toGome: 
|^a:errT[h8dib3ssd0D.eX'd|V}deRddate&,that.have.-occufred,'during.:suc^i;p8ned),:ffal'0f.th8'.nQ^Ui$‘,.-andl 
y.S 'Withtioid*na''texesv if-any- thai wouid tje imposed- on>;a hoider'of-ttie'.feievant position thet-taV.® h 
fesidenl of^efederfel^Reputilid of Germany. (bVisentitledi to the Penefita of.ilnoocne tax treatiesPetweeni. 
tfie:-)Fedets! -Ri^fHi'Wtc-i-df. Geitnqny.^and other coUnfr-tes.- ^c) prop^y^itreasfe ;sp.ch' CHs^denti^'iqpomB.vas-' 
effedivstv BOfinected fts^ tJ;S. trade or -busmess.and fd) has proy-ded psoperiy.Gompjeied and.; 
execoted'-cerdficatiops ctalrnmg such trear/ or. effectiv.sly connected income status;' ohcMded .;- however-, in; 
'fife. <»sBtof'Effectetf;-|*9SiUorrs.. -dividend income will ^ further reduced’ py afjy addtKonsl':takes.(8hd’ 
|ii«TaltieS-antfrinterestass©cial«d.therewjth)'-incwiTed-.Dy Seltef that.wou5c.riotttavs:t>B8A".incur;fed5’by‘the. 
Seiier"iiT :the< ^sence of-.the relationship between getter •and.’Buyer -under .^s". Transaction, 
thterast incoit^,-i%g,eivaWe,and rec^v^,.on any W.SD’-Basket. Credit fiaiance. sw^.Jntefest'ialculated at- 
tfie retevant 'Sertchmark-Rate minus' the Spread 'Bpplicable'to^e Basket Credit Balance .tSs staled 
'fcelowjiplus <ui}.-th9;product-of-(a)kieRebate .Share Value'{as defined.^betow).on.;tftetjSD'Trading!Sa8ke{. 

'•iC 
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tt]e^GifFerence ef--(1)'ttfe:*efevant^0FtBe!?chmsfii: Rate'!<as<3efine<l'.be!ovji.mmus-(23' 
.extent susht Rebate Sbaie Vtiae'-ffi-^BOt.-oiwflposec- of ••hfasdrTo-ISorrow :Snares^. '.^as cfea-ied- 
i4>eiow). tbe relevant Spresdroa'SUcn‘RebateSnare-Vait}e‘{state<ian-1tte.<J..S...Sp.‘eao Sc.neauie be<ow);3r!d.: 
<B), to:r.therextent. suc^ Rebate Share Vs^. s- coRipQsea:^>l Hard-to-Boirow: Shares, a snort spread: 
.a-efiecSce'of the .Hard-Xo-Borro'^.’.naturexf.^ai-Shai^s-^ideteTRined-by.lhevCaJa.iatfon.Agent. pUJSi{iy}.: 
’mteres^.:inco<Tie"recer/able sfe'any N*OT-*tJSD-BS^er'ej^K'Salance. fo:eaa\rcass.suen wterest calculated' 
.^ftTe-reJevant Bsnchmark:Ratevminusrthe-S^ao-'apdIic^j€^to sucfi-^Jon^-USD Basset 'Credit idalsRCd: 
,iplus.;{y):'tbe.,pK5auct.cf.:tl^ Rebate. .ShsRS .fcrfeadtR^csrftUSO -TrasSng^-Sasket reulttplred in:-each 
csss by-theiretevanr.Bsnchrnafk.Rate: jdJus {vt)5tota!.®SK?4ed-;antftRafd-fnterest fneoms-gn '^sfre-BasKet 
’.reafizec igarosiana. dividend •'iBcwrte,.fliat'3iave. be^-/e^atto=paid: respecltvafy nretwean Term.-BesKst^ 
'.‘ResetiDates; c3lcijfated':.at .the. blBQR |iJus: att tni»tne;enumerated''.;!R':'the;:Bas'ket 

■PsrformanceRepOfti Each <nteresv cak:u!at»ri-tindeplhi&<<fe5nfc&nehVti:be perrofrrreG.iUSfng the cuFSncy 
'assocsated;.WJth the :^ttfied TradiGg-fiasketiof suc^i;T^ading^8adketami■all.non'USD amounts shatl'.be 
converted to -.US&rat-the spot .rate ^ sucfe-eurrenoy:^ the-Sote the: Baskst' IpccmeicaicalatJon is. 
.performed.,- As.:retetes to Basket 'Wrth -re^jecf^ ^y- Sask^-^os*pn. 'withholcnngitaxes' shall 

hmcluae.stamp end excise' taxes wnsdteF-cr.rkJtooBected.by.^k^hotda^- 

“BasRst Expense 5 ':dt^.m 9 a perKxi^^eaas'^ffrei'Stfm, sxpfessedXn 'dSD;rDf<i-] .pa>nTtents..in lieu'of ■ 
.dividends ^ind(JCJn 9 :aEy U,S.rOr.ncr.’U.S. vw3iho1dfng'taxra;requ^ed:tabev/ithh‘e;db>‘ Sel-ar withiirespeot 
to.'WJch payments in (rsu ofdv}dends).;provio«t howevef.-lhat.Ki.the o3se oT-€ttected Posftiorts, .B.asket 
Expenses will bs increased by anv .atidifeonal saxes (and |»'n3laeS'ano::inlEf«st'as30Gtate'd therewith^ 
\incurradby'Setlsr:th3:.wou!d .nothave been.inoufredhySeilei'W'b^'iabsence-of the reiatioiiship'between 
Byyer and '.Sefier 'under. this X'ansaction; p1usi.]^£.any jnt^est expenses, exduding . accrued, interest 
'.expenses.' an. any USD-Baskel: Debit B^nce, jrft|s4!5^:So^;acemefl;and..paiai^mtEr3st 'expsRserorr the 
•USD^asket';Deb!t,Baiance.' cateu}atBd;.at •the-.Debst'.R^.cn’the USD Sasket..0eo!t Ba! 2 nc 6 ;.(iJS}ng :tne 
aj^Iicabte Spread from' tne.-UrS. Spread Schedule ‘below), plus (iv) total aocrueck and paid.'interest 
.expense on :.any:1Slor.i-'JSD;3asK8t .Deb?t .Balance, m each..case calculated al .die...Deott Rate on, such Non- 
:USD':Basket*;Debif Balance .(dsingrine. appifCaWe Spre3d.'.trom' the Non-D.S; Spread.Scneduleujelowl, 
■pkis fv)'totat.aGcaied .andxpaid.int^Bst-exf^fise.on'any Temi .Ba^et open long x>ositioR.. .in'.esGh-'case 
.-catcDlateQi. at *e. Debn. Rate onisuch Jerm Saskebopen tong pesrtson's.'notiooah.amcwrit'.-.t.using ,the. 
'applfoafale SpreaQ':'from'the:Non-tJ;5. •SpteaQ--Schedute.beIowV: plhs <vi);-the slock oorrowtee'oayabteon’ 
.anv-.,Non-U.SD -trrading^'Basket. m-cach case such feefcaicuiated as -the product of.- the-Rebate'Shafe 
•Va!(.(9..fbr-such.:Non'‘JSD Trading 'Basket multipl>©cl.by4a);te the extent-sud'.iSebate:Shar.e-V'|iibe'-is:not 
coroposed of. Hard-Tor-Bomow Shares, the relevant Spread on sucn Rebate-Share-Vaioe (as.s^^ed .in the 
lvJon=>UiS. sy^eadiiSchedule belowifandxbTin theoase of Rard-tO'BsMTOw^ares-com^mgi.soCT Rebate 
-Share’VaiCie-.a’SHor^-spread'retieetiveoff-ttiBvHa'd^To^orrowhature'Of such;Share5..asdeterrAined;ey'.the' 
.Csicuiation-iAgerft'Vlus (vii) tbe's{ock oorrow.--fee: payable. on any Term Basket operr shCMl^poditiOhi'-ih' 
each:'case'sucb.feecalcu!ated-as the'product.otthe-TermSasketopert'shortrposiftonisnotiOitalamDuht 
muItfpHeji by .f’ajvtoitlie'exleril'socb-Temi Basket open shcrtiposilion s-.n^itional arhcun- rs riot composed 
of 'Harti-tOiBorrow Shsres.^the' relevant ^Spread on such. Term. Basket open short positions notional 
'amount l('asstatedt'in'the';4oh-'U:5. SpreaQ'Schedute beiow) and (6) m the- case of.-HercL-t><Borrcsw Shares 
;oonipasing‘ such Term Basket short .position.'.s-notiora(.amourt, a -short;- spread reflective of the- 
'*Rard'=to-6orrov^v-natur« of-sofch' -Shares -as^determlned. by the Caiculatrars -Agent; pfusi^viii) '-total accrued- 
and-bald'-totereshexperse on'Tferm -Basket'realized losses. and'payments in lieu orx!ivldand5,.tP3t-fi&va 
'i^eeft^-reatiied-' or pald^^esppctivefy betweei\ Term: BaskehReset Oates.- calculatec.a! theiUBOB.-Rste,'. 
'mbs>!(?xj all:;otber':-expenses;-'’ecumenated in the; Basket..P6.‘formance'Repcrt. plus:0<):-ahy..'invfiStment- 
■ldvisc«''fee8'-acerueddurLng such 3 >enod,.-whetfierior:not'actuaiiy paW'bySelter; ‘Escn’interest calculation 
und8r..thls:defmitibn shall be-perforrned usihg the icuirencY- associated -with -the specifled Trading Basket, 
fpr iiocteTradins ■fea^ket.ard alf.non-^DSD'amounts.-shalf be; convened lo:USD-.art&e'socl.rate.';ft>r su4i 
cuhency-at .'ttie^me -the -Basket Expenses -catoulatibn -ls^perfarmed. As relates to Basket Expsoses, with 
respfect' td-&ny‘Basket-Position; ‘witt^oteing, .taxes" -shall include -stamp and. excise taxes whether-or not- 
coilecied'tiy.'Wt&iliolding. » 

■"BasketPerfofmance-’Reporf’means a perrodic report'|>rapared and cCmpited.-&y...the;Gaiculst-ion^' 
iiRgent'lh tts sole 'disCfetipn- (but after cdns'ytetidK wth:ftie investment Advisor).- se!bng';forth'.(amohg;oth.er- 
th}ngS):th4'8asket:Base.Pefformen<a, as vveliassudi-other- items ftie Calculation i^e-Ttdeterrniries.in.'te' 
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.sete discretion, ;affe(^.theiperfcwTi«ric*.of\he<ipSon: iThef^ostcuftenfBaskei^Pej^om>ance Report ss o?' 
any cate: shall bs available’*© Buyer-on a'd^yifea^s-; 

-tBenchmarkrRate’ means, #fe’^-Ste-USpTnBdii^-^ask^-as-©fanv day<4he fgDS0REN'Rate 
fo” SLcr da/ ■'or if such day ts no^a Business- Day as o* tt-e pi^^Shrtg Bus ness Da^) aeterrned fa/ 
;Fe.tereRce- to .the FEDSOPEN fndex as pu^isned. bg,tftei'p9aefai"’iRes«ve ano'^as.idisseminated wa 
Bioombei^'.and:Vi^i)'.afor.each..N6tvUS3vTi»fiRg «jpS:^bte-sraie soecified in the Non-USD 

.8enchmark;Rate.-,Schsc!U!e::en,-,Scheduiei1l.h^Bl^, if .-so-'^jecifted:' the.jreCD3ntzec;ove'rn}g,ht 

rs-e fcf Bie appliCaDte’cyrrenqy as d^efmirwd.By-.ai8 good^^itn if suoh overnight 

ra‘e is tK>t available tne one wmH rale foe cun^cy asuS^ftraiedliy the-CalcUiabor Acsr+ n good 

fffith. 

“Debit iRate"* means IheiSUTO of ^-.theiBent^iroark’-R^fbr^afiy.Tfading ^sket' Of^the tfBGR- 
.Rafs:(as.definsd.-.be!ot*4for-ariy.Tenii3a5ke\as.fte«asernay.-6ep{«s.{ii)WbotrryS:D. BasketJpositions. 
and Non-USD Basket PosiJginSi^ ^ -Sgfosd Debit --Balsnce-as- listeo-tn- the "aDplicat^e 

.Spread'Scheouie^below, 

“Exchange rrieans, m ,respec<:fof Basket Posrtion w fte - related ■ underf ying shinty - the 

primary exohangecor. quotation sysfom.<Dr any -successoR-^foereto-), i.f •svy. On wnich, such. underlYing 
secunty.i&sctively 'traaed-cr quoted,- - 

■’iHard-ito-BofTow -Shares' means, .as bf fee-iGateulatioR-- Agent respeot of- 

Basxet ‘Posraons 'iocorded'-under- the-.USp Trading -Basket; anyShares that are-eompoaents of ths idSD ■ 
?rading.,8askehfrpm 'time>to.;bme forwhtch tie:^i3fk^:'reb3te-'rateits:.{c>'wer-.tPv5n^'th'emorma!irebate..fate'; 
reoervedrort ••'general collateral* scares ;n*oonne«ion virttti.a theoretical .stock bor.fo.w.arrangement.:ancf,'tii)- 
tn ^respect; of-'Basket Positons/racofded. under, a- Noo^USO Trading-. .Basket any-i:Sh3res tnei-. are 
coiTiOoner5ls,of:Such..Non-USD'Tradin58asket:from'5Jme.to.ti?Tie'fDr’.vrft|cri'U?er!risrke{ ,res:Tate ts higher 
than the normalifee tate paid on 'genera! .collateral* shares 'jn-connecoon- with a.-theorebcal.stocn borrow 
a.Tarsgemertt. 

i-UBORi'Ra!e';,MeahS; m respectvofaach-Terrp-.BaskeiUhe ofte^ont-h UBDR !hfor^st• rste..o^- 
tfte■Siart©ate^(a5.-defined'be^ow)'..a^.d,on!each•'-Te^mBa5kei,•Reset.;Da■ter 

‘NonvUSp. aasKst Credit Balance' mteans, Tor each :'fJon-USD -Tfading -:Basxetat-any.timei the 
®«»sSi.;!f‘’eny,-:of (f) th©:-sUm;,of -<a>.-the'<ajma!at!ve‘'re^ed gai(ts.pn':ail'forfher Basket •Rdsrt}ons-..tn'S’achv 
hten-USD- ^racfing.'.Baske.t plus . tby .the Short 'Propeedsi Ampunt.for such' l^on-USD. Trading Basket,, over- 
,{ii):.the,isum’t3fi-{aj;the.aggregate of'lhe initial ‘cost basis' ot a)l-op«i tong Sasket:RoS»tior'S-iK such Non-'- 
ldSDT!rading.Bssket.-pfos tfa)’the'CU.muiativeTea!iredlo$sesonatl:fomtenQaskstPositio.ns’'in-such.'.Nohr 
USD;Tra<iing^'Sasket.and’tc):all:adj.uslments.:as determinedra/’ tha CatouiatfOn-Agant'; for-any otheh/paid^ 
‘Ihcome grtd|’jgxp^r^ .items'alfocabie In-a -currency other Ihan -USD’-to-tbe- Basket but^-sjccludirig accrued - 
..and t’npaldt^Robml.'and'experffieritems; Noni-USD'BasKet-Credit Satancei.determiriatjons.shai-l'be -maoe' 
:-.on-a.Shafa-^settlerT>ent date' basis and shaH 'be denominated in the currency.-asscGiated ^th Non-. 
.USD TradipgrBaskel. - •• 

.^?4oiriA3SDi8flske{- Debit Belan^* means, With-: res'pect-lo each--Ndn-USD Trading -Basket, at. any" 
‘•■}Tme.'Bte: exce^s.^if.;any. «d'(i) ,the.-sum of:<a) the -aggregate' or tne mrtal-'*cost bass' of apart .tong Baskrrt- 
f*®sibDns1)TiWiiGhiNon-USD-Tr8dfng-Basket..pl«s (b>^-the'-oumulatlve'’ realized losses on all former BasKet- 
RosittohS;.lhK&ueh.Non-LISD Tracting. Basket, over -liO-thersurn.ofTa) *e cumulatve rQ^(zea'5airts,DP aI|' 
'••foriT!ar'Noh-;US6-83sKet pi?§iti<ms jn-such Trading Basket./R)asr(b)’^th© Short Proceeds , Amounf-fer'such-- 
Non*USD-iTr|dingi Basketi’ amJ-lO-all adjuamenls: as delermihed-oythe DalpulafeonrAgant, for 'Bnv.:0lh8r 
.•patd'-iscolTwrahd expense -ntems ailocable-.viR-.-a cu^ncgi other. , than i’USD fo-rthfe SaskeSi ;-byt.e>:citJding.'i 
-accrued 'and loopaid income andneiqj^se-ilems; provided, foat tor afiNon'-USO 8asket.'0.^it8ai^rtcd.s.i- 
igreafon .th^nvzefO,.>SCtoty fcM’-pufoos^iof-deiermini-ng-Baskel- Expenses, the Calculatior^ -Agent shalUreduee 
^any. such Non-iUSO.', Basket Debit^Balances by subtracting tTom.the aggregate-ofsuch amounls-the. '.Unused:, 
„!rtft3al,i;everage'.-:(any-portion .of thei.-fclr.used Initial: lL©verage'.'not:so':subtraoted,.,Tis ‘’Rerrialnlng.-iJnusedi,' 
■ }njfia|iL'eVepage"3. The-spepific NoivUSO-BasRet Debit Balances- fromy/hich any Unused.lhiUsi -Leveiage:'!© ' 

Sa; 
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•.su&bt^ed'if4a?i:be<iefenT>fned'&j^^'©i;a'ia)laSc«.A^'tfc:^-.3£5s<^-dssl^ eveitsltailany Nw- 

.y SB^Baskft ■pefeft^^fance-te ;;^uc^;betew:2^5.. {fe'n^'SD-^asK^^bit'Balsncs aet'^^'T. ia:.ans sha s be 
madeTQn, a'^iShare '''s^iefn'SHt:dale’'i»esfe-3od,^ia}f-be-da«3mldateJ^ in: ihe. -currency asscKjialea w^b such 
Non-ySD trading -SasKet' 

“Non-USD Basket iPositions'' nseans-'the-Bai^.Ppsi&csns- f^orded m -a^Mon-USD Trad'.ng 
Basket : . ^ ' m 

’!Non-USD Sub-3a5Ket*'medns.%r-l-^i¥eiit3SnBnG^S|fficifiec[iW4’esbecti:oT a NoriMJSDiTradmq 
Basket- aTecora-mainiatned. byr'the'GarGwaGWJ.^^’^daJ^t^® -^''StssSv aW' or ttJb 'Non-U.SD.?Tradlng' 
Baskets speafvingjiAhat -.same coiren^.: I5ie Cafcaflaton-.Agentiimay-' elect' to incfude ■:tn,. a:' Basket 
.Rerformancev;Report information rrelaiung-to-any- or ^alfcNorp^iSD-SubBa^ets.'Which-'tnforbtatjonsaalJ, 'be 
feported>!n''ttie. correBcy : assow3ted^vv}^ .SUdt^i>lOT-USD‘-StJl>«asket: By example 'and :not of' 
jimj{a!ion,:a r^ort tetatingto-e-NcR'-USO Sub-6asket ■fofKa'^penocs*-may s^te'^among-otneFmingsj'the 
Basket C.''edft':Saiar«»s.:or Basket, Debft.S3lant»S'^^:t‘»e-C3se -may be) of ike relevant Ncn-USB'Irediog.- 
Baskets •for:such:penod.' the . stock .fiorrow-tees'^cm «j&siNon^USO Trading Baskets.Beyable'dynngsbch, 
t>er«3d, and-anv other sofamaliori'SeteGted by-the' GalctfePon. Agent- fcr^nclosion sn sucn report. 'With ai*- 

arnounto-reportea.mithe^applicaoiecur^nci'. 

^INorp-USD Trading Basket means-.ea&VTradwig-Beskettoat-sh^l-eontoin'tHi-Baskei Positons- 
rejx’esBhtmg'.Bhares^sn' respect of \^^}cn'.toe-&a:hapge;tstnotito<:ate<l'ih-tne:tinited--Sfate.sj- 

‘*Rebate:.Snare Vaiue' .means; atanybme, in respeciof any Trsding^Basket'lne market vaice- 
from Sme.to.time’af ali'BasKet^Posibonsin sutA'Trading-Baskefthatrepr.esent openshort saies'ofequity 
.' secunties. For the awidance -of doubt ,3‘ sep^te R^Sato Share Vatue rnay .be; sp3Cffied- for each 
'•TradingtBasket; inciuding toe.'USDTradin9.8a9ket'andali;Non-^USD Trading. Baskets..- The Rebate 'Share' 
Vatoe'for'a-siven.TrBOiMg"3askei'Shal!bespeafied'mtoecwrenGy'associated-w^th.suc-n'TfadJrgBasKet^ 

'Related Exc^angefs)* means; -iR'vfesped: of-^ch' Bssl^'-.'PositKW'Of ^e;. re;ated-'"UfTdertytng 
::secunty-rthe-;pdmari'-e>;ch8n9e^of'-quolaJi<sh'-system '(or any successor ^reto); 'if -anv. on ''ATiich- futures 
:and/crootior.S''Contr3dE:v.nth:respecMo sudiunderlvingsecuritv-are-actiyely'teaded'Or-quoted. ^ 

'Remaining Unused ^fmtiai'ieverage'’ -is.as defined above'.4n Ibe^deflmbon 0/ Non-oSD Basket 
'■iaa&tl'aaabce., 

''Short'Benchmark-Rate'.means, in'^respectof'the USD Trading. Basket, -fh tor-sny.'da^-pfiof to 
?1fie .Sdieduled:£xpiraUon 'Date.-ttal to .the extent 'the ..Rebate Share .'Value or the . USD Trading 'iBaskef'.is 
Mess than.-oir..equai .to fri8.1nr[ia! leverage, the .Term Rate.- aod'fb) -for any 'Rebate- Share Value.-of the-.Jiji^D 
Trading'Bssket lo^excess of toe fnitel-Leverage. ■tos BenchmsrkRate fwhioh';r3te-"C3n'be..expresSed''as-8 
■:v/e(ghted',avefag$.r3t5:ter the- purposes' of^caiculation and reporting^; .and '(11)^01 any'-day. curing -.aRricing: 
Period'occurpngtohonafter toe.SchedQied'ExpiratiOROate, the'Benchrnark.Rate, '' * 

?ShOR proceeds Amourtf ipeans. for-.each- Trading -Basket, ^f-.as^y tirpe, sate'-ipdceCsJ. 
rrecefved.'toi! tof''.8asket Petitions that represent ope.-» short sales -of equrtv-secontfesln such ^Tr^ding’ 
ISaskel 'A' ShortRroceeds' Amount shat! be expressed- in^the carrency of the ’associated^radihgfBaskst. 

'*Te>)Vi B&skef 'meafjs a -record- mamtained-by the Calculation Agept in'fespect'iof''Wh!oh. alS' 
,’fi>fj;the''foi!owlhg:-'C!pa?act€nst!Cs„have been specified; •(i3.'a;eountry;liij a corfenesy., .(iii) the--date Oh 
iwh!0h;-8uch-.rftccftd..is.estabiished.(the "Steit Date-"'; (ivV the- relevant IIBOR Rate'and (V) -ihe-date pn' 
•whfoh srt-of thes':Basket:'.Posltion5,-'in{Muded tn such.Tecord-.aT'e- scheduled ;to- be.iittjuidaie'd: ^th'e-";End 
i-DSte-)-:: .and that Identifies. at,aB times; ali of’the .cutstandmg Basket ^osttions'-'dasignated .by the 
jlnvesl'mOnt- Adwsor be. jnotuded un- sucto- record; Solet/'i-for -purposes-of 'Caicutetmg “Basket 
Expertises’ ihe.C.slculatroa Aflent-shall-recuce (butwtbeio'A zsroj.lhe actional amount'Of'open long 
fposnfipns tft; iBaskete ?cy- siflrfracrfing from, the aggregate of-: such- -notional: ameunfs .-any, 
:Retnamiiig.UfMjsedi lniti8Meyerage. The'specrfic open long positicws from-v/hich any.':Remaining .Unused 
fpittaMseverage IS subtracted ‘Shall be determinsdby.toe Calculabon-A^enfin its:s©l6discrBtjcn.. 

-:T3-- 
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TefW BasK,et Dal?’ rns^tis^m respect of s Beske^ ibo 15t>' c / of '-a-'h calendar 
.monthon. a Medihed.Foiicwr^ B«SfneSs©aiPConveO&CttTr 

■‘T'adm^'Basker means a recordttiatntaffs^ by ^he-CakajIafiOrt -Agent Tn respect .of wfich aKcf 
th® foiiovung charactertstrs lave b^n specnjed <Q a coan^ and (*<) a -currency andtiat de-r^nes aa) 
■,times4'ait.of.t;^,CRjl5tending..;BasK6t!Pos!^«T5.desJgrffltedTjy;1he.lnvestmentMvfeof-'.Ktbe!r!cluded.(n':such 
'record; ^ 

'-Unuseo. fnitial Leverage' fheans, at^any fcpie of deterralRaDonf |i’ -tt-USD SasKst-DsOtt Baiance 
•.is,a;neg3feve;arnoonL:tbeabsetuts^'valGe-of.ee!:it^am<«inL€*5eFW!Sen'S)^z^; 

^•y$D.:0askeL Credit- Bal3nGe-‘;gwaos.'.^;ar^-^7}e;,-B»>ex€5essj tfcany/ of^tr>'me sum of-;(a)i?ne 
slfjttiafi tennacAVsJue. plus (b);thB:'.aimdlatRref^»B4-^nssm all-former U.^-8asKei'PdsittOHS-plus'.(c) 
ths-Bhort^=roceec{s Amount for the^ySD.-Trsaii^ .•oveC-l«)''6T6 sem- fcf -‘{a> t}’,e aggregate of tie 

!5it!ai ?eqst i?3sts*vi^-.at}i0pen 1ong,llSP'Sasi«^ P<stboc®...ipJusf{b)-tbe GumutetfVe reafized toss^-on ail 
■formenUSD.-BasketPosjtions, plus-fcj.foaabsolule-vaJueofctoeRebet&'Share VaiL’eforthe'USDvff^ing- 
Basket, and^'fd) ali-,3djustmer[ts.-3s.-aetermlned.*y--!he;Gal(aite8on- Agent; fcr'3ny:o';her paid'-tncome^and 
.expefTse:ltems:a!tocabfe-in ySD:to--ttre©askef; buf exchJaiffg-atasroed-sfKf-unoaid' tncome-ane-expense'- 
:itsms:i Baskel.Credtt Baiance dBlemrina'&onssttallite.mBde on.a':Share. “settlement date* basis 

t!iiSD Basket. Deb»t-Ba53nce".m^ns'^(i).-on ffit5rSdaykprtw--Sotd3e Scbedt^ed Expiretfon^iOate the. 
dilfor^cer.-whether.-positcve -'ornegabvei' oorwe^ (a}'ttie sym OT .t#.vfoe aggregate of the ..mitral' ’Cost 
bas!s''of ali-open.-.long'iJSD Basket Posftofvs. plus (2) fo3_^^mutebvesreaii2ed losses- on aii former USD- 
Basket, Pr^rtions;-pl3s.(3):-4he absolute .■vakie'-cf^SebateBh^re'-VaiueforvfeeUSDTradingBasket.. arrd- 
(4J^--a3 .adjustmentsrfor ^ 'Other pa'rd inooms and expenss.rostrSialibcabfe-m.ttiS&fo the: Basket, but- 
fixchjding-accrued.rand unpaid income and fexpefise-^ISms; fninus..'^\#je'Sum'-o£.i11-;tfte.lnitiat-'ivitrinsic 
Value, plos;:^2).'.ft)e inittel Leverage, plu?.-t3}'.the cufftblattve reafized'-gains- on- afkformervtJSD ssaske 
.Positions,'. :pl!us (4) th? -Shortir^roGeeds^-Amounr fcMrthe 'USD’Trading- Bask6i;:aRa (rH-''Ounng--ariy"perioo ' 
begrnning': on-tne'.Schedu'ed-^Bxpirattoai0ate and.-rending on the -rffraf- -Valuation Date? •theirnKforepce:. 
Whether pcs^e;or:'.R 63 abve,'.*>. 8 tween .(a)^lhe-sum’:of (1).'fhe 3^greg3te.-:of.tha imttai -''ccsv: basis" "cst'ali, 
open >bng:. USD Basket- PosrtKsns^ plus ■(2)^the currjulative raised losses-on-aif fo-''mer<tt!SD.B35kBt' 
Posit!Qns.i.pt(ls.(3}\tti.e'.absslule value of.tbe.Rebate-jShare Vatue..for;.the-U.S0Trddirfg-5a5Ket,enEi'(4i.aJI-: 

es''detBj 7 runed;by- foe- Calculation -Agent, .for anv-ofhekpald income- and expense'/tems 
alldcabie.in USD'.fo.^foe Basket; butexcluding'accrued and unpaic income and'e'xpenseitems^-mimi^-^b)-. 
.the-.sum-;.of(1')'the.tnibaiMntrtnsic:Value,,|rius.(2) tbs’Short Proceeds Amount.for the -USD'-TrsaiagiBask^ 
plu8-(3}-1h^-ComcJt3t7ve raabzed-gams on.a-l forfnerUSD .Bask^-P-ositlons -Dfovided foati -in the casefof;.ft) - 
ancfitsK'^'4'n'^any--.ciay'such difference is.h^afjve.tnen fcr.ourposBs 6f-celcu{atin'g-*'B3SkeT"Expenles"'for 
such.'-day-the: '’USD Basket. Oebtl. Balanee" sh^f be-deetred- to be .zero; Baskat di&brt Balance 
daterminatidnl sf^ll ^5 maae-oh-a-Sharefsettlerne'nt date’ ba^as; 

'lUSD'Basket-Posltiohs’ rneans the Basket Positions recorded in the-ljsD 'trading Basket; 

■‘Usd Trading-.fiaSker means the Trading Basket .that-shalf cortfom a-J Basket fi!osrtiaf.S, fo 
pespec^'Of'.wihlcib''thfe'.Emiange-is-iocated-fn the ‘Uniti^' States. 

' U.Si SPREAD .SCHEDULE 

. v^lies to .the USD Trading Basket 


, -Type 

..'Spread. . 

:Rebate Share Value 

i.32-.£ basis oo]r>ts.*:0'325%T - i- 

Basket Credit-Salance 

V25'bas:S Points {0.25%f - 

.BasketjCJebir Balance 

i :32;6-basiSP0lnB 18:326%!- \ 


14; 
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Won-U-S. SI>.REAO SCHEOUL-E 
<fi^p^eSio^-NorrrUSC?r?a<ing 3 ^ets 
and ai: Temi' B^kefe 


:i Tvoe 

'Soread' i 

% Rebate- Share’V^ue: 

m-irespect-of.-NOBiUSD-Trwiki^!, 
f Baskets and Term a 

Benchmark -Rate ssset-fcrSi-jn-- 
Schadu}e:«: , 

.^fiseWorih tn^Scheouieli- i 

Basket Credit^Batence 
in 'tesoect -of Non^SD Trading 

1 Baskets and -TeoTS Baskefe Using -a. 
Benchmark: Rats as' set 

Sb.nsdule:1l. . ... 

-As-^t'fefl^'iScheduJe tt'. '■ ; 

Basket ©efaS'Batence 
in respect of Wotv-USD Tradaig 
Baskets and TermiBa:d«te-using a 
Benchmark Rale as set rorlh In- 
'.ScnaSate'il' “ 

i;As s^-jfortf(''in Schedaie-il ' •? 

Rebate ‘Shane Vakie. 

■In respecJ of ail dthe--. NoivUSD; 
Trading Baskets ,ahc Term Baskets 

-AsdeterrntfjedW'gcodteilhipg \ 
-:foe-€atat3^oa-Ag'entuDon | 

•ccnsirteSQnaflthitee- I 

•.liwsstmentifltftyfeor i 

i-Baskel Gredrt BS'fance 
cin.respect.of.al! .other t^on4/SD: 
TracJingsBaskets and Term .'Baskets' 

As-.detefti5fr©dm-good-fafthbV‘ i 
•theCaicul^o'hAgent upon. 1 
consujtetKsn.-Wfdi the f 

'Investment -Advisor- - ; 

.'Basket: Debit 3alsnce 
-in respect 9T,^'pfoer-.Nor-USD: 
Trading 'Baskets andT'ermjBasKets 

-Asdetetmfoed'jnigoodfoith bv: : 
•ais.:GaIculstion Agent-upos' i 
ccwisu'labQn.withtbe | 

-fovestrasrit Advisor . . , i 


4: Additjonal Provisions:' 

' Basket. Posftten .GomDOSidbn :..A^ Basket Position is a:rfiK»d-‘r8l^ectrria-if3e.!pt,'fChasB:'ar 
oferry ■of=fhe.fo!iov«n'g; any .eqi% secontiesvtn/a company and' listed on a'-fe^cognired'^jiiehdnge: 
:(3feposj1ary. r^ipts 'Itsted/on »■ secunties-'cxchange- m "Ute United Statesicf Amsnca: eqosty-Sinked 
securities. OTe.iSefivatves. index.-fulurest exchange-traded funds, ■other equity imklb: securities ;(besides 
'.OTC^derivatiVeS: index futures, and excnange-traded-ifundst.-mterest rate and cyfre-Ky- tramsactiOns.,' of 
■^yr.ptner .fmaflcia? kistruments that. mav -■be'.sgreed:, to between the partes- together with. "such other 
!5e(Curit!es:an.d!assets.arising-by .'eaiKJn-.oTsny-PotentiaiAajustment Events 'or-Mwser.fvanls.uvTespeotof 
fShares-cdmpfis’tng.the'Basket-frcmiimelo time, {in each' case.. a tShane* ar^icoBeotnmiy, 'Shares*.) ■ for 
j.thg.i^avdtdaate’of'doubt'iBasket Positions .may ibs' records of. purcnsse and saie.tnansactions.rtot’aCtvatty 
(executed' 

' iS*>Brq>j^ricinQ^MethQdi Sha.-es:th 3 t,are traded on a^U.S.- hationai. SBctinhas.:exchan^ or 
'thetNASDAQf.tJaflonBltMark^ Systemshetl be^vaiuec.atany time at the last sate, pnca 'quoted for Shaiws 
'On''thB*:(l;or!So^ted;tap^M5nftha';date arid-3t'lh8 cme for-which-vatuete-Wtihg determme&i’-pi-i-'if.'.h'O-'.s'ate 
■ecoiirred ot^ suph.-date;- th'ten at the iTieSn-dsbAteen the- 'bid' and the'^asked^'-pnce^' on: eush .date as- 
■'f^0n:fld-lht:afty’i®oO9r:s26d,lntefdealenqLlctatton systam.: Other Sharesi'tfadediover-theKXJunter shaH be- 
-rVatyqd'-at' tljeijl^n' between th.e'.:".bicr;and.'Jhe ■asked' ipncss-quoted for sucfriaiaies;; Shares' ihot-iso 
;tf 3 aec--.as aesoribed-h|fah .^ail be iraJued-at'- their 'fair^mafkat pnce -as -determinedMfi a: 0 !C»nmaFCtajly' 
ifeasdnafate.imanner by tne OalcuiaBon. Agent: toe Cafcuiadoa Agent shas peffo-TTi.i.'V 3 lueliori .of -such. 
.Bhares.in.acQOfdancs'wlthcnteriafeg^Kig valuation ames 'and stW 8 spnc{ng;roethocs.coromua!cated ‘by. 

■iS: 
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-Seiisfeisi Wnbaa to. Buyer,'i.n.'3 BaskM'.P^^rnnsncs-rPBiKsrt-oTjOther^j^.^ ■'Wftfja^jecf-to an.y pcSitian 
-oesqnbed. above; tie-Galculation'-'-Agent if> vatan5 sfteG3».' S9c^q«es-...M om^’^nvesfnients.' may -leiecs 
5iich;otoer mstkods ot;vaiuaticnas'-itHn:good fa.1h sbaft‘daef^apDnopn3Se.-Qn<tef.«ie'C:irc!umstenoes artd. 
:0nce;datermineaMai!:suon '\difcia8ons"Si:>aH b&bnal^dvconcr^v^e !n thS;absefsce-Oi:man!fest--ssd-iaFb 
The,lCa!co!3tton:'Agent'dba!l'gse.^e:actUafirade:;®ce<aiSKi'pndn3^seiiffi3'anj^i'brs!taQsn!'!g4fle..Shar=?S 
■.tiha. ’^bare E^ecgbon PtKe')jinrc^na;SK5S.'v^i<5)^gn^;o5too0^-e«!5Kfa&^ (Tbciadtng-any.'Eariy Exoiration 
:;Eventy:v0nei;-<u|;determii>atJons ef any^3aske^?te^'5^ncesrof-'88sfeeHjfBdii:feal3^s:. ,fncsne;Gasestir 
iQe^Skatea Pssraons, except;ss, otheryii'jse.<Je^^a5^iA««m; ffie tmsng^ancf^'iJiiGe-forrthe-'xJeemed-a^iipa 
•srKi/oPvacquiring-of-a' Designated 'Posttjon sfiall &6‘Ss'^deietTnk^ed sytke-CsJoplaborJ- Assnbtn good.'iaith 
:sr3d,.'a'Commerc:a3iv. 'reasonaBer-manner,. ^-sad?- fsiqBs--as£6«5atei.p^sortab(y be- expebtea io^^e^ihg 
;execa!!on.pr^sr.5‘the4rad6':gMbg‘4JSs^ S>0,iCfeign8^P©atos^a<J.a<SaSl!y^andsrr«5y:-beehi-exeouted: 
Thd.Caiboiatiorj-Agents-vaiuatjaoyo^^AegasH^XJf’l^-vg^^ORi'msSTodQtogy-'rnayt^^Wer.'iTCfn^tdeivaiuaHoft 
:nl6tKGdt>!ogs‘;-n;-.us^;for:ilsovm!»?^;andJ3ecs)nJs.wtittjer'ff3teff«tf'^aifposes. ' 

^c} TenT^nat-KDn-and-'Eafly-.Syptralioa ffo§c^ ; ^rf-conrjectioR ivnfi ^ermibaton Events'iirider 
•lh!S:-GQnftrmabon m -whiGh,Bijyer:&.''ari;Affected Paty-and .Se}ier.>f»s-tt^e-{^-.'Upon-'r?ettvery of'-notice/to 
Bu.yeri .to.t©rm!nate this Transa<i)6n. 'Sien'^Her may. exerctea' sucftvngM io'-terminate -bv- ce!r/sJV--of a 
-$wterr' Termirstion Notice, substanfefey tn.'-..fee ft?nn-aeacrted liemto::asviAnnex V. sar? ccnnecticn.-v/itn 
■T;ermination:€v 6 rit 5 .iintier^a^iS'.:GpTiSiTnBtxjn -m'wi«cdi,^Jert5'afvAfected:-Party-sn'd Stiver bas^ tne ngfe 
;up.Qn 'del!Verv :of::.nDtice;:to '.SePer. ;K>..Jerfrunats .feisdrjBosac^Kv; tben Buy«. .may exercise.eucb noht.to 
iercpi}oale.by:deiivery.of asBuyer.-S'efmioaficn-Notice-.'.sutstaalqlly.m.-ffie’form-attachec'nereto.ias.Annex^l. 
!>iOtvflthstan<3)ng,.tbe;'orowsions^.otSe{*<»^.6(a)i>f.iheA9reementibs-.€arfy.Tenti8nsbGr>.Oate:ir-respecbot: 
•tb’svTransactron :sha!i ce dieday .on- wiach->ttie Setter TermiraBon N«Hlce-or- Buyer Tefmirjaftori'Ncttce.-as 
rei8vant...iS:-effectiveiy delivered .f«mvicted. thaf-iF-sdc*: day IS fsaaT'-Exchange SosK'jessi.Day.-the-Eariv. 
;r.ermif}at!bR;.0ate,shaH ’be^^e first:Ex©Tange -BusinesaCay loeccur after.such. day: 

•iif.ari:£ariy.^Expir3tfsw^>t\^t oc<rtHS>.#iis.jrran8a(^OT’.wi!iautCHnabGally-exp!fe3t.lbe hnieorsuch 
eccmtence. '.fbi^such instance; SeSdr-map, sotely-as- a ocQitesy-and..\te5H3ut -obligation: give-nofice-to- 
Bliyer of tbe^oeGprrenc© oT'suGk:£arty.-€,xpn?t}on Everl If Se^Jer d6t«Tr!!oes-to-oravfde sucfS'nobes, it 
may d0' so-.'.5ubstar\tt3lly- .in^-aietform -attached -hereay as Annex- 1. -Fof tt^e- avoic^ros of do^bt- 
ngtyathstaridrrtg-i'tne-, deisvery- .-.or. ;non-deSyefy-o? vsgch a nobceT ;an Early -'Expirstion -Event otjcuts 
0 u|arnatjca%, .at-the time the^cxxwintons described B^-i:^use ^^.•of-.flw'defwiiion'of Expiration’‘.D3te.b8ve 
OGCbired. . 

-Sxospt ss'othsrwse^specrSeditieretej-upon the:occurr^C8.idfaft'-€vent-or cjroiim5landes'’.gi%ng- 
Boyer-lhc nghtto terminate ttis-Transacbort poor io:the:Sctieduted'^pir3fcon'03te|exciodingan..EVdnt, of 
Oe^lt.in r9Sp©ci-bfSe!!ef. i;indsr''Sectton 5Ca)(\ii)'of1he:Agrewnenti but iRctuding-. w.t±iouLymitatiiori,'v?'ny-. 
Other-Event -of ‘Oefeuit 'in - resprct of S^er-or. .any-Temifnat)On Event in -fBSpectof-SeiterV; Buyer, :Sha!}. 
delivef-'a-Su-yer Termmaboo -Notice within; 15- da^'S of/the.-aocosaj .of. suchi rghi < 0 ,- terjronstejthis.. 
t-r^sactteh or^-Buyer. shall be deemed lo-h3ve-v«(ved-suel*:?,figiit:to le9minate ttits.;Tfan§aotior)';'as tfte.' 
resu!l''of thb'oc^arrence^of -s-jch. event lor .circumstances; provided . #igt -for ^he•pdfpose^bf. determining^ 
tvhen’'a Byyeesmght.tO'termlnate.'d«sT^sactton-accnies cnd8r.Secbon 5ta){!i).-of tne Agreement-, or'as' 
}he.'.re8Uft .pT a TferminalioiirEvent, Suyer-shail bedeerned 'd.hsve'd'^ivered..any rn^lice. raquifbd- to 'be 
dekiverad'.byiBover',woer-Section 5(a)]ii),orSecbon;6(bHi) <'f>tt>e Agreement, as-tn6 -casemay'be'..'fit ttte 
f fne-BuySP'Isamectlof' Sellers bieach' of c-sgreemenf :or obligation- hereunder -or -pf , ih6:.r3c?s-:g!yihg ;rtse::lto 
such‘TdiThlnalion,’!pven{. as.th6.casemay.be.- “ 

-fd^:r . investment AdvTsOh Buyer 3cfa>ow^8does: 8^^t RenatseamgeTechiiotocles l^kC. 
flTtvesbnenf MvtsQsi) -hasvbeen'iengaged :by .Sei(er-4o manage the GomEKsition-.-c^ the SeSke* dtr: a- 
,dtei:tf»hCimsayftas®:.fprth8;acc»unt of Seller, 'pursuant tO'Ka) the invsstment-Guldetinas and'Corrjpitarice 
Ree^idWonS-.Obe "Master -InvestmeofGuidelines. and Compliance- Redtretions, seti^rt'h-jm.the-'.Master- 
!(nvfiK&tmentAdXrsory -A{jreeraent dated.3s of December 15.- 2008rbetsveen Seiler for-its specjffed-.aflTiiale) 
end fee-'!nvestment./ilYism‘'4tf!e- “Master rnvestr:h^t-.Advtsory>-Agreeraent,'J and.-ffcj-'the ‘St^,plemefi1al: 
1nV€®STvertt .(SUfdelines-.-and Gomphance Restricdons ;^the ’Supptemenis! -investment- Guidelines and 
Comi:S(an,i» --f^estr'ictions;.'-- Snd‘ b^eSier wrtti: .the MasteR. :lnvesBhent .GUictetees.- and-' GoropHance; 
Restrictions-: Jthe ^Investment GusJerines'.-ami Compiisnce-.RestriGttbns'if.set fodn frR;the..$.uFptsmantei, 
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Im^stmentAdvisor'v'' Agreement •■dated4une.7i.'2D'12; aS‘jnaybe;amendetf from isme td time. bel,ween the 
parses "to. frie ^Master- ’inyesSrsem^ -AriYJSwy ^reereant. "SapolaTientai tovestmenL Adv.-sory. 
Agreement/ sna together :WtUi AdWsojy.rAgreemeRt; tn.e ‘investment Aavisory 

.-Agreement')."- 'A’hile Seiler,- in- fene- nc0=tr^:'-ct5urse-.iof te busmess.-iStiaS Teview: investment^ Advisor s 
.compiiancewiththeinyestment'Gufd^ines-and Cwrjt^iaEK* ResinKionSi.:Setier shan have .no l.isbii[tv to: 
Boyer -..;and Buyer^hereby. .waives any -nghte--of •actioB.-ag^st- S^er - m-.-connection -.with .investment 
-AdvisorsmonAxjmpflanee'iVith sasi'lmresSnent •Gua^BS. ared^Compbance Restnchons.-or any-other 
>t9rm3':af^e:-lnvestmen‘ AdvisoryiAsreemeit. - • 

tf.i!)ithelnve^meQt3®i3¥lsoi¥.AgreffiTient.orlhe..St:pplert^tai Investojent Advisory. .4^sement.!S; 
termmated'. after- notice t^minaliond::^ Seifer tbr-'cause;-?^ set-tKJt-tn- the f^Saster -iTOsstmenti Advisory’ 
.Agreement):^- (li) Seller delivers notroe that it- s' ^rmwatogt !he- Suf^>eme-n^ai- iB-vgstmenl ' revisory 
^Agreemei^t wilhoiit’Cause ur^r provision ofjhe Ma^K-;fiwes4frtent-Advisoty Agreement and either 
■{X) .the .'Iavestmenl .Advisor rhas^iivered t^Ge'*;taiJax3!fiS3nc«r-«^ -M^ter Investment-Acyssory 
?Agreement-.'thai '.t'.shafi ttomiaenoe- and -maR^® &5d>lKiXiiaa3^_K-,-fy)--di!ee-. Exchange 8us-ness.Days 
“have passed without ‘he.lnvesOnert Aovjkh’ rfeHvsnng suen.s nohes; -(inV Investment AflV:!Sor..,de!fvers 
notice- .Biaf lit -IS' . lerminatmg-’-Ihe llnvestmait Advf«>ry. A^eemeni .fer- -^luse \as sei; out .In :tne,'. Master 
.-Investment Advtsory. AgreemeBl): and. '-eitheT. -tfie ins^an^Jt AdvisoF: has ceiivdred- fiobes. in 
.'3ccora^noe- vflth toe "Master investment Advtsoiy -Agreementi toattjt^shsil commence 3nci;..rnanage toe 
.Ltqutste^on' or :\y)"tnrBe. Exchange Business . D^-fiavepassed'Wfthout- toe investmeril Movtsorpeiivenna 
:Such: emotice'.' 'or "0v.)-' the investment Advisory; A^re^neht <«■ tne. Supplemental lhvesiment:. AovisorY 
'AgreeaTient'SnoulQ'terrninate fcr-anyrother reason,. then fisc panjosesofSeefton b{o)(?/}.:oi^he Agreement 
>the occeVrenos.of:any 'Of'CiauSe'|^i).r<«)>>^«)W‘.{i¥)-abD¥e:5nal}-fce:an AddiBDnal'Xermmahon -Event. with this 
Trarisaction:'asitoe:so}e;A}fe<^eS-Tfansaction atti'-Seheras toe :sote Affected:?.^; . Upon ithe. occurrence 
i-of 'swch ans-Adortonai TOTiwnalion Event- -Seiler- shaH hmaydeliver-to Buyer .sK^e, of such -event arid 
■Suyershalt havetheinght -b'atnolthe obligation. witoiniS'days.Ofieffective delivery. QT.:Such.r>ot(ce-;(but-not 
more^ian'S.oays)'; to:term'inate-i'tol5Trarsaction. fcydelhrery'-of a nofcce tc-Seiler.substamiefiyin-the.fgsm 
eftadheci hereto as 'Annex It In’ the ease of (i),! if .tois .Transactronrs terroinafed,. the Cash 

Settlement Amount shail "be. Gash-; Selderaent -SoenaTo- '!A;' Jn toe- C3se--cfv(«»,...if..this Transaction is 
'terminated.' thB.'.GasntSettfernent, Amount shail'.-oe Ca^ Se{8ement.;Scenafio:*B-.' 

(e) ’Additignal'Termmatioh Event Reiatlnoto SeHerCDS Spreads : The occurrence.-from time 
to time- oTa COS-Spread- Event X ot'Of a-CDS Spread Evwit Y shali-consht-ute an Addinona; Termination 
cvent'fn resoect of ; which -Seller shall .be the. sole Affected Party and- tois Transaction and all other 
T-ransactiori^ between Seller and',Byy©r..shaii'De Afrected-Transactons. Motwitostanomg the-iprcvisions-'ot 
'Sedyoh'-6<b)ffv)(2) cflhe Agreemsnt’Cf any ether;.provisio.n of toe Agreement to the contfaf-yvlrt toe.ievenl- 
.thatSOoh-:sh''AdditionsiTenrin3hon Event occurs itoe dateiof s-joh, occurrence-being- a.. Trioqer.Date ")-'' 
-aftd” Buyer does not designate-; as-a-resutt-toersof, an EariyTeiTnin alien -Oate in respect-.-of all-'(afvd--j)ot' 
less-than all)' Transactions within fifteen (-15.) days .of thevrelaied.Tngger Date then -Buyer shall be ..deemed 
tO'ihave'waivedauGhvAdditional Termination- Event and no CDS;.Spread Event X.-dr.CDS Spread Event-Y, 
•vvhichever gave- rise to- such Additional Termination Event, may again occur during the- nine!y-'(SO).'-day, 
■penod- toat'fcomrrenced'On-^hB related Trigger Date., 

^^f'-pun5oses hsrTOf''toe • CDS-i Soresd * oh any Business Day shaff .be toe: aver?ga '.of .-toe?fr.ldr 
markdt'^vera^idf^ld-.ar>d 'Offer Tdr.:USDlOO;'000;COO ro'HonarvRrolectiofi)iffve:year'..senl9r.'--debt credit, 
defeuitawap.'CGOS'l :spr5ads in respect.of Seiler, as .quoieo:-, by: Barclays, CapdaHrvc;,.Gitfgro.up.-i,Qtoesi' 
'werKels -fnc...- Goldman. Sachs- &''Co., .,1^., R, Morgan- Securities Inc. .and 'Morgan. -.SlahSey. •A,v,:,G.0i- 
Incorpqrated (each: and. any suceessdf thereto. .a.-.‘Reference.Dealer*) iquoted.at Bloofnbei^ -function 
GDSW, although if'Buyer m good, feilh-and,in a cp.mrnefcaUyreasonable /Ra.mer -detertpines -such a. 
qdote-’available-aVBIoomberg fbnctior.-COSW is inconsistent with, market bondftKms,‘’:.rt .may oonfii'm-i.the 
quot8'djrectly.wito.'a.'Ch.‘Reference-.De^,.and'such:d!rec«y -confirmed quote shaii.oe..us8d'1n;p(acex)f:toe' 
jappteabie-.one-found.-at- Bloornberg. Puocibn -GOSW;' if; different}., measured aS'.-<rf..3;O0.-riprmv ;,N'ew„York 
time oh'-su^ Business. Day. In-the.'everit that, at such;lirr<e, any-one-or. r^ore.ofthe:■Reference^DeaId^s■ 
speoifled above has net' provided.-atjupte of 'toe -CDS s^e^.tojespect of Seker, .toeGDS.’Spr^d shall 
be-toe-aVerage of'the CDS spreads qubted, at such' hirje-By-^e -other Reference Dealers croviaed that- if. 
at sotto |jrne»-.fesvef then, three of- sudhReference 'Dsaters have, provided such a quote. Buyer and^Sejler 

i? 
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reasonably sgree to mciiiOs, rr the averaging caicxriatrort. 1*16 caote-ot another, rscognfeetj'dfeaier^or- 
ctea,iefsi sodhat ftree 'soch -quotes-nave -osen aver^o. for. the purpose of oetermming the CDS Spread- 
Pfovided hoov er tnat tf one or more Refsrence-Deatef provides sucJ] -a-t^te ape tne Buvei and Sel'er 
are iinabie";to.:raasonabiy, agree as.-tQ-- an addttioi^.:TecQgnl2s5 -dester 'or^'deaTers r(^;appiicabie). the 
average qf- the quotes «bbta!ned.frc»Tf.-av^;]aote-Refer^ice E)eaiers--tor #rOO^ one Reference DeaW- rs 
pwidjng a quote, suen quote) shall Ce^-used to delennine'teet®S%ppead.-A'CDS.Spread Event X '^ll 
occur .if:theCDS^;Spresdi.s-'325 -basis points or more-OTiatSeast:fcree-t3):<x>nsecutiV3'Busin^-DayB 'A- 
CDSvSpreSdfiEvent y^- willvoccur if the-.CDS Spfead.’is-iat»teast,45& basis po'tnts<sn. any Basiness Day 
!duyef;shaK:riPt;buyi:.sei!. or.otherw(se engage in.trarvsacbons vwthirespectito -eDS'of- the-Seiier. No- affiliate 
■crffBuyermay 'engage iiivtransaclKms-wnS-. respect to Ct^of-^-Selter fcr St&purpose’orwifh- the mient o? 
increasing.iSUdi.spreadinordsr^te--tri9ger. the provistonsI^-Jh&'Psagraph' 

■(f) . Funda^nentat-ChafTOe.to-lhe^lnvestmenl-Ouid^ffies-anb-ConipBance ResWctionS - iF:Se1ler 
mates. a fundamentah. change.. tatr«'^JnvestmMtX5yideSftes;and .Gompiiance Restnetions as .dstermined 
by^Se!)er:tn -4ts-.:reaaenabi.e'dis<3'ebor5. dien BayW-^r^^uch-^rfiange and>Buyer snsH'have 

the. fight, but, hot.the:QbligatiOTi.,'to'tern^nale .this .Tjf^!sact]on;.by.:bernrary^Of a'.nohce:to . Seiler substanllaily 
.tn the -form. attacned hereto.vas, Annex'lt. lf.®uy«:'eiet&-40:teTT>fn3te.th}sTf3fts3c&on'puxsua!lt"f6 tms 
paragraph' 'IhVCasn Settlement Amoont-^iaH be:dasb Seltl^nent-Scenano-'B.* 

^^■(g): Post-rSettlemenl Admstments: . iNoSwUistandliig anything to: the' controry ip-r -the 
Agreement, . (f, ,{i}'..afi:eF;tn.e TTansacuon'naS'-tenr«nafedand'any Casn^-Settieme-nt-'.Afriount nas .been paid. 
Seller oT- Suyer:bea3m0S aware offa) anopa=atK>naf misboc^3ig.Of. (by anv-accrued but unpaid'mcome' or 
.expense ,ias;--of tne,^jna!\iVa!uat»on.Oate) that; ;;T)"difered frofn the .amount actually paid,' ’2) was 
determineo .K>. be In'-enor-or (Sy-Turas noi-aetuairy-oaKlun aroordance with ^e-vaiuerarwnichvit had' been 
booked by lhe-Selfen.- and (if^ttte.occurreni^ sf a.siajat}on-.descnbed-m'dauSs£-(a) cf [b)'lbecfed'*he 
caicuigbon. of -^8 Casn Bettlerpent Amcu.nt, aisn-the;Par£y.thal berimes. awarei.of such:fact -«it!['hot’-fy. the 
Dther.jpaffyj and-ihe Parties , m3, negottaie. r.-.good ferth to-alfocate anypaymenc aojustment between 
them; I^iS'provision shall su?vi>^.the termkiatiwi cf UTis-Gonfirmahon or fte-Agreement 

:(h). A Ql-^Qe tn Defirfit^on-of.fe-idemnifiable Tax -Soielyfor.the purposes df tniSiTransactiOn. the' 

' teriTv.lndernnifsqbleiXejf will be.defined-lo'exclucfeany tmposedon-any payment’urrder this^Transaetion, 
tbatjis:based;Qn,..rarateo to.jn'respecrHaf/o.r.measureft'bV'i in:'Wbole'or fr).pan.-the-ded3fatiDn.,paymBntor- 
receipt of any- dividend on-any Sharas corrortsing from enne-fo time-fhe- Bssket.- ' ’ 

# ■ Faxes -: For pgrposes of •determining- Basket Base Rerfbr'mance. 'Basket-'Gams-and. 

Losses. Basket fncorr,e and- Ej^oenses,. Basket Credit Beianoe. Basket Debit Balance' ahc-"afty' other item 
ysedtO'calculate-w affectiRg any of such amounts..g8Jn, loss andany other (ncome-or- expense iterns'vvilf 
be computed ■and'-takeh' into-accounlvAfrioul giving effedt to sPv-Xax-friat might -be'ifnposed'«r'respect'of' 
py •re3Sors..ther-»ff''(except to'.;th&-'exten't,-.mat ,wit.nr>oioirig: taxes ;(incrjoing •any;iDenaitieS' and’' interest 
-associated! mth'Suph taxes) are ej^mssly^ncludsd irl Basket -Income or inieasket.EkpensesV 

*■ - ■ ■ 

(ft - 'NbhmtonfitfertteHtv.- ' ..©cb^ PS ofriewise hereinafter- 'set fcrfri 'In'-lhls' ^e- 

i^>ar!i5e^’''herefo.''.agree"BOd 'ackhCwieo^ge’-fli'at Sis- .structure- and tax. aspeblS':bf ' the:' J^ns'^loa all 

vmaterlals,^rO};*lecf 'by;..aitber paftyyWith lespecf-'to such structare and tax aspeGtg'areir'an'dihave a'lwsys: 
ib.eeni',nOn--!Confs<tentia|j andrare.rfct-the-pr6pri8tary;ih.fQfnl^oa.bf'elther party. -Nottvitfis&ncliftsvarty^lhg-, 
'h.^rein-rto.“tbe’ Gontrary; each parly. and'eabh.Affiliate, thereof (apdl! each .ernptoy^. n^i^enta>Jve;:'.C!r;.otberf 
.agent.of*any*;of.:'lhe''''fQr6going)'may'disblbsei-'^d ,has..always fieen:entitled;‘td dri^oSie.Xb ,any;..and ail 
ibersonst.'wJthout.iltmitetion.'Of’any kind; 'the; tax treatrherit and?.-tax stojcture-of tf^e' TTahsact]bn:.;arid: dtl’ 
•••material? of •'S{ny"k;»nd (including opfruons op’iolher tax anslyses'i-that are- providad '-fo such "palty-"(of 
Affillate)-relafcng'to- such tax. freatment-"a«d structure f orovided . however ; th-at'thie -names'and-aii olh'er 
;ldsnllfyfrig.lrifofjT«abori:of.a!t sj^es.-an-d-pefsoos^haveibeen. properly erased., tiom.suiltfmateTlafe'prJdr- to. 
•the’disctosure thereof unless-and-to the fextenl sudi .information -is necessaiy.or ftelpfuhin -vin-cferstanding 
tbe'taX.&'eatmbht' Or tax..Stm^jh5vbf..Uts frahsactioR)-. ,^ch i»lty;--o«tefwreec,a 9 re©s..frot.'to.;dis®los©':anv-. 
.'propnetaty-.-ponfpdblic- inforrnation regardrrig the' oUter piti»-’f’Conf:rfential InforTnation*)'.-.'!! fnay, have 
■treceivediin cbrSlection-.w^ theTransactfori.'iiriclodlng; yyjfrx)Utltml(aSon. that-such perty has' efltefec(>:riti?o'' 
;the-Xfansaoiion‘wntb-the.other;p8fty. and.agrees trisi npt dfsdose or use:the.-name .of Ihe.-other 
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opaFty.(orar5yAffilatethereo-r).f&rTT^a'rifeBf^«M^,{^5eftpu^seS'-4iGt*Arectiy'r©Jatfr5g tothe Impfementaaot^.of 
rtie; TransacBon .J^tereunder,. .Notii^'sslandmg -fc^e^sn^- i^her -way ;.a;soi05e ^any sUCh- 
sOonfideotsai^lnformatton reqiAe<i'.ey--?aw-OTiBqU{i^?or:^’:ecHJ$s^:bSeahyiji3diJai, goysrnmenta!'-^ other; 
iT^usatorv. body^ provided it^gives ^padr watfep-pobce-'Of siiet? •feqUirerf'*d?$doSure':'to Ihe -other party 
Cor^fider’tat hformahon f a par^-^B reJt'sndude any rfcnnstKa^ la fte dctraih r> nformatioh 
■obtained-frorn arty:th<rd party •notuadera'dufy nptio^SK^Ke-'it 

i(.K)! - Reportmg ; Ss«sr:Tep?e^rt 5 - 1 t^f 5 F-‘^-JWrpo^S;trt:and/ar^AS?liatefijereof..wBS:repaft.fhe 
•Transac*,on..as.3-.aenvalive.ftna«eSfwis^w^l.'.ahd,^aa»-i#tfngi.r6gatatO!y'. tffiKiaacfaliothe?' 
vPUfposes;,.rt-'a.P4;any Affilrats.therK^.’SwJIteattaf^^tepoASte-Sfectsd'P-osifeKis andraay other. £«sets-.ar 
.posittons;that*majht>S'.credrtediQ.ormi^d«i.'Vrthirv-tf^e'fei^cefs;(oaitef aian;rnT€speetpf'CeSfgn3tec:- 
.Postliofisjvasassetsand^poatjonsKJfwhipn ^ler-CMt-aiw:;A^^®^e-solel)enefiCia('Ownerand.io. Which 
either:, Seller .or.any.iaffiisale,4s:^e party., as^hecase-maybe.'-i^vided . Ih^.fei-thfrevehiofia dispute 

:ttetween thei:partiesasiOihe.prop«;c{iaiBCtenzationrof‘tf^e-Tik®s55c»i.apd!teiatedassets.subsequer.r.td 

,a"Ghar^e. in !J.-.S. Tax,ts\j?,' S6itef vwli m good=f3»t{? wake^S'^fr-deteNrwratitjn of-tfiecnaractgrization'and 
;apPi!ca.bfe-reportrng;oftieiTfansacboni)asec.;«5 M^sfery.aowsg.of -counsel Gonciucingi:hati.as'a.resuit'ot 
-,such;Ghange‘.in lii-.S', ~ax'Law;..a-Tnat®^-r^'t^taxpeT^ftjespn!3t'tsr.3dtferseecortocaic:or:re{A;‘a{tonal 
^asnsequericesrto^SeSsr exists jri..c»atinumg-..to treat and report 'aiel%5iTsa<aitw ;a4he manner s^ 
rabove; ana. wli'provide. Buyer, with inQfce.oitsuc^idBlsrmirtayoB.iandiSeliefwili-treatahdTeport^or cause- 
,ite:,Affiliateto lreataf«3if6p^j:feB'-tKatsac6on aod4^lated;assete-.in fesxirdance with^iisgoodtaith' 
:detefminahoni:Bu.v.drre:pFe^nts1hat:fortax.piirpc«esMf'WjB^eportth€Tfansaction;asaderiv3tive 
.finanoia.v ifisburnent gsneratmgishort-t^-c^ai gam wfces at-exeroae. or-matufit^..Selier'-represents 
■thatfor^bVS. federal ineorne-taxpurDosesafl p^menfs.rec^vsd'Unaend^e-Transact'Ofl-'iiWij.be-Jreated^ 
erther.asrecetved.by an;Aff!iiate^ns.e-'Unted-Stetes.gers3nsfss:ti6fined.|nsectJon7v01(s)tS>of-Ehe 
:Co,ds.);oraseffBCtively-co'nnect6d‘vnthtte.Gonduct;ola.^fedeorbusirfsss-carnedi-on bv Selfer:Vi'ilhin the 
United States: 

•Pbrxpuf-pose^itffti^tsecd&rrthe.tejin “Change m-li;S.^axjt^»"‘iTJeahs.{aJitfie enactmerit; premi^gation- 
«K^titfdh-e|i'raiSlc^fe>n-.of}b.r any---Ghsh9e^^h-or-arnendmeifl-*o..-the'U'.S>lntema!-Revsnue-CDoeoT-;-ig8S- 
3S;atpertdedv-S»i*V^^8^‘ry;RegtiJatiors'Pf^UlQated.thWBur;der tincIudlng emy.prappSBd.ChemgE^'th^t- 
iS^e^fiigtt:'feqotred.,ifr^'^l«^-proposatto;oe:'prospecbve(Krty).octheanaouricement'cf-.{ha'appfibatiDri'of; 
pfRcjaMmetp^etaboSfterfiof by the United States jntsrnal^evenue Service ■or- Ihe Uhftsc St^^s 
fefpagb^?^tc|.:theT^esiiUfV. as the conte>rt,feduireSvOr,{b)feYmeen-hotirKfetK?n4y.a:tr/Sng 8utei3hty.or 
anyvactfefv^iwghtln acbuft-bfcornpe^-tjurisdtetion-^r^ardiessof-wrtisteersuch-actK'n Istaken'or- 
;|ifpijght •^nXk^mock lo.-a -party to bhe ;Agreemeat>.- thal-as -Ij) {a>.- 0 ' (bTafcpve. ocsurs-oh or after -the date 
9h:.;^ich',theT^raJTsacflon ts enteredinte; HorSte avoidance ofdobb;.an ^'entdescnbeaw -(b) above 
shM!}e treated as ia-Ghangs ih U.S. Tax.-taw-.oniyi if-the e'/ent-occuns.-wia-. resp-e<^tc-'{he:'Transaction'or- 
dhy st^seriaerttttQmaactioh. . ^ 


■ Addfeghal TermihafttOfi Events. Notvvimsten-ding .ftie prwisicms of. Section •£(a)()V3:'-0.f-'^e 
tA3TBerneht, '!f:any--Qf.ther6presehtebons'ma(;e.by Buyer in Paft2(b>ofitieScnedaf8' io-ithe,Agreeq}pnt--|})' 
re^pectsOf -tfiia^Transaction- proves to have-tjeen-incorrect or'rb«teadtng-.<n.rany-i'fnaterial-:'respectwhen- 
Bmade - or- repeated, t-or ;.deemed ’.to ('have' been- i-maoe o? -repeated, such ln«>iteGt- -^br iimistaadihgi 
"represeniatlonSrBhaiJoonstitute ^an Additional Termination €-^nt und^" Secton 5(b)fv4of -the AgreerrsenV 
iand.8Llyar-.sha}!.be:|hfe'3b!e Affected Party and this Trensactron'shallbe the sole Affected 'ftransadtiort/. 

af during, the term, of 'tbe Transaction -fand soteiy witrt respect to-thisTransactfonJ. a'fesuit^of- 

eyerit -rfeawibed tn fclauses ^x) .oti.:^y},%of. Section ,5(b)(i0 of the-^Agreemeni, (-wbch-idae^e {xl vvill' 
i^ndude; .foVthe. -avoidance of doubt, the'’ commencement of a- tax., audit ot Seller), SeUer-raakepiits ovuh - 
Teasohabie.deterfnfiiattoh. after cQnsuttatlon ^ith-Buyery that it is substanteliy nkely if^afelthar it & -under 
■an. obllgalbn- -to- withheld, onremit. any .tax on account, of, or relating. tC; ;the declaration: payment'or receipt' 
^0f -er»y.-;div!dencl-'on::any Shares-co^prising-from time To-itoierthe '^Basket, or.-ft’wtli^receive d!\fIben!^s on' 
.such..:Shares.aet Of.wrtiiholdir>g tax, in each case due to.the«relationship between Sefier and Buyer under 
'tiife tra.nsadtiOn, -theni such- -deterroin«tilon;;-^ali .constibte.- an- Additional Termination^ Bwent under. 
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:tbfe'.sdie::Affk:te<i-:T;ran3eGiferi.- 

- Tfansferabi'itv: T?ie-opfeH»-'C0E®to:®5g -Tran§a<^on shaH^oot be transferaoie oy.Seiier 

■•'A'itboiJt tne pnor':^Titten;',oorvsent';OT;&ay^-'Wtiiqh;consentvShal!.n'Oj:.unregseiRab!y be: vvr:hhe!d'.ou.de!^ed: 
The.cfpooa.vcons’tituting the-Tisns^Aon shali^te-ft^sfaafcte-tiy.-Buyer'iansJ'sny t'a-TSfarae or.tiie-optioii 
.'Constiti^ir}g.4h6 Yfans«s!on).iciv^olje'or-iTvpar5;at”^yr&me?to^a.CiQdiep>t3jS;.PersQTi-'{oiher ihan.^^.S: trusts 
vBifser section .7'f0,1ia;j.'3t»,'or. the Code ^ntess SeHsr discs® *00 cc"se s) t e w tc. 

/.con&snl-of :Selfet' upon-writJeif^ nohc^i-'twiiich sliaff not--lserW€asoraWv. wKl>nsia- and shaHioe 

loeiivareG, A.vfthin s»reasor}3bte.pe!^:.of '9B«-- Wiftoiftrfimit^ff4c •Bie. raregofng. ^QKipurDcses Qf sns 
?prov!siGni S:5na!};not-S>e;Gh!®ason^3 W'5ei!s(;to wfthcAJ r the transferee (/' is rot a custoifei 

G-f Seiier ;<Cf-'3-:reiated‘-:party' laRd^ss ypvwBii^ior'-tnabfe .fo'.meet Setef^s d^en srancffirds for 

customers (y).would otherwisevwlale . iter’s ^ffitcfefd.Boerg^^.Srocedufes (fop exampfe. on account of 
:?<;nrav-^your-cLisfomsr ruies-cr ^fts , on; sxoi^ura to :any, 'farfexaa" customer! or, ^z]. '.vaaid, m -.tne 
i-reasonabie belief of Sefler. ma^se risk- (incICKkng. -wiftiou^ limitetiap, tax.'nsx) to Seiler. Any 
■purported transfer m vioJaticn .of • tbis provtsiorrshaU be' ward; andJ.of no^effect. 

(n} iTerminabon roflowtng .Reoufatorv'-Ghagne- ^vtotftfjthsfandirig anything tc the contrary 'in 
■thB-Gk^nfirmapoR, Serfer -may dea'anate'^n fiarty Terminotion.f^ie.BaG- terminate "Ji^s Transition i/pon 
.•notJess disn'fiftser^ (15) Business -Days prior arntjen-nobi^ toSuyer.JKXtve event that.irt, the. rBasonable 
^opinion of. Setierc('Supponed:by thfeo«niten'opia!on gf-r^w^altyTecogntEed-counsel. reasonably 'acceptable 
to-'.Stiyer):-.: (i},'any;cha,rrgs.aftsr'th8 TraderDstertr!.’appl!cabte'l3yi?^mciuding...yi'(yKJat ii-nitatiaa,-,any laws: 
ti^itres; ordinances, 'rtiies-'feguiatbns. n^ffigs. intKpret^ons-and-autfionzatioris'Qf .the dnrtec Ststes-'or 
■cfiany poiitical;sibd!Wisicfn; regul^rybody-having authonty over--BeJIer)tr.atenatiy-:and:adverseJv.affects 
Selier-s -capita! charges dire^Jv resaHrrig 'frOTn. fee-Transscl3b3randrBayej;,decftnes (in its sole judgment}- to 
.mafce.-any: additional paymentS 'd^rmiried by Se.ter- ^in. its sole juagmerrt).-that wowlo make' Seiler 
.in(jiff8centto:-sach.:ohange..or (i!>.-Sd!ler^'tax.pos(tion-wJh respect lo-the .Transacton ;s snected due to 
aRy-iGhartge -irt U.S. .Tax Lav/ (ar-d^ned n- '■ffeirhngr'.’Stfrave); if Seller e;eots lo: ter.min.ais tne 
■Transaction -Dufsuant 'to thisi-peragraph. tne' Gasn SsWement-iAmondt sha:! be A}- Gash. Settlement 
^cenenq ‘Ahif eie change. in appiioabtefaworCharige.an-U.S. T^x tawiiasbecorne sr{ect5V3.or(i!V:C3Sf! 
•Sefeement'Scensno “B*, otheivftsc. * 

■(o)' . B.uver. Tfansactions in^ Seounbes ; .Buyer acknowiedges sna'-agreesv. that. it -vrtH-, not buy or 
seR any securities to or from either tfie-Selier or hie AdviK>r,-rf'SUch secunties-are die same as securities 
heldimitne-accoia^tr. 

;'S. Additional 1^epr^ntet»Ti's':, 

>®Uy.eri:ahd '.Seller bach’^ h^?'- (anti '«§■ thdicate'd.- Buyer «nake^ •'•tfiS'. folowlng' e^diSonal- 
representatfensv 

■(]} if.'is.'e!it^ng-Wlo.''the-Transacfion as.pnricipav'and^inotas agert-iorjP'any.otrtercspaciiy, 

S^dfeisfi^br’ptherVlse id no-other oerson .has an interest hefem- 

ft.haBi- ^ :-OGhbeotion' with' the Transaction is) the. knwMedge ’aho asphisttfeation rto. 
itrtdepeadentty-v'appraise arTrf.-understand.thefinartcial and- legal, terms and cor.d^ns^ cf .the. Tr^astion 
andi‘tO'i-assarW''ihe-'ecDiiomlo-consequences-and r>sks.-thereof and has In fact, so as- a ]esujl of 
arni'SfengfhaJsallngs.vrthzhe oteer psrtyrfb) to theextent necessary; consuftedwfth hsovvniridepshderit 
ftnaodlat,. lagai’^p.'^er.advjsors and"has.;made its- own investment;- pedglrig aodr-.trading o 
cdnftectjoq' with •the-Transaclion biased.- upon its own judgment and the aovica'ot such advlsote^and nbt 
Upon any.'.view ■ejdJrassed- by; the ;-«^ef.party; fc)f not relied upon, any 'representaben ^(whether ■wriKePi'i'Or • 
oral) Of fhe other party, ■■.other , fhai tee. repf^entatiop^-.'-expressiy'5^.".foi1h'i hereunder and iS'-Hot-in- any 
Rdua|fy relatRwtsn!p''Wtth the 'Oteer:.paftyi •Cb)-'rior t^infeo. from feeiott^r-^artyv-Jdltectly -.or ■ mdreGlIy^^ 
••through.'any othertperson). any advice. coun5ei'.or..assurences.3s to tee-expected '.or.proiected.isuccess,. 
profita3illty-.:perf0fmahce. results cfbefrits-of -tee Transacficnv and "(e) 'Qetermme-d .to.’iits .satisfaction! 
/■whether, or'ipot tee' rale?, prices .ex' amc^mts- androtter'-eGonomiG -terms of. the TrSnsacticwi-.ane, -the 

SO: 
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indicatve quotations {if an/) proved pi the <^er papQ*,reflet5t tt!C®e w feie rrievs. ? market for si-nter 
transackons. 

(R!):: It !s mt- a privatetatti^wtter ^as' in -the-'R'jfes -of- Thfr 'Secun'tes and- Futures 

Authonty.).- 

{IV) it upderstacitis- ssrie the o?aor’‘ ccstsShitirg’ l''e Trarsachcn ts 

wtanded tQ-t?e- 0 xempt from-registratJra^'Under therUS’^curfies-ArtiOf 3933. as arnendeC'tfiie '’ Securities ■ 
.Act),,:by Virtue of- Section/ 4(2)- thereof- :4n fa!lberan<»-tfi«5KrfL ft.fejjre^nfe. a,nd'.werran6s tnat is- 
.expersenced;;!r.;TOvestr! 9 ‘ir>-.or G^rwise.-enleflnginta options and. <?8t^-;^nCta!.ms«i!iT!entssimtter ‘o.the 
■''ransaqt'ijn and has determffied shat ^e TiSosatAort is a sqitabe mestm^ni t-''- and^) i is an 
tnstttutiDnvWhich quairffesrs^ an-'accfedited-investofcor-’S^^ified mstitutfonal t5uysr^'as-SDqh/-terms‘.ate' 
rdetoadufider, relevant regulahons;proniuigated-undef.tfieS^nties7V::t- 

"(v): Buyer dndeEstends.-atd^speaficaJiy adcnow[«igesand agrees tnai the-com^ios-aon' of thei 
Basket aS:;weli.iM:the Basket BSse P^rmanc».shaJ{'-be' unasr.-the'^fe-dtscretifenarv' t'adingiSithonty or 
investment 'Advisor .- an'.jnvestmen1- advisor independent of Seller A copy o{ trte inves1fT>wl Advisory 
Agreement :has' besrr previously- made 3v2gaWe-ito..;3nd has---been -reviewed: by. .-Buyer: ^'Ver nes- 
ODtained atl:-.tbe:'infaTTiaTion it\Qesires reganHng the Invesfetfnt -Advisor.- sr’cludmg-.Tcr ths-avoidance oT 
■doubt; investment adviso)’ lees.: Buyer- ^rfees -and aclefowj^iea gist neither Selien nod the Designated 
Agent--t®ke:any ::rsSDon5ia!i!ty-. for -such: infdrqraton-; -Suyer-'M^ made.an ;indepenqent. !Udgment"of 'toe . 
experienoe..'arib;'expei1?se OT.tne investjneift.Aovisor;. ••Bayer^agrees giat itshalf^notrarten’.pt.to oirect-'or 
•irtRuence:.the/chojce-Gf:.investmente.-sivihe-Sask8t; Buyer-aDknov4edges..and.-a3rees that Suvenhasno. 
rtghtSiUnderthB.-tn'^s&nent AcviSoryAgreement andismota- thro -sarty- beneficiary .{hsrelo. 

:;(vi} Buyer repres^ts. tO' Seiter,^ .^af- &j.yer has sufficient • experience with .derivative 
transacfcons't^isimiiar securities .or-irstrum3rits.ti>;.make.a.'d6terTr(!nation to enter into a Transaction, linkec 
to:ihe securities underiying-.-or referred'-to-.'-ffi such-rderjvat-ve-. transactions,, anti: -has' the ■■'cspacity=’anc 
autnonti' to .,invesf-dtrectly--m -.ths secunties-dneierl^ng ssr referred -Ja m -soch-dertvafivs- transactrons.. This 
reprfesentetiop shall De-oeem&ct to-oe trus'and. accurafe-ORv.eacb day-that-diis'ec'niirmsticn'.remains.in 
force andi'affect- i>- 

;(vii). Buyer acknowiet^es that Basket Posrtions-rney exist-in jhf ao^ence.cf actually, executed 
tishsactions. .Buyer -understands Siat-.toe-exi^nce'of-a-iBasket-Position does'nDi necessarily. indi-cate 
^hatan.ectuat'-purchassior.sale'of Shares.-.pccurred.. and that the-Basket Base Per{orraancB-and-*e'Valaa 
of Oia-Cash.-/Settjetnent:.A'fhSurt may-be .effected- by. fecord5;df.*Tans8cfions ths{-.did ■not..actua'ily'- occur-: 
^yer snd, Seller agree thal nothing- in. this Confirmation obligates- the. Selter-to actually purchase- ,'&r -sell 
^.y of the.underlytng secunttes from wntch-a- Basket Pos:bon-is derived. 

.{viii) Buyet has. received ooinion of counsel from Rsi-ov^n tax •adv-fsdr^with'Vrespe'ct to- 'the 
iTraBisactlors. * 

^SuS^'erid/SeKfer ackf^isdge .th« Buycfi'has nS hdnfeiih''y^e-. Basket.. iiridlu^lhg i^is'tb 
'rSdelve ^is'tr;(birtidi:is-oh..1he;: proceeds 'frcrh.-.d'isposition-of.,‘bt ihfdrmattOh receivediin respeot^'Ot :ths 

•^x);. :»Buyef ackrvowiedges that it-has norvot^g^r^his'-in respect of any. security.- -^'Ktoh 
Seller. Stiver and-.^ller'acknovdedgeand.agreerthafSeller.wiIh-nottake-'aGcoant. of tbe'toterests 
"CS^ithe.-holttBTtof gte.-Qption consoling.. the Transaction or any third party ip voWngi-or.otherwlseraxefctsi.ng- 
;anytof.lt^.rightsi;_8S-Cwf>er:Mn frie-Baskeb ^ ^ 

{x[)- iTt IS -.thevintsnfion'ofi.lhe. Parties .that .toe obligations' of .SeHer-in rasped- Of :the transaction- 
'ftviderfced by this Gonfirroa^ion' are g^neraf-recourse obligations '■l^'•Sell«‘. To’fr'e-eirteRl'that. in-eny- 
"ral’avantiproiceedmg-.oriinder-any'-af^licaole law,, .Buyer shoutd;'.Kave'.the'nght to .msrsh8ik,to-.-app^-.-a. 
ifeceiv'er.over; or.-oth6rw!se-..'l7ave ;e6oufse'’te, ,ttie'.'ownersh-:p-:or'equtty interest of Selier In tne.;'Saskel;;- 




Strictl"/ Confidential--No't for CircMlation/Cownittee MeRe>ers and Staff Only 


DB-PSI 00047788 



930 


fBo^'er-hsrebyvwa'i^j'.'anS ggpe^ -.f>ot.tc;ef^E}roev provSced Jl^ ;sacn .weiver end^agreemerat 

shall not'TBducevOF'iimrt the.otal^rans of :^t«--*h«’ei2nqe£;. 

S--. ;GOVERN!NG, iAWr*'THK- r^Xa^IJ^-RON' ssnii. iSE- .^3CSV35J^r GONSTJ^UED. 

Jl^OROANCE' Wrm WH. lAWS GF •Tt^ESTA^t•'Of •■^^S^»Y|)RK•'APfn30ABtE'TO-J:»^mVpTS•€!^ INtO'ANDTO 

-BE^PERFOKWED'ENTiBELy V^ITHIN THEiSTAm 

7v the itme of•deahI1g^w;^^.t>fe‘e®rtrmed!^^■Se^e{^uD&l^jWT^^e^3 request 

Deutsche Banfc AG'tOTSOR-ts'Tegutaterf'byrihe =5ecw1tes and Futures Authority; 


!>;■ -^ccouni petalfs: 
Paymenito P^rty.A; 


"^eBartkief-NY ^ 


ABA-.021 ^>01fi. 
i%K)ont# B 

Account C^tscheBank 


= Redacted by the Permanent 
Subcommittee on Investigations 


'.Payment to party B:.- T^^Deiranoasipro'^^dBci ty Pat^-B. 

tS. Notices and Other Coisimunications: 

Contact partiiuisrs .fer- notices and.ioHi^'cc»'nnius»K:iafl,wrs'..(indudins resoPislshali bei deir/ereo 
3n'.-3a:ord3nce with Section 1-2.of the' Agreement to Jhe; retevant person or persons soecified imScheduie'.l; 
JieretO' . Nolwflhsteoomg anyttiir.g r. Section 12 of the Asreementito-, the ccKiUary. inotrces senf'by.e^roai! 
shall, be deemed delivered when' sent. 

fca'ch' Party has agreed-rto /nake'Dayments.^.tne" 0 {her tn aasordance wdn this -Sonfjrmation. 
Please confimi,thal bhe foregoing- correcUy sets-.ftsrtt?-flie tertns:of.;our.3greefnent:by'.sonding sretum 
executed^ackncwledgihent hereof to.such e!fect.to:ttie'aGenbon;' 0 ? Adam iToichrnskVi Legal CUvision.tPajc 
No {212} 797-4562. 

-fSignaUiiB Page,Fol!c\vs}, 
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iWeara-vsry-pieasea to havs<^f?5toasd'^isTraasacB&n':^a5-y^^^^ 
DEUTSCf^E^B^K-AG>U^^DON: ^ 

— (t'y y"' 


By_^ 

tzSe Ationey-in^Fac* 

...J r - 


By, 

Name:: yatthesrBw^ 

Tlile;: ,Altott1ey-irrf=act :Alfonley^IV^^ 


0EUT5CH6 bank SECURITIESJNC., 
adsng.'Soleiy' as'i^^ggQt.w conneciioa vrtii 


this TransacUoj^^r 


By: 

Name: 

THey 






By 

iNsme: 

tm: 


J/SiA 


y 

tsmonMffiooBy 


' i4 


Matthew Bowen 

Managing Diiiactor 


^eonfirn5ed:anti:Aek^ow!edgea asEof the 8a^,lrst;aBove-wnW:; 

iMOSEL-SaUfPIESLP. 

•By.Renai&sance^echnofcgtes 

^:lli_sX3Bn^!rs(»Pamjer 




... 
« -4- . .. 




Non* ■f-ww ,foAX<’.-" 






;'($^s^re pagi lo'Gonfirm'ariorO 
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Contact PartScuJaf^tdr^I^lcf5;and;01^.Cp]^uV»fcaUpris 


Contact PartiarJarsIbr Party.A: 

Cod es of^ftll-Nc-tices.. 
Speafiea'C-QDiacis: 


iCoriTsrmadcns; 

TeSeptione; 

/FexNo.-: 

■fern^arf:-' 


, ;^m-TDtohin^ 
■t2l2)-250-2537 
r(212p97-4582 
:adamitofctaiSky@3b.c(^ 


jPayment&'rfxtngs; 
Tetepficne: 
iiFax 'No.-;' 

.'E-mail; ^ 


^ntanfCaoone 
X212)2^7221 
\212) 797-4932: 
.A.'incentj;capone@db.com 


'BasRat Base Performance: l^AXi in^ex'LsvelsiBasKet-iPerfoTfeance- Reoc^. • 
* VirK«>tCapone- 

Telephone: •(2l-2v;260^72ai, 

fiaxNo.; .(212)T§7-4932 

E-rnaiS: vincantl-GapOTe@db.corri 


Early Expsratfon-EvenWJotrc^: 
Telephone; . 

PaxNo^: 

E-mari:' ^ 


i ^tsh R^smaknshra 
{212};259-4Q23 
;-(2l2).797-9358 
' ^tisK.ramaJchshl^^pbTfo^ 


Contact Particulars for Parly B: 


i^arty'fexpiratfon'MvenVNo'tice; .-Reter'^pwrr 
1 Bob •Mercer 


Teiephdne- .t531}^4-7000; 

:PS!x:' (631)168974495 

■•E.tr(aIA: i.Peter^rentec.com' 

Mercepgrentec.corh- 

ISnber corri 
:'C|ufa@reht^.cbnn 
.JRowen©rer^ecooTn'. 


Mark'SRber- " 
iCaila “tt'oipe Porter 
James Rowen 
;(212)^486 '-6789- 
,{2?J2) 768-7:136. 


'!BasketB.ase.P?ifoTmaftce:;N!^yindex.b€vef3;\'Sasket r^rforrnaiheb Pe'pe^s:? 
•EScAltm.aqn 
Scott. GhirisRy ' 

■T«tef«onef {212M86"678a 

iESjcNa-: ■ ,,;212t4«5;7.29) 

.'Ehay; ' • eric@rentec-com 

•• Scott@rentec-corn ; 
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^eSepnbiie,: 

Emai}:' 


4»lat^: S®et?i!Cafla 
.j2t^-4SS^e780t 
m^f53^7^Z6 ■-■’ 

Sttow^eh^iGom- 
Car{3@®3teci(«3iii-' 


g^se-f-v:^^ 
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SCHEDy££fl 

Ndnrl^O BENeHWARK RATE)A>}0 SPREAD SCHEDULE 
.Aopl!eabls:to4NespeGifi^^c«lrO'SD::Tr3GiQg,”B^k^'aRl'#;e%rm; Basket 


Country ./-Exohanqe orrwhich •; BenctimaTfc Rate- 

scfGUfities trade. r-'c i- ^ 

Rebate Share ^ 
Valoe. 

!B3sk&t 

•Credit 

Balance 

Basket 1 ■ 
Debt I 

Balance 1 

Atistrafra:/Ausfraltan Stock- Extfiange, 

(ASX)-: ? 

eo.Ca^'pointS' 

25:baas: ij 

OQin'S' 

(0 26'^ 

25 basis 

pOilHS : 1 

j3 35%) 1 

•35 basts.. Tj; 
■poinis .! 

fa,35%). t 

Austna Vienna' Stock Exctiaoce [■ BBA- LIBOR EUR- 4 M 

i 

oasis- pants. - 
(&=60%‘ 

23 basis ^ 

pants- ■ 

<0 Sb'n'i - 

Belgium;/. EuronextBnjsKiisv NYSE !;,BBA LiBOR EUR.- 
Eufonex! r 

;BG basis-poH'-ts « 

(0 60 %)' ■ r 

•. 

25 basts- ;i. 35 basts :> 

points . .i-; points .j 

(0:25%> i (0:35%)- 4 

Sanadai Toronto StocfrExcnange- ?S 5 A‘t:l 8 C>RC-^. 1 M t 

CTSE). " 1 

60 basts points ‘S 
P3:60%t 1 

2o.'-b3SiS- 

po-|iV.S- 

JSS^S^I 

aS.fc^isls. :t 
points il 

(0 35°yal ■) 

DenmBfk"/;Nordtd«0<’cbanse'. - i Goper^gto.lBGR tM; - 

6Q bests Domts -i • 
{0-60%!- 1;. 

25;ba5ts 
poinis 
(0 25S) 

35'basis.' 1 
..OOIIHS 1. 

(0 3o%) 

Fi?)tand-/.HBiSlnfo Stoc‘K--E-tchar 9 e ;.'.BBA-UBOR.EUR W ^ 

(HEX) 1-: 

SC basis points L 

(0 60%^ I- 

25 basis- 35 basts u 

points-- il'pQirvis -i: 

pranqs ■/:Eurone>ct.'Pan8-/ -NYSE r.fiBA'L'SBOR- EUR'-IM^ 

Hufonext (■ 

6G oasts points 
(0-S0%)- 

25 basts, 
poims:. ’■■ 

'SSbasis-- s'! 
points 'i 

(0 35 /o) 

Germany'/.FTrankfurt Stoc^ Exchange ;i BBA-‘L180R EUR' 1M 

SO-basw points,-:. 
(o:60%i- ir: 

23 bas ? 

poiins 

-(Oimt 

55-b38is:, 

•points: 

.;T0.35%1 

^ffeianci / Irish Stock Exchange!'(lSE> iiBBA\OBOR'EUR:lM 

]. 

so bosw parte 
(0.60%) 1 


:SS bails': 
ipoints It 

V0 35%J . 

Ttafy r^Bor^'ttaiisna ;..4^BSA fcl8pR-EURjTM ' 

. - ^ . . IT 

:60< basis pairi(8..v; 
(OBO%} ' “ 

ZSibasis;. ' 
pptnis 

<Qi26%i.. .. 

S6.b8sis- 

bolnfs 

0 35%) 

dapan-V ToS(yo:Btbck;iExchartgo.{T'SE).; |;tiBOR.4.PV 

.■60'basis polnt|!fi; 
(060%) ' 

ppipts';. 
tO 25V(t 

"35 basis > 
tpcxnts f 

Mexico /Bol'saWexicana-cteValores^ kb&^aferhalJ^uridihgRa'.e 

[Bm 

6G. opsts points !■ 
(0:60%) 

jii 

25 Ijiasis. 
poibts',, '1 

'lOSbasts-; r 
■ points |. 

: iff 35%). .. 

Nethe(^abdsV.EtKortext.Amsfeixte^^ •. BBA^UBOREUR 1M -<1 

NYXEBjroneXt | « 

so Pedis pomts. )! 
(060%) 

points 

.ki;26%) 

;35 basis 
ii' points 
, (0 36%y 

Norway /'OslijEo'^ * (■■N^aytBOR 1-M 

K « 

Op-ba$ls po-n}is.;ii 
(o;i56%) i 

.'.25;b.a^s. 

'paii^a.. 

.(025%) 

^:'.35:.baii$'ii 

parits 

'■■(0.35)^y .. 

Pbfttigal'/'ELfronext Ltebon.:Exchan 9 e* |^BBA'iiIBOR.EUR-1M 

•80 basts pomts-: 

(0.60%) '* 

ZStjasis 

poinTS: 

•'(0:26%) 

l•,35-baste•. 

-points 

‘ -(G'.SS^);. ... ,, 

f.-ss-'bails;'';' 

!-;pclinw 

Singapore AStrigapDre Exchange TOBdOferhal Pwiding Rate „ 

(SG>!) I; 

— 

60 basis points 

(0-60%' ^ “ 

"■pslnta:; 

'tU25%) 
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SotSih'Afncay JohSiinesbtJf^.Ste^^- 
'SxctiangefJSE)-. “ 

’SpaW'/Boi^ . 


Sweqiei3-/"StocKboimsborsen.AB, 


■i’S-A JiBAR'nSl^" 


■J BSA ' 


it-Sy-IBORiy 


Sv/teeriand/ Swiss Ex<maige-(SWK;'f] L{BOR=CBR 


i dO-basssponts i 

I P 


1 -' 66 -;|>asis^ 90 irtts i 

{Qstm 

I ©,60%1 


25 basis 

1' 56;baas 

oomts 

jicoints 

t0;25’;%^ 

] {0 55%! 

25'5asiS' 

{■:. 35 basis 

points 

E.'ooints' 


Je35>ii 

25 bassr 

p 35 basis 

points 

j points 

f02S‘n) 

t (035»«l 

25'b3SfS" 

if'35 basis 

points 

l-points 

16 25^> 

J (3 35>oi 


:5ct»»i£eS>:?A. 
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■IDATE] 

MOSEL EQUITIES L P 
[FUlX.ADDRESSj 
Attn: ,1' I 


~ Redacted by the i*ermanen{ 
Subcommittee on investigations 


:: TEARL¥EXPlRATiOm'fSEt:fcgRT£RM{NATfOfflNQT}CE 


;Dear,.Sirs:. 

’The purpose oLmiS'nblice'is-S&;mfer!i>lte;BiSye'f-t^t-p‘UrSoant-%3:ihe:origina1:teTtTi3pfrtt>e.B3fTterOptipn. 
Transaction pe ‘SUbiect Transaction^, ..•‘enter^N|W^|b^reer^^! Buyer and ^.e Seiier, and identifiedibype 

.'.'Confirmation fcesnng 'DBS!' Reference 'NamDerJUUmB® | {ths fCoofirreatfon’j- 

CAt tbe'cldse-DfbusjPess dn'l' ^ .l-.tne l-evei-ns -taMhch. « fess-than'or- e^bai.to the Barrie;. 

NAV index' Level Th‘5 .constitutes.. -ali Eart^" Exc>tratiop--'Evenfc The .Subieet -Trans^fcon .has expiYed^in 
accordance with the: temts of the.ConfhTTiation.]^: i 

[The ' Seller MSyeiecting-to terminate ^the' Subjeci Trat3sactKmi.',urtde* the terms- pf Ihe-eoaliftnatioh.jh. 
accordance with iDESCR!BE'REL:EVA-N.T;CONF5RMAT10N PROViSIO'Ni, upop.raceii^ofThi&ppticei-i?- 

capitalized .terms psed .b«--hOt-define^ herein: shall; have Gte meanings, set forth 'fit p'e 
CgRflrrriabon. • 




:DEUTSCKG.'.BAMX.SECUR1TiES iMC 



'Name; ' 


^Matthew.Bowen: 

Manafl^Oirecfeor 


pdAfo rfCnIsSQligenai i'v,tiot.be^;dclivered.?areuMt.tp;an EaP.y'E-j^ira'tioii Event 

^'i5elO]e'fi‘.Mis.'noticc*'tsb«ing,d«iivs;rffd,'pursuaAttoonliartj';F^pjraa(m<,l5vera. 

A-mcx.i'.- 
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,{DA7E]. 

DEUTSCHE BANK AG tONDON 
g/o 'Deutscfte Bank-Securities inc. 

-SQ' wall. Street 
NewYo'lc tiY 10036' 

Attn::’ SatishsRamakrisrinsilKam 
Telr (:21I2-),250^92B. 

BUYER TERMINAT i GN^NOTrCE -- , 


Redacted by the Permanent 
Subcommittee on Investigations 


DeapSirs:^ 

Reference 5S -made to-the feafR^-©effl5|i Itensad'OT-ithe-tSub'.ecfTranssction').: entered into 
betvire*nM^vOsejiEc;Oit!fis -L:?. {th3:'“Bayet^iiaitfCteiivScrfiavBank (the •'Seiler'), _and 

taentified bY-:th9 Cor^tirmatton.: beanngr DBS? Refefence-^Unit^t:^l||^dmm \ ,u (the 

’'.Conftrmation'’).. 

Capitalized' terms’ used: bur -'not- h^Tnj stia’/e' -die mear,{nc,s set ..forth.- in ;^he 

Confirmation. " . - 

The purpose of-thts^nobce'-ls fo -iSeStef ffiat-foe -Buy.er is siectieg to ierminatsjtne 

Subject Transaction, under the 'terms -of the Goftfinwalttjn. m-accordance wih {OESGRISE RELEVANT 
CQNFlRWIATtOM'PROViSlON], upon receipt of. tnis-nobcse, . 


'*Veiy;{foiy4jj^rsi 
M0Sel‘-iQUlT1ES-C.P'- • 



Name: 

TWe; 
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Exercise/Settlement 
Date (if different) 

January 20, 2006 j 






August 11, 2004 

December 10, 2004 

August 19, 2005 


November 14, 2006 

December 5, 2006 

March 6, 2007 

June 4, 2007 




\ 

1 

1 

1 










July 11, 2008 
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Expiration Date 

January 18, 2006 

January 18, 2007 

January 18, 2008 

August 1, 2003 

August 1, 2003 

January 6, 2004 

February 1 , 2005 

February 1 , 2005 

February 1, 2006 

June 7, 2006 

February 14, 2007 

March 16. 2007 

March 17, 2007 

June 17. 2007 

May 14. 2006 

August 5, 2008 

o 

o 

CM 

E 

© 

Q. 

CO 

December 5, 2008 

May 19, 2009 

o> 

o 

o 

CM 

PI 

d) 

3 

May 31, 2004 

December 3, 2004 

December 3, 2004 

June 3, 2005 

m 

o 

3 

p> 

to 

o 

3 

id 

o 

.Q 

E 

s 

0) 

Q 

(O 

o 

o 

CM 

cd' 

3 

May 9, 2007 

April 6. 2008 

July 17. 2008 

October 17. 2008 

3 

3 

3 

CO 

o 

o 

3 

d 

3 

C 

CO 

January 28, 2000 

February 29, 2000 

Start Date 

January 18, 2005 

January 17, 2006 

January 18. 2007 

July 2, 2002 

July 2, 2002 

November 15, 2002 

July 29, 2003 

December 2, 2003 

August 11, 2004 

December 7, 2004 

August 18, 2005 

August 18, 2005 

December 16, 2005 

December 16, 2006 

November 14, 2006 

December 5, 2006 

March 7, 2007 

June 5, 2007 

November 16, 2007 

h- 

O 

a 

CM 

o 

a> 

£ 

u 

O 

December 29, 2003 

June 2, 2004 

October 15, 2004 

December 3, 2004 

S 

o 

CM 

*r> 

CM 

a 

< 

June 3, 2005 

in 

o 

o 

CM 

in’ 

£ 

a> 

u 

Q 

(D 

O 

O 

CM 

cd 

May 7. 2007 

April 8, 2008 

CO 

o 

N 

3 

October 14, 2008 


November 8, 1999 

December 15, 1999 

Notional Amt. 

o 

8 

o' 

s 

o' 

o 

o 

o 

o 

o' 

o 

o 

o' 

o 

o 

o 

o 

§ 

o' 

o 

24,000,000 

o 

o 

o 

o' 

o 

o 

ed 

o 

o 

o 

o' 

o 

o 

o' 

64,000,000 

56,000,000 

o 

o 

Q 

o' 

O 

O 

CO 

o 

o 

o 

o' 

o 

o 

fNl 

32,000,000 

32.000.000 

o 

o 

o 

o 

o 

o 

fO 

o 

o 

o 

o' 

o 

o 

<6 

32,000,000 

o 

8 

o' 

o 

o 

36,000.000 

36.000,000 

32.000,000 

o 

o 

o 

o' 

o 

o 

cm' 

p> 

30,000.000 

o 

o 

o 

o' 

o 

o 

o' 

o 

o 

o 

o' 

o 

o 

o' 

p) 

OOO'OOO'OS 

o 

o 

o 

o' 

o 

o 

o' 

ooo'ooo'oe 

77.500.000 

65.000.000 

o 

o 

o 

o 

o 

o 

o' 

CD 

60,000.000 

60,000,000 

o 

o 

o 

o' 

o 

o 

o 

o 

o 

o' 

o 

m 

20,000,000 

o 

o 

o 

d 

o 

o 

d 

fO 

Option Buyer 

o 

5 

« 

Q. 

ra 

O 

O 

< 

CO 

SAC Capita! Associates LLC 

I 

I 

i 

1 

Talon Investment Fund I LLC 

Talon Investment Fund 1 LLC 

0 

■o 

c 

3 

LL 

1 
1 
s 

c 

Talon Investment Fund 1 LLC 

Talon Investment Fund 1 LLC 

Talon Investment Fund I LLC 

Talon Investment Fund 1 LLC 

Talon Invesbnent Fund i LLC 

Talon Investment Fund 1 LLC 

Talon Investment Fund 1 LLC 

O 

-j 

•o 

c 

3 

u. 

c 

0 

e 

1 
c 

c 

o 

H 

Talon investment Fund 1 LLC 

Talon Investment Fund 1 LLC 

Talon Investment Fund 1 LLC 

Talon investment Fund 1 LLC 

Talon Investment Fund 1 LLC 

Provident Premier Master Fund Ltd 


i 

3 

1 

i 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Provident Premier Master Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Advisor 

SAC Capital Advisors 

SAC Capital Advisors 

SAC Capital Advisors 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capita! LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 

Talon Capital LLC 


Talon Capital LLC 

O 

_j 

« 

■q. 

ns 

O 

Q 

n> 

h- 

Talon Capita! LLC 

Talon Capital LLC 

0 

_j 

<0 

1 

c 

<u 

■D 

> 

o 



Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

Provident Advisors LLC 

MFT Limited 

MFT Limited 

T3 

O 

E 

i — 
u. 
S 


Strictly Confidential-Not for Circulatior 






















MAPS Transactions 


942 


Exercise/Settiement 
Date {if different) 




















CO 

o 

o 

CM 

© 

O 

t5 

O 













Expiration Date 

August 17, 2000 

September 17. 2000 

October 5, 2000 

o 

o 

o 

o 

CO 

.n 

E 

<i> 

> 

o 

z 

December 30, 2000 

o 

o 

csT 

3 

.Q 

a> 

u. 

o 

o 

S' 

CO 

<U 

U_ 


o 

o 

'if 

2 

o 

o 

Q. 

< 

o 

o 

CM 

Q. 

< 

o 

o 

CM 

3 

November 14, 2001 

1 

1 

CM 

O 

O 

CM 

>. 

ns 

2 




CO 

o 

o 

CM 

co' 

© 

O 

■5 

0 

•M- 

0 

0 

CM 

ffl 

2 

January 20, 2004 

0 

0 

CM 

3 

January 31, 2000 

January 31, 2000 


CM 

0 

0 

CM 

co' 

© 

CO 

0 

0 

CM 

o' 

C 

October 1,2003 

CO 

0 

0 

CO 

© 

X! 

0 

0 

0 

0 

CM 

© 

X 

E 

s 

© 

Q 

CD 

0 

0 

CM 

C 

3 

Start Date 

o 

o 

o 

3 

.Q 

U. 

o 

o 

o 

fN 

N-' 

5 

O 

o 

o 

Q. 

< 

o 

o 

o 

CM 

o 

ro 

o 

O 

o 

CM 

o 

c 

3 

o 

o 

o 

3 

3 

< 


September 1, 2000 

o 

o 

o 

CM 

E 

Q. 

<0 

o 

o 

o 

oo' 

o 

XJ 

o 

o 

O 

O 

o 

CM 

.Q 

E 

a> 

o 

<u 

Q 

O 

O 

s' 

S' 

CO 

3 



1 

November 27, 2001 

CM 

O 

O 

CM 

» 

>. 

ffl 

2 

CM 

O 

O 

CM 

r3 

3 

CO 

3 

< 

February 1 1 , 2003 

CO 

0 

0 

CM 

CO 

< 

CO 

0 

0 

CM 

© 

XI 

E 

© 

> 

0 

z 


0 

0 

CM 

CM 

© 

3 

C 

February 16, 1999 

1 


0 

0 

0 

CM 

0 

0 

© 

e 

© 

s 

0 

0 

CM 

co' 

© 

XI 

E 

2 

Q- 

© 

w 

CM 

0 

0 

CM 

© 

X 

£ 

© 

> 

0 

z 

CO 

0 

0 

CM 

© 

C 

3 

0 

0 

C 

3 

Notional Amt. 

O 

O 

O 

8 

O 

g 

o 

o 

o 

o 

o 

o 

o" 

CM 


o 

o 

o 

o' 

o 

o 

g 

CM 

o 

o 

o 

o' 

o 

o 

o' 

o 

o 

o 

o_ 

o" 

o 

lO 

o 

o 

o 

o' 

o 

o 

o* 

o 

o 

o 

o 

o' 

o 

o 

s 

CO 

s 

S 

1 

o 

o 

o 

o' 

o 

o 

8 

CM 

a 

o 

o 

o' 

o 

o 

o' 

o 

CO 

O 

o 

o 

o' 

o 

o_ 

§ 

o 

o 

o 

o' 

o 

o 

o 

o 

o 

o 

o' 

o 

'9 


o 

o 

o 

o' 

o 

o 

o' 

o 

o 

o 

o 

o' 

o 

o 

o' 

o 

o 

o 

o 

o' 

o 

o 

o' 

o 

CD 

o 

o 

o 

o' 

o 

o 

o' 

o 

CO 

0 

0 

0 

0 ' 

0 

0 

0 ' 

0 

0 

cm' 

s 

1 

2,200,000.000 

0 

0 

0 

o' 

0 

0 

o' 

0 

•M- 

co’ 

0 

0 

0 

o' 

0 

0 

o* 

0 

1 

0 

0 

0 

o' 

0 

o_ 

0 

0 

0 

0 ’ 

0 

0 

0 ' 

0 

CM 

8 

0 

o' 

0 

0 

o' 

to 

8 

0 

o' 

0 

0 

0 * 

co 

60,000,000 

0 

0 

0 

0 ' 

0 

0 

o' 

CN 

0 

0 

0 

o' 

8 

o' 

Option Buyer 

Trout Trading Fund Ltd 


1 


Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

IS 


2 

•o 

c 

3 

LI. 

C 

Xi 

2 

H 

3 

H 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Trout Trading Fund Ltd 

Tewksbury Investment Fund Ltd 

Tewksbury investment Fund Ltd 

Tewksbury Investment Fund Lid 

Tewksbury Investment Fund Ltd 

Tewksbury Investment Fund Ltd 

Tewksbury Investment Fund Ltd 

Tewksbury investment Fund Ltd 

Analytic TSA Investors Inc 

Analytic TSA Investors Inc 




Concentrated Alpha ParUiers LP 

Concentrated Alpha Partners LP 

Concentrated Alpha Partners LP 

K 

0 
CD 
2 

1 

Advisor 

"S 

1 

f— 

u. 

s 

•o 

1 

— 

Ll_ 

s 

TO 

a> 

£ 

Li 

1 — 
u. 
S 

X) 

iJ 

1 

1— 

LL 

2 

■o 

B 

1 

h— 

LL 

2 

•o 

1 

1 — 
u_ 
S 

TJ 

OJ 

1 

i — 
U. 

S 

-o 

S 

E 

L 

H 

u. 

S 

"S 

1 

h- 

U_ 

2 

T3 

0 

1 
L 
f— 
u. 
2 

•o 

B 

1 

L 

l_ 

2 

■o 

1 

L 

H“ 

U. 

2 

TJ 

2 

£ 

L 

H 

U- 

2 

-o 

B 

1 

L 

H- 

U_ 

2 

■o 

1 

L 

1 - 

U. 

2 

T5 

® 

1 

p* 

u. 

2 

•D 

© 

1 

L 

H- 

11 . 

2 

TJ 

© 

1 

L 

h- 

U. 

2 

T3 

2 

E 

L 

H- 

U. 

2 

■a 

2 

E 

L 

2 

§ 

2 

n 

2 

E 

L 

Z 

5 

2 

•0 

2 

1 

L 

Z 

5 

2 

■0 

2 

1 

L 

Z 

§ 

2 

Analytic Investors inc 

Analytic Investors inc 

Riverside Asset Management LLC 

Riverside Asset Management LLC 

Riverside Asset Management LLC 

646 Advisors LLC 

646 Advisors LLC 

646 Advisors LLC 
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EXECUTION COPY 


Deutsche Bank 


m 


D«jtsche Bank AG London'* 
c/o Deutsche Bank Securities Inc. 
Street 

NewYcwk. NY 10005 
Teleii^ooe: 1-212-250-2500 


MOSEL EQUmES LP. 

c/o Renaissance Technologies LLC 

800 Third Avenue 

New York, NY 10022 

Attn; Mark Silber / Carla Voipe Porter 

Tel; {212)486-6780 

Fax; (212)758-7136 


BARRIER OPTION TRANSACTIO N - Cash Settled - 
DB$I Reference No.fHIIIHH 


Redacted by the Permanent 

Subcommittee on Investigations 


The purpose of this letter agreement (this “Confirmation’) is to confirm the terms and conditions of 
the transaction entered into between DEUTSCHE BANK AG, LONDON BRANCH (“Party A' or “SeUer”) 
and MOSEL EQUITIES L.P. (“Party B,” or “Buyer,” and together with Party A. the “Parties’) on the Trade 
Date specified below (the ‘Transaction’). This Confemation constitutes a ‘Confirmation’ as referred to in 
the ISDA Master Agreement specified below This Confirmation constitutes the entire agreement and 
understanding of the parties with respect to the subject matter and terms of the Transaction and 
supersedes ail prior or contemporaneous written or oral communications with respect thereto. 

DEUTSCHE BANK AG IS NOT REGISTERED AS A BROKER DEALER UNDER THE U.S. 
SECURITIES EXCHANGE ACT OF 1934. DEUTSCHE BANK SECURITIES INC. ("DBSr or 
“DESIGNATED AGENT”) HAS ACTED SOLELY AS AGENT IN CONNECTION WITH THIS 
TRANSACTION AND HAS NO OBLIGATION, BY WAY OF ISSUANCE, ENDORSEMENT, 
GUARANTEE OR OTHERWISE WITH RESPECT TO THE PERFORMANCE OF EITHER PARTY 
UNDER THE TRANSACTION. DEUTSCHE BANK AG. LONDON BRANCH IS NOT A MEMBER OF 
THE SECURITIES INVESTOR PROTECTION CORPORATION (SIPC). 

1. The definitions and provisions contained in the 2000 ISDA Definitions (the 'Sv^p 
Definitions") and in the 2002 ISDA Equity Derivatives Definitions (Ihe ‘Equity Definitions’, and together 
with the Swap Definitions, the ‘Definitions'), in each case as published by the Internationa! Swaps and 
Derivatives Association, Inc. are incorporated into this Confirmation. In the event of any inconsistaicy 
between Uie Swap Definitions and the Equity Definitions, the Equity Definitions will govern. In the event 
of any inconsistency between either set of Definitions and this Confirmation, this Confirmation will govern. 
Few purposes of the Equity Definitions, the Transaction shall constitute an “Index Option Transaction". 


* Deutsche Bank AG is regulated by the FSA for the conduct of dwignated investment business in the UK, is a 
men^r of the London Stock Exchange and is a joint stock corporation with limited liability incorporated in the 
Federal Republic of Germany HRB No. 30 000 District Court of Frankfurt am Main; Branch Registration No, in 
Engl^uid and Wales BR000005, Registered address: Winchester House, 1 Great Winchester Street, London EC2N 
2DB, Telephone: +44 20 7545 8000. 

Chairman of the Supervisory Board; Clemens Bbrsig. Board of Managing Directors; Josef Ackermann, Hermann- 
Josef Lambcrti, Hugo Baitzigcr, and Stefan Krause. 
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This Confirmation constitutes a "Conftmation" as referred to in, and supplements, forms a part of 
and is subject to. the 1992 !SDA MastK” ^reemert. jnduding tte Schedule thereto dated as of 
December 15, 2008 as amended and supffemwted from &ne to time (the "Agreement"), between 
Party A and Party B, For the avoidance of douW. Uie Transadkm shall not be subject to the provisions of 
any other agreement between Party A and Party 8, irKrfuding any other ISDA Mast^ Agreement and any 
Credit Support Annex tfiereto. Aii provisions corrtained in the ^re«nent govern this Confirmation except 
as expressly modified below. All provisions conteir^d or incorpwated by reference in the Agreement will 
govern this Confirmation, except that, wttiout limiting the foregoing, in the event of any inconsistency 
between this Confirmation and any provisions ccmlained w mcorpwated by reference in the Agreement 
witii respect to any payment obligations of Party A w B. tfje terms of this Confirmation shall govern. 
For tile avoidance of doubt, notwithstanding anything in SscSon 6(d) or Section 6(e) of the Agreement to 
the contrary, any payment or delivery required to be made in connection with the termination of the 
Transaction shall be calculated and paid m aca»dan(» vwth the fxrevisions contained in this Confirmation. 


2. The terms of the particular Trar>saction to which the Confirmation relates are as 
folfovrs: 


General Terms 

Trade Date: 

Effective Date: 
Term: 

Tenor; 


October 8, 2009, which is the first date on which trading 
m the Basket (as defined below) can occur. 

The Trade Date 

The period from and including the Trade Date to but 
excluding the Final Valuation Date. 

The number of days in the period from and including the 
Premium Parent Date to IhjI excluding the Scheduled 
Expiration Date. 


Option Type: 

Option Style: 

Buyer; 

Seller: 

Index: 

Business Day; 

Business Day Convention; 
Exchange Business Day: 


Call 

European 
Party B 
Party A 

The NAV Index Level 
New York 

Following Business Day. 

For each Exchange (as defined below), any Scheduled 
Trading Day on which such Exchange is open for trading 
during its regular trading session notwithstanding such 
Exchange closing prior to its Scheduled Closing Time. 
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Transaction Details 

Number of Options: 
Strike Price: 

Notional Amount: 

Initial Leverage: 
Premium: 

Premium Payment Date: 
Calculation Agent: 


One 

100 

USD3.600, 000,000 
USD2.825.000.00G 
USD400, 000,000 

The third (a-d) Business Day immediately following the 
Trade D^e. 

Designated Agent 


Procedure for Exercise 

Expiration Time: 
Expiration Date: 


Automatic Exercise: 


Seller’s Agent’s Telephone 
Number and Facsimile 
Number and Contact 
Details for Purpose of 
Giving Notice; 


Valuation 

Final Valuation Date; 
Pricing Period: 


5 p.m. (local time in New York City). 

The dale which is flie earliest of: (i) December 18. 2010, 
(the “Scheduied Expiration Date"), (ii) the first date on 
which the NAV Index Level is at or below the Barrier 
NAV Index Level (such event and date described in this 
dause (ii) shall be referred to herein as an ‘Early 
Expiration Event' and an “Early Expiration Date", 
respectively) and (iii) any other date on which the 
Transachon is terminated or expires in accordance with 
the Confirmaton or the Agreement. 

Applicable. 


Seller’s 
Agent's Name: 
Specified 
Location: 

Tel: 

Fax; 

Email; 


Satish Ramakrishna 

60 Wail Street, 4"’ Floor 
New York, NY 10005 
(212) 250-4928 
(212)797-9358 
satish.ramakrishna@db.com 


The last Pricing Day in the Pricing Period. 

The period commencing on, and Including, the 
Expiration Date and ending on. and including, the earlier 
of (i) the Expiratitxi Date, or if such day is not a Pricing 
Day, then the first (Isl) Pricing Day immediately 
following the Expiration Date, and (ti) the Uth Business 
Day immediately following tho Expiration Date, provided. 
ho\wver. that the Pricing Period shall not be deemed to 
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commenc® until ttie eariier of (a) the Advisor (as defined 
in Maste’ InvesUnerrt Advisory Agreement (as defined 
below)) {xwnmendng a Liquidation (as defined therein) of 
the Sub-Aaxwt (as defined therein) relating to the 
Basket arxi (b) flie Seller having the right, under the 
hfesto" Inv^tment Advisory Agreement, to take control 
of ttie Sub-^joMinl relating to the Basket, provided . 

that tt® Pricing Period may be a longer or 
shorto- li^iod as mutually agreed upon by the Parties, 
lyovided. that the Pricing Period shall be 

deem«t to continue until such time as the Calculation 
Ag«Tt has determined, in accordance with customary 
practices, that It has ended, in the event that the Buyer 
disputes the Calculation Agent’s determination of the 
Prickig Period and can reasonably demonsb^te that an 
inv^btient manager couid have liquidated and reduced 
to ca^ a portfolio substantially similar to the Basket in a 
shorter period subject to the sane conditions considered 
by the Calculation Agent in determining the Pricing 
Period, then Buyer and Seiler shall mutually determine in 
good fadi any adjustment to the Pricing Period and the 
Pricing Period shall end on the last day of such adjusted 
period. Notwithstanding the foregoing, if an Early 
Expiration Event has occurred, the commencement and 
tenninaticHi of the Pricing Period will be as determined 
by the Calculation Agent at such time. 

Valuation Method: Upon the expiration w termination of the Transaction, for 

pur|x>ses of establishing the NAV index Level used to 
calculate the Cash S^iement Amount, it shall be 
assumed that (i) all Effected Positions shall be liquidated 
during the Pricing Period and (II) each Designated 
Position sh^l be deemed liquidated at such time and 
price as the Inv^tment Advisor, the Seiler or any 
manager chosen by the S^ler would have liquidated in 
confcM-mity with the liquidation provisions of the Master 
Investment Advisory Agreement (as defined below). It 
also shall be assumed that Seiler, or any manager 
chosen by Seller to exercise control over the Basket, 
shall, commencing on the Expiration Date or as soon as 
is practicable thereafter, conduct an orderly liquidation 
and reduction to cash of ail Effected Positions contained 
in the Basket, in a commercially reasonable manner and 
in accordance with the provisions of the Master 
Investment Advisory Agreement relating to effecting a 
liquidation, with the objective of minimizing market 
impact and preserving the remaining equity value of the 
Basket. Except in the case of an Eariy Expiration Event, 
it shall be assumed, in conducting the liquidation. Seiler 
or any manager chosen by Seller to exercise control 
over the Basket (if applicable) shall give due regard to 
effecting proportionate reductions of any economic long 
positions and economic short positions. Notwithstanding 
the foregoing, if Section 9(b) of the Master Investment 
Advisory Agreement applies and the Investment Advisor 
has advised the Seiler in a timely fashion to accept the 
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Pricing Day: 

Settlement Terms; 

Cash Settlement: 
Settlement Currency 
Term Rate: 

Debit Spread: 

Remaining Tenor: 

Optionalily Value; 


Intrinsic Value; 

NAV Index Levei; 

NKWYORK\53397 


bid that established the Market Bid Levei (as defined 
therein), ttten ft)r purposes of establishing the NAV index 
Lev^ used to cstoJlate the Cash Settlement Amount, the 
Ba^t shall be deemed to have been liquidated at ttie 
M^ket V^ue (as defined in the Master investment 
/Wwsory ^eemenl). 

Fw Trading Basket, an Exchange Business Day on 
whkdi a Madret Dis^jption Event has not occurred. 


At^licabie 

USD 

2.07% 

The SpH'ead applied to the Basket Debit Balance in 
accordance wittt the U.S. Spread Schedule (as outlined 
below). 

As of any day during the period from and including the 
Premium Payment Date to but excluding the Scheduled 
Expiration Date, the number of days remaining in the 
Tenor, from and including the day on vs^tich such 
determination is being made to but excluding the 
Scheduled Expiration Date. 

As of any day during the period from and including the 
Trade Date to but exduding the Premium Payment Date, 
an amount equal to; 

Initial Leverage x (Term Rate + Debit Spread ) x Tenor 
365 + {Term Raie x Tenor) 

; and as of any other day during the Term of this 
Transaction, the greater of (i) zero and (ii) an amount 
determined by the difference of (a) the Optionality Vaiue 
calculated for the previous day minus (b) the quotient of 

(x) the Optionality V«^ue as of the Trade Date divided by 

(y) Tenor, 

As of the Trade Date, an amount equal to (i) the 
Premium minus (ii) the Optionality Value as of the Trade 
Dale (the 'Initial Intrinsic Value*); and as of any other 
day during the Term of this Transaction, an amount 
(which may be positive or negative) equal to the sum of 
(a) the Intrinsic Value calculated for the previous day 
plus (b) the change in Basket Base Performance for 
such day (which may be a positive or negative number). 

As of each day during the Term of this Transaction, an 
amount determin«l as foiiows: 
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lOO + flOO Value as of such date\ 

Notional Amount J 

Barrier NAV Index Level: As of the Trade Date, 106.604597; and as of each day 

cfajring ttie T«Tn of this Transaction, an amount 
(tei^mined as follows; 

l(K)x! *)11 1 I 

I Notional Amount J 


Cash Settlement Amount: Cash Settlement Scenario ‘A" or Cash Settlement 

S(^Taio “B‘ (each, a 'Cash Settl^ent Scenario"), as 
specified herein, determined as of the Final Valuation 
Date. Except as othervwse stated herein, if for any 
reason this Transaction is terminated or expires prior to 
the Scheduled Expiration Date, the measure for any 
parent owed shsrfi be Cash Settlement Amount 
St^«rio *A*. For the avoidance of dcwbl, if a Party 
delivers a notice specifying an Expiratitm Date and the 
grounds on which sue* termination notice is being 
delivered, the Ca^ Settlement Scenario associated with 
SKjch grounds shall be the Cash Settlement Amount, 
nolwfllhstanding the occurrence, between the delivery of 
Uie termination notice and the Expiration Date specified 
therein, of circumstances or events giving rise to the 
altemalive Cash Settlement Scenario. 

(i) For the avoidance of doubt, \wthout limitation, the 
following events will result in the Cash Settlemer^ 
Amount being Cash Settlement Scenario “A;" 

(a) a termination of the Transaction, effected by Buyer, 
as the result of the occurrence of an Additional 
Termination Event described in Paragraph 4{d)(i), 
Paragraph 4(d)(iii) or Paragraph 4(d){iv) of this 
Confirmation; 

(b) a termination of the Transaction, effected by Buyer, 
as ttre result of the occurrence of an Additional 
Termination Event described in Paragraph 4{e) of this 
Confirmation; 

(c) a termination of tine Transaction resulting from the 
occurrerree of an Event of Default other than one 
described in paragraph (iiXe) below; 

(d) a termination of tire Transaction resulting from the 
occurrence of a Termination Event other than one 
described in paragraph (ii)(d) below; and 
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(e) all oth^" events that result in the Transaction being 
laminated, eBier automalicaiiy under the terms of this 
or by a<Sion of one of the Parties, Vi^here the 
Cash Settiem^t Amount is not otherwise specified , 

(ii) For frie avoidance of doubt, without limitation, the 
folovwng B\rents will result in the Cash Settlement 
^ount being Ca^ Settlement Scenario “B": 

(a) a terminafion of the Transaction, effected by Buyer, 
as tile result of the occurrence of an Additional 
Terminafioi Event described in Paragraph 4<d)(i!) of this 
Conftmation; 

(b) a termmation of the Transaction, effected by Buyer, 
as fr»e r^lt of the occurrence of an Additional 
TerminaSon Event described in Paragraph 4(f) of this 
Cortfirmabon: 

(c) a teinination of the Transaction effected by Buyer as 
the resuK of the occurrence of one of the following 
Ever^ts of Default: 

(1) a breach by Seller of an agreement in 
accordance with Section 5(aXii) of the 
Agr^ment; 

(2) a misrepresentation by Seiler in accordance 
wiOi Section 5(aKlv) of the Agreement; 

(3) a default by Seller under Section 5(aXv)(2) 
of the Agreement: 

(4) a default by Seller under Section 6(aXvi) of 
the Agreement; 

(5) the occurrence of an event described in 
Section 5(aXvii) of the Agreement in respect of 
the Seller; and 

(6) a 'merger \^^thout assumption' in respect of 
the Seller as described in Section 5(aXviii) of the 
Agreement: 


and 

(d) a tOTninalion of the Transaction resulting from the 
ocojrrence of one of the following Termination Events: 

(1) an Illegality in accordance with Section 
5(b)(i) of the Agreement in respect of v^ich the 
Seller is the sole Affected Party; 

(2) a Tax Event in accordance with Section 
5(b)(iiXy) of the Agreement in respect of which 
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effective dale of the Change in Law has not 
occurred and Seller has delivered r>otice to 
terminate the Transaction: 

(3) (X) ai Additional Termination Event 
desc^ttied in the second paragraph of Paragraph 
4(1) of tWs Confirmation or (Y) the designation by 
Sell«’ of an Early Termination Date in 
accwdance with Paragraph 4(n} of this 
Confirmation, provided that in the case of (X) or 
(Y) above, sudi Termination Event occurs in 
i^f»ct of any change in applicable law or 
Orange in U.S. Tax Law. as applicable, that has 
not become effective; and 

(4) a Tax Event Upon Merger in accordance with 
Section S(b)(lii) of the Agreement in respect of 
whidi Seller is the sole Affected Party; 

(for the avoidance of doubt, each reference to provisions 
in the Agreement are as amended by the Schedule 
thereto). 


Cash Settlement Scenario 'A*: The greater of (i) zero, and (ii) an amount determined 

as follows: 


(A'^ V Index Level ~ Strike Price) x — 

’ 100 

Cash Settlement Scenario “B': The greater of (}) zero, and (ii) an amount determined 

as follows; the sum of (a): 

i^x.yrr t T » o 1 n- ^ Notional Amount 
(^14 V Index Level - Strike Price) x 


plus <b) the Optionality Value. 

Cash Settlement Payment Date; The third {3rd) Exchange Business Day immediately 
following the Final Valuation Date. 

Early Settlement Amount: Without altering the foregoing or the final determination 

of the Cash Settlement Amount or the Seller’s 
obligations in respect thereof, from lime to time on any 
day during the Pricing Period, Buyer may request, ar>d 
upon such request Seller shall make, a payment to 
Bu^r (ail such payments less ail repayments of such 
payments by Buyer to Seller being, the ’‘Early Settiement 
Payment’) in an amount equal to the Available Early 
Settlement Amount (as defined below). If such request 
is made by Buyer on or prior to 5:00 p.m,. New York 
time, on a Business Day then Seller shall make such 
payment to Buyer prior to 2:00 p.m.. New York time on 
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tile next Buaness Day. if such request is made after 
5:00 p.m., New York time, on a Business Day, Seller 
shall make su<i> payment to Buyer prior to noon, New 
York tune, on ti^e second succeeding Business Day. If 
the Sdler determines tiiat the Early Settlement Payment 
on any day durk^ the FVicing Period exceeds the Early 
Settlement Amount for such day, then the Seller shall so 
notify ftjyer and f»1or to 5:00 p.m., New York lime on the 
next Business Day, Buyer ^ai! repay such excess to 
Seller. For each day in the Pricing Period, the Early 
Settlement Payment on such day shall bear interest at a 
rate equal to the overnight USD-Federal Funds - H.15 
for such day. On the Cash Settlement Pajmient Date, 
Buyer shall repay to Seller an amount equal to the Early 
Secernent Parent together wth interest accrued 
thereon. 

For these purposes, at any time; 

(i) ‘Available Early Settlement Amount' equals the 
excess, if any. of Ute Early Settlement Amount at such 
time over the Early Settlement Payment at such time; 

(ii> *Ewty Settlement Amount’ means (x) if ttie Net 
Hedge Ratio is greater than or equal to .05, zero and (y) 
otherwise, the amount that equals the product of .75 
multiplied by (Intrinsic Value - (Gross Basket 
Valu^(Noltonal Amount x 1 .60)ff’remium)); 

(iii) "Gross Basket Value’ means the sum of (x) the total 
USD market value of all Basket Positions held long plus 
(y) the absolute value of toe total USD market value of 
all Basket Positions held short; 

(rv) "Net Hedge Ratio" means the absolute value of the 
amount determined by the following formula; (x) total 
USD market value of all Basket Positions held long less 
the absolute value of the total USD market value of all 
Basket Positions held short divided by (y) Gross Basket 
Value. 


Adjustments For Potential 

Adjustment Events: Calculation Agent Adjustment (as defined below) 

Consequences of Merger Events: Calculation Agent Adjustment (as defined below) 

Nationalization or Insolvency: Calculation i^ent Adjustment (as defined below) 

Calculation Agent Adjustment; For purposes of Adjustments for Potential Adjustment 

Events, Consequences of Merger Events and 
Nationalization or Insolvency, all with respect to the 
relevant Basket Positions which comprise the Basket 
from time to time, the Calculation Agent will make such 
adjustments to the Share price, the then applicable 
Basket Base Performance, the NAV index Level and any 
other variable relevant to the exercise, settlement or 
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parent terms of Transaction, as the Calculation 
Agerit, actfrig in good faiUi and commercially reasonable 
maTn«’, determines appropriate, with reference (as 
dewt«l af^opriate) to any relevant adjustment rules 
and f»«»dKtls in effect for any primary options 
exchange fo’ exdiange-traded options contracts on the 
r^evant affected Basket Positions and in consultation 
witti Buya". 

Additional Terms 

The following additional terms shall apply to thte Transacfen, 

3. Further Definitions: 

The Basket - 

“B^kef means a record maintained by the Cakxilation Agent for this Transaction identifyrig, at 
ail times, all of the positions that (i) actually resuft from transactions specified by the Investment Advisor 
(as defined below) to be included in such record (the ’Effected Positions’) or (ii) are Designated Positions 
(as such term is defined in the Master Investment /Wvisory Agreement, the Designated Positions together 
with the Effected Positions, the “Basket Positions’). Fa- the avoidance of doubt, any dividend, interest or 
any other income that would have been received or accrued on or in respect of. or any expense inojrred 
with respect to, any Designated Position, will be deemed credited or debited to the Basket as Basket 
income or Basket Expenses, as the case may be. If a Designated Positioi would have been entered into 
but for the fact that the intended Designated Position violated the Investment Guidelines and Compliance 
Restrictions (as defined below) at the time such transaction was specified by the Investment Advisor, then 
such position shatt be void ab initio and therefore not, at any time, a component of the Basket. To the 
extent that a Designated Position subsequently violates the Investment Guidelines and Compliance 
Restrictions, it shall be deemed to have been (X) In the case of a long position, sold, and (Y) in the case 
of a short position, covered, as of the ttne such Investment Guideline violation occurred. The Basket 
may be diwded. at any time, into sub-records, each constituting either a Trading Basket or a Term Basket 
(each as defined below). 

'Basket Base Perfonmance” means, during a period, the sum (expressed in USD), during such 
period, of (i) Basket Gains and Losses plus (ii) Basket Income and Expenses. 

“Basket Gains and Losses" means, during a period, the difference (expressed in USD), during 
such period, of (i) realized and unrealized gains in respect of the Basket Positions minus (ii) realized and 
unrealized losses in respect of the Basket Positrons. 

"Basket Income and Expenses” during a period means (i) Basket Income minus (ii) Basket 
Expenses. 

“Basket Income’ during a period means: the sum. expressed in USD, of (i) dividend income 
(determined based on ex-dividend dates that have occurred during such period), net of the non-U.S. and 
U.S. Withholding taxes, if any, that would be imposed on a holder of the relevant position that (a) is a 
resWent of the Federal Republic of Germany, (b) is entitled to the benefits of income tax treaties between 
the Federal Republic of Germany and other countries, (c) properly treats such dividend income as 
effectiv^y connected with its U,S. trade or business and (d) has provided properly completed and 
executed certifications claiming such treaty or effectively connected income status; provided, hovyever . in 
the case of Effected Ftositions. dividend income will be further reduced by any additional taxes (and 
penalties and interest associated therewith) incurred by Seller that would not have been incurred by the 
Seller in the absence of the relationship between Setier and Buirer under Ihis Transaction, plus (II) 
interest income, receivable and received, on any USD Basket Credit Balance, such interest calculated at 
the relevant Benchmark Rate minus the Spread applicable to toe USD Basket Credit Balance (as stated 
below) plus (iii) the product of (a) the Rebate Share Value (as defined below) on toe USD Trading Basket 
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multiplied by (b) the difference of (1) the invent ^c«1 Benchmark Rate (as defined below) minus (2) 

(A) to the extent such Rebate Share Value is not cwnposed of Hard-To-Borrow Shares (as defined 
betow), the relevant Spread ort such Rebate Share Value (stated in the U.S. Spread Schedule below) and 

(B) to the extent such Rebate Share Value is cwnposed of Hard-to-Borrow Shares, a short spread 
reflective of the Hard-To-Borrow nature of aich Shar^ as determmed by the Calculation Agent, plus (iv) 
interest income receivable on any Non-USD Basket Credit Balan<». in each case such interest calculated 
at the relevant Benchmark Rate minus the Spread appllcaWe to such Non-USD Basket Credit balance, 
plus (v) the product of the Rebate Share Value for each Non-USD Trading Basket multiplied in each 
case by the relevant Benchmark Rate, plus (vi) total accmed and paid interest income on T^m Basket 
realized gains and dividend income, that have been raized or paid respectively between Term Basket 
Reset Dates, calculated at the LIBOR Rate, plus (vli) all other income enumerated in the Basket 
Performance Report. Each interest calculatton under this defirrtion shall be performed using the currency 
associated with the specified Trading Basket for such Trading Basket and ail non-USD amounts shall be 
converted to USD at the spot rate for surti cuitKicy at the time the Basket Income calculation is 
performed. As relates to Basket Income, with respect to any Basket Position, “withholding taxes’ shall 
include stamp and excise taxes whether or not ctrflected by wthhdding. 

‘Basket Expenses’ during a period means; the sum, stressed in USD, of (i) payments in lieu of 
dividends (including any U.S. or non-U, S. withholdirtg taxes required to be withheld by Seller with respect 
to such paymients in lieu of dividends), provided, hovirever, toat in the case of Effected Positions, Basket 
Expenses will be increased by any additiwal taxes (and penalties and interest associated therewith) 
incumed by Sell^ that would not have been ifKurred by SeUw in the absence of the relationship between 
Buyer and Seller under this Transaction, plus (it) any interest expenses, excluding accrued interest 
expenses on any USD Basket Debit Balance, plus (iii) total accrued and paid interest expense on the 
USD Basket Debit Balance, calculated at the Debit Rate on the USD Basket Debit Balance (using the 
applicable Sfx-ead from the U.S. Spread Schedule below), plus (iv) total accrued and paid interest 
expense on any Non-USD Basket Debit Balance, in each case calculated at the Debit Rate on such Non- 
USD Basket Debit Balance (using the applicable Spread from the Non-U.S. Spread Schedule below), 
plus (v) total accrued and paid interest expense on any Term Basket open long position, in each case 
calculated at the Debit Rate on sudi Term Basket open long position's notional amount (using the 
applicable Spread from the Non-U.S. Spread Schedule below), plus (vi) the stock borrow fee payable on 
any Non-USD Trading Basket, In each case sudi fee calculated as the product of frie Rebate Share 
Value for such Non-USD Trading Basket multiplied by (a) to the extent such Rebate Share Value is not 
composed of Hard-To-Borrow Shares, the relevant Spread on such Rebate Share Value (as stated in the 
Non-U.S. Spread Schedule below) and (b) in the case of Hard-to-Boirow Shares composing suc^i Rebate 
Share Value, a short spread reflective of the Hard-To-Borrow nature of such Shares as determined by the 
Calculation Agent, plus (vH) the stock borrow fee payable on any Tenm Basket open short position, in 
each case such fee calculated as the product of the Term Basket open short position's notional amount 
multiplied by (a) to the extent such Term Basket open short position's notional amount is not composed 
of Hard-to-Bcxrow Shares, the relevant Spread on such Term Basket open short position's notional 
amount (as stated in the Non-U.S. Spread Schedule below) and (b) in the case of Hard-to-Borrow Shares 
composing such Term Basket open short position’s notional amount, a short spread reflective of the 
Hart-to-Borrow nature of such Shares as determined by the Calculation Agent, plus (vili) total accrued 
and paid interest expense on Term Basket realized losses and payments in lieu of dividends, that have 
been realized or paid respectively between Term Basket Reset Dates, calculated at the LIBOR Rate, 
plus (ix) all ofrier expenses enumerated in the Basket Performance Report, plus (x) any investment 
adviscH'fees accrued during such period, whether or not actually paid by Seller. Each interest calculation 
under this definition shall be performed using the currency associated wito the sf>ecified Trading Basket 
for such Trading Basket and all ncm-USO amounts shall be converted to USD at the spot rate for such 
currency at the time the Basket Expenses calculation is performed. As relates to Basket Expenses, with 
respect to any Basket Position, “withhoiding taxes’ shall include stamp and excise taxes whether or not 
collected by withholding. 

“Basket Performance Report" means a periodic report prepared and compiled by the Calculation 
Agent in its sde discretion (but after consultation with the Investment Advisor), setting forth (among other 
friings) the Basket Base Performance, as well as such other items the Calculation Agent determines, in its 
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sole discretion, affects the performance of the of^ion. TTie most current Basket Performance Repcxt as of 
any date shall be available to Buyer on a daily basts. 

“Benchmark Rate" means, (1) for the US3 Tradir^ Basket, as of any day, the FEDSOPEN Rate 
for such day (or if such day is not a Business Day as of the preceding Business Day) determined by 
reference to the FEDSOPEN index as pibiished by the Fed^al Reserve and as disseminated via 
Bloomberg and (ii) for each Non-USD Trading Basket, the applicabie rate specified in the Non-USD 
Benchmark Rate Schedule on Schedule it hereto, w if no rate is so specified, the recognl^d overnight 
rate fcs" the applicable currency as determined by the Cateulaliim >^ent, in good faith, or if such overnight 
rate is not available, the one week rate fw such currency as <teta-mined by the Calculation Agent, in good 
faith. 


“Debit Rate' means the sum of (i) the Benchmark Rate for any Trading Basket or the LIBOR Rate 
(as defined below) for any Term Basket, as the case may be plus (Ii) for both USD Basket Positions and 
Non-USD Basket Positions, the Spread for the Basket D^it Balance as listed in the applfcable Spread 
Schedule below. 

“Exchange* means, in respect of eadi Basket Position or the related underlying security, the 
primary exchange or quotation system (or any successor thereto), if any, on which such underlying 
security is actively traded or quoted. 

“Hard-to-BoiTOW Shares’ means, as det«Tnined by the Calcuiation Agent, (i) in respect of Basket 
Positions recorded under the USD Trading Baskd, any Shares that are components of the USD Trading 
Basket from time to time for which the market rebate rate is lower than the normal rebate rate received on 
“general collateral* shares in connection wito a theoretical stodc borrow arrangement, and (ii) in respect of 
Basket Positions recorded under a Ncm-USD Trading Basket, any Shares that are components of such 
Non-USD Trading Basket from time to time fw which the maket fee rate is higher than the normal fee 
rate paid on ‘genera! collateral* shares in connection with a theoretical stock borrow an-angement. 

“LIBOR Rate* means, in respect of each Term Basket, the one-monfh LIBOR interest rate on the 
Start Date (as defined below), and on each Term Basket Reset Date. 

“Non-USD Basket Credit Balance* means, for each Non-USD Trading Basket, at any time, the 
excess, if any. of (i) the sum of (a) the cumulative realized gains on all former Basket Positions in such 
Non-USD Trading Basket, plus (b) toe Short Proceeds Amount for such Non-USD Trading Basket, over 
(li) the sum of (a) toe aggregate of the Initial ‘cost basis' of ail open long Basket Positions in such Non- 
USD Trading Basket, plus (b) the cumulative realized tosses on all former Basket Positions in such Non- 
USD Trading Basket, and (c) all adjustments, as determined by the Calculation Agent, for any other paid 
income and expense Hems allocable in a currency other than USD to the Basket, but excluding accaied 
and unpaid income and expense items. Non-USD Basket Credit Balance determinations shall be made 
on a Share “settlement date" basis and shall be denominated in the currency associated with such Non- 
USD Trading Basket. 

“Non-USD Basket Debit Balance’ means, with respect to each Non-USD Trading Basket, at any 
time, the excess, if any. of (i) the sum of (a) the aggregate of ti>e initial 'cost basts' of all open tong Basket 
Positions in such Non-USD Trading Basket, plus (b) the cumiriative realized losses on all former Basket 
Positions In such Non-USD Trading Basket, over (ii) the sum of (a) the cumulative realized gains on all 
ftxmer Non-USD Basket Positions in such Trading fesket, plus (b) the Short Proceeds Amount for such 
Non-USD Trading Basket, and (c) all adjustments, as determined by toe Calculation Agent, for any other 
paid income and expense items allocable in a currency otoer than USD to the Basket, but excluding 
accroed and unpaid income and expense items, provid^ . that, for all Non-USD Basket Debit Balances 
greater than zero, solely for purposes of determining Basket Expenses, the Calcuiation Agent shall reduce 
any such Norv-USD Basket Debit Balances by subtracting from the aggregate of such amounts the Unused 
initial Leverage (any portion of toe Unused Initio Leverage not so subtracted, the "Remaining Unused 
Initial Leverage"). The specific Non-USD Basket Debit Balances from which any Unused Initial Leverage is 
subtracted shall be determined by the Calculation Agent in its sole discretion but in no event shall any Non- 
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USD Basket Debit Balance be reduced befow zero. Ncm-USD Basket Debit Balance determinations shall be 
made on a Share “settlement date" basis and be denominated in the cuirency asaxiated with such 
Non-USD Trading Basket. 

“Non-USD Basket Positions’ means the Basket PosftkMis recorded in a Non-USD T rading Basket. 

“Non-USD Sub-Basket" means, for a ghren cajrrency specified in respect of a Non-USD Trading 
Basket, a record maintained by the Calcutation ^ent Wenti^r^, at all lim^. all of the Non-USD T rading 
Baskets specifying that same currency. The Caiciiatoi Agent may elect to include in a Basket 
Performance Report information relating to any or all Nwv-USD Sub Baskets, which information shall be 
reported in the currency associated with suc^i Non-U^ Sub-Basket. By way of example and not of 
limitation, a report relating to a Non-USD Sub-Basket fw a period may state (among other things) the 
Basket Credit Balances or Basket Debit Balances (as ttie case may be) of the relevant Non-USD Trading 
Baskets for such period, the stock borrow fees on suc^ NorvUSD Trading Baskets payable during sucti 
period, and any other information selected by ttie Cdcxilation Agent for inclusion in such report, with all 
amounts reported in the applicable currency. 

"Non-USD Trading Basket’ means eadi Trading Basket that shall contain all Basket Positions 
representing Shares in respect of which the Exchange is not located in the United States. 

“Rebate Share Value" means, at any time, in respect of aiy Trading Basket, tiie market value 
from time to time of all Basket Positions in such Trading Basket that represent open short sales of equity 
securities. For the avoidance of doubt, a separate Rebate Sha’e Value may be specified for each 
Trading Basket, including the USD Trading Basket and all Non-USD Trading Baskets. The Rebate Share 
Value for a given Trading Basket shall be specified in the currency associated with such Trading Basket. 

“Related Exchangefs)' means, in respect of each Basket Position or the related underlying 
security, the primary exchange or quotation system (or any successor thereto), if any, on svhich futures 
and/or options contracts with respect to such underlying security are actively traded or quoted. 

"Remaining Unused Initial Leverage" is as defined above in the definition of Non-USD Basket 
Debit Balance. 

"Short Benchmark Rate" means, in respect of the USD Trading Basket, (i) for any day prior to the 
Scheduled Expiration Date, (a) to the extent the Rebate Share Value of the USD Trading Basket is less 
than or equal to the Initial Leverage, the Term Rate, and (b) for any Rebate Share Value of the USD 
Trading Basket in excess of the Initial Leverage, ti^e Benchmark Rate (which rate can be expressed as a 
vreighteri average rate for the purposes of calculation and reporting); and (ii) for any day during a Pricing 
Period occurring on or after the Scheduled Expiration Date, the Benchm^k Rate. 

“Short Proceeds Amount’ means, for each Trading Basket, at any time, the sale price(s) received 
for the Basket Positions that represent open short sales of equity securities in such Trading Basket. A 
Short Proceeds Amount shall be expressed in the ojrrency of the associated Trading Basket. 

"Term Basket" means a record maintained by the Calculation Agent in respect of which all of 
the following characteristics have been specified: (i) a country, (ii) a currency, (iii) the date on which 
such record is established (the 'Start Date”), (iv) the relevant LIBOR Rate and (v) the date on which 
ail of the Basket Positions included in such record are scheduled to be liquidated (the "End Date"); 
and that identifies, at all times, all of the outstanding Basket Positions designated by the investment 
Advisor to be included in such record. Solely for purposes of calculating "Basket Expenses" the 
Calculation Agent shall reduce (but not below zero) the notional amount of open long positions in 
Term Baskets by subtracting from the aggregate of such notional amounts any Remaining Unused 
Initial Leverage. The specific open long positions from which any Remaining Unused Initial Leverage is 
subtiacted shall be determined by the Calculation Agent in rts sole disaelion. 
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“Term Basket Reset Date" means, in re^ct of a Term Basket, the 15th day of each calendar 
month on a Modified Following Business Day Convention. 

"Trading Basket” means a record maintained fcy ttie Calculation Agent in respect of which all of 
the following characteristics have been specified; (i) a onunUy and (ii) a currency; and that identifies, at ail 
times, all of the outstanding Basket Positions designated by the Investment Advisor to be included in such 
record. 


"Unused Initial Leverage" means, at any time of determination, (i) if USD Basket Debit Balance is 
a negative amount, the absolute value of sudi amount, otiienwise {ii) zero. 

“USD Basket Credit Balance" means, at ar^ time, tine excess, if any. of (i) the sum of (a) the 
Initial Intrinsic Value, plus (b) the cumulative realized gains on all former USD Basket Positions, plus (c) 
the Short Proceeds Amount for the USD Trading Basket, over {ii) the sum of (a) the aggregate of the 
initial “cost basis" of all open long USD Basket Positions, plus (b) tine cumulative realized losses on all 
former USD Basket Positions, plus (c) the absolute value of the Rebate Share Value for the USD Trading 
Basket, and (d) all adjustments, as determined by the Circulation ^ent, for any other paid income and 
expense items allocable in USD to the Basket, but excluding a«rued and unpaid income and expense 
items. Basket Credit Balance detemninations shall be made on a Share “settlement date" basis. 

"USD Basket Debit Balance" mear>s fi) on any day prior to the Scheduled Expiration Date the 
difference, whether positive or negative, between (a) the sum of (1) the aggregate of the initial "cost 
basis” of all open long USD Basket PositiCKis, plus (2) tire cumulative realized losses on all former USD 
Basket Positions, plus (3) the absolute value of the Rebate Share Value for the USD Trading Basket, and 
(4) all adjustments for any other paid income and expense items allocable in USD to the Basket, but 
excluding accrued and unpaid income and expense items, minus {b) the sum of (1) the Initial intrinsic 
Value, plus (2) the initial Leverage, plus (3) the cumulative realized gains on all former USD Basket 
Positions, plus (4) the Shod Proceeds Amount for the USD Trading Basket; and (ii) during any period 
beginning on the Scheduled Expiration Date and ending on Ite Final Valuation Date, the difference, 
whether positive or negative, between {a) the sum of (1 ) the aggregate of the initial "cost basis" of all 
open long USD Basket Positions, plus (2) the cumulative realized losses on all former USD Basket 
Positions, plus (3) the absolute value of the Rebate Share Value for the USD Trading Basket, and (4) all 
adjustments, as determined by the Calculation Agent, for any o!h«’ paid income and expense items 
allocable in USD to the Basket, but excluding accrued and unpaid income and expense items, minus (b) 
the sum of (1) tiie Initial Intrinsic Value, plus (2) the Short Proceeds ^ourrtforthe USD Trading Basket, 
plus (3) the cumulative realized gains on ail former USD Basket Positions provided thaj, in the case of (i) 
and (ii), if on any day such difference is negative then for purposes of c^uiatifig "Basket Expenses* for 
such day the "USD Basket Debit Balance" shall be deemed to be zero. Basket Debit Balance 
determinations shall be made on a Share "settlement date" basis, 

“USD Basket Positions’ means the Basket Positions recorded in the USD Trading Basket. 

“USD Trading Basket" means the Trading Basket that shall contain all Basket Positions in respect 
of wtiiich the Exchange Is located in the United States. 

U.S. SPREAD SCHEDULE 
Applies to the USD Trading Basket 


Type 

Soread 

Rebate Share Value 

37.5 basis points (0.375%) 

Basket Credit Balance 

25 basis points (0.25%) 

Basket Debit Balance 

37.5 basis points (0.375%) 
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Non-U.S. SPREAD SOIEDULE 
Applies to aii Nor>4JSD Trading Baskets 
all Basketo 


TvDe 

Soread 

Rebate Share Value 
in respect of Non-USD Trerting 
Baskets and Term Baskets using a 
Benchmark Rate of One-Month 
USD-UBOR-BBA 

60 bass points (0.60%) 

Basket Credit Balance 
in respect of Non-USD Tradir^ 
Baskets and Term Baskets using a 
Benchmark Rate of One-Mcmlh 
USD-LIBOR-BBA 

25 basis points (0.2S%) 

Basket Debit Balance 
in respect of Non-USD Tradir^ 
Baskets and Term Baskets usir^ a 
Benchmark Rate of One-Monlh 
USD-LIBOR-BBA 

35 basis points (0.35%) 

Rebate Share Value 
in respect of ail other NcmvUSD 
Trading Baskets and Term Baskets 

As determined in good faith by 
the Calculation Agent upon 
axisuttation with the 

Investment Advisor 

Basket Credit Balance 
in respect of all oth^* Non-USD 
Trading Baskets and Term Baskets 

As determined in good faith by 
the Calculation Agent upon 
cor^ultation with the 

Investment Advisor 

Basket Debit Balance 
in respect of ail other Non-U^ 
Trading Baskets and Term Baskets 

As determined in good faith by 
the Calculation Agent upon 
consultation with the 

Investment Advisor 


4. Additional Provisions: 


(a) Basket Position Composition : A Basket Position is a record reflecting the purchase or 
sale of any of the following: any equity securities in a company and listed on a recognized exchange, 
depositary receipts listed on a securities exchange in the United States of America, equity linked 
securites. OTC derivatives, index futures, exchange-traded funds, other equity linked securities (besides 
OTC derivatives, index futures, and exchange-traded funds). Merest rate and currency transactions, or 
any other financial instruments that may be agreed to between the parties together with such other 
securities and assets arising by reason of any Potential Adjustment Events or Merger Events In respect of 
shares comprising the Basket from time to time {in eat^ case, a ‘Share’ and collectively, “Shares'). For 
the avoidance of doubt, Basket Positions may be records of purchase and sale transactions not actually 
executed. 

(b) Share PricInQ Method: Shares that are traded on a U.S. national securities exchange or 
the NASDAQ National Market System shall be valued at any time at the last sale price quoted for Shares 
on the Consolidated Tape on the date and at the time for which value Is being determined, or, tf no sale 
occurred on such date, then at the mean between the ‘bid’ and the "asked" prices on such date as 
reported in any recognized interdealer quotation system. Other Shares traded over-the-counter shall be 
valued at the mean between the “bid" and the "asked* prices quoted for such Shares. Shares not so 
traded as described herein shall be valued at their fair market price, as determined in a commercially 
reasonable manner by the Calculation Agent; the Calculation Agent shall perform valuation of such 
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Shares in accordance with criteria regarding valuation times and sh»e pricing methods commuriicated by 
Selier in writing to Buyer in a Basket Performance Repeal or oth^wise. With respect to any position not 
described above, the Calculation Agent in valuing stocks, seciffities or other investments, may select 
such other methods of valuation as it in good faift shail deem af^ropriate under the circumstances and, 
once detemiined, all such valuations shall final and rondusive in the absence of manifest bad faith. 
The Calculation Agent shall use the adual trade execution pridng for selling and/or acquiring the Shares 
(the “Share Execution Price’) in connection with (i) any {^tion expiration (including any Early Expiration 
Event), and (ii) determinations of any Basket Stances or Basket Credit Balances. In the case of 
Designated Positions, except as othenjvis© descried herein, the timing and price for the deemed selling 
and/or acquiring of a Designated Position sh^l be as determinexl by the Calculation Agent in good faith 
and a commercially reasonable marmer, at sudt as would reasonably be expected to be the 

execution prices if the trade giving rise to the D^ignated Rjsition had actually and timely been executed. 
The Calculation Agent's valuation of the Basket or its vakiation metttodology may differ from the valuation 
methodology it uses for its own books and r^iords or other internai puqaoses. 

(c) Termination and Eartv Expiration Nr^ic^ : In connection with Termination Events under 
this Confirmation in whic^ Buyer is an Affected and has the right, upon delivery of notice to 
Buyer, to terminate this Transaction, then Seilw may exercise such right to terminate by delivery of a 
Seller Termination Notice, substantially in U>e ftxm attached hereto as Annex I. In connection with 
Termination Events under this Confirmation in which Seller is an Affected Party and Buyer has the right, 
upon delivery of notice to Seiler, to terminate this Transaction, then Buyer may exercise such right to 
terminate by delivery of a Buyer Termination Notice, substantially in the form attached hereto as Annex IL 
Notwithstanding the provisions of Section 6(a) of the Agreement, the Early Termination Date in respect of 
this Transaction shall be the day on which fire Seller Termination Notice or Buyer Termination Notice, as 
relevant, is effectively delivered provided that if suerfr day is not an Exchange Business Day, the Early 
Termination Date ^all be the first Exchange Business Day to occur after such day. 

If an Early Expiration Event ocoirs, this Transaction will automatically expire at the time of such 
occurrence. In such instance, S^ler may, solely as a arurtesy and without obligation, give notice to 
Buyer of the ocojrrence of such Earty Expiration Event. If Seller determines to provide such notice, it 
may do so substantially in the form attached hereto as Annex I. For the avoidance of doubt, 
notwithstanding the delivery or non-delivery of such a notice, an Early Expiration Event occurs 
automatically at the time the conditions desaibed in clause (Ii) of the definition of Expiration Date have 
occurred. 

Except as otherwise specified herein, upon the occurrence of an event or circumstances giving 
Buyer the right to terminate this Transaction ;x1or to the Scheduled Expiration Date (excluding an Event of 
Default In respect of Seiler under Section 5{aXvii) of the Agreement, but including, without limitation, any 
other Event of Default in respect of Seller or any Termination Event in respect of Seiler), Buyer shall 
deliver a Buyer Termination Notice within 15 days of fite accrual of such right to terminate this 
Transaction or Buyer shall be deemed to have waived such right to terminate this Transaction as the 
result of Ute occurrence of such event or circumstances, provided that for the purpose of determining 
when a Buyer's right to terminate this Transaction accrues under Section 5(aXti) of the Agreement or as 
file result of a Tarninalton Event. Buyer shall be deemed to have delivered any notice required to be 
delivered by Buyer under Section 5(a)(ii) or Section 6(b)(i) of the Agreement, as the case may be, at the 
time Buyer learned of Seller’s breach of agreement or obligation ha-eunder or of the facts giving rise to 
such Termination Event, as the case may be. 

(d) Investment Advisor : Bu^r acknowledges that Renaissance Technologies LLC (the 
“Investment Advisor’) has been engaged by Seller to manage the composition of the Basket on a 
discretionary basis for the account of Seller, pursuant to (a) the Investment Guidelines and Compliance 
Restilctions (the ’Master Investment Guidelines and Compliance Restrictions "} set forth in the Master 
Investment Advisory Agreement dated as of December 1 5. 2008, between Seiler (or its specified affiliate) 
and the Investment Advisor (the “Master Investment Advisory Agreement,’) and (b) the Supplemental 
investment Guidelines and Ccmipliance Resftictions (the 'Supplemental Investment Guidelines and 
Compliance Restrictions.’ and together with the Master Investment Guidelines and Compliance 
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Restrictions, the “Investment Guidelines arxi Compliance R^bicttofs’) set forth in the Sup^idemental 
Investment Advisory Agreement dated December 15, 2008, as may be amended from time to time, 
between the parties to the Master Investm^t AdvIsOTy Agreement, {the “Supplemental Investment 
Advisory Agreement,’ and together wtdi the Mast^’ tnvestm^t Advisory Agreement, the “Investment 
Advisory Agreement”). While Seiler, in the normal course of its business, shall review Investment 
Advisor's compliance with the Invesbnent Guideline ^ Compliance Restrictions, Seller shall have no 
liability to Buyer - and Buyer hereby waives any rights of actictfi against Seller - in connection with 
Investment Advisor’s non-compliarK» with said Inveshnent GuW^ines and Compliance Restrictions - or 
any other terms of the Investment Advisory Agreem»rt 

if (i) the Investment Advisory Agreement or ttre Supplemental Investment Advisory Agreement is 
termlnatKl after notice of termination by Seller for cause (as set out in the Master Investment Advisory 
Agreement); (ii) Seller delivers notice that it is term^ting Supplemental Investment Advisory 
Agreement without cause under the provisions Cff the Master Investment Advisory Agreement and eiliier 
(x) the investment Advisor has delivered notice. In aoxwdance the Master Investment Advisory 
Agreement, that it shaii commence and manage the Liquidation or (y) three Exchange Business Days 
have passed wthout the Investment Advisor delivwrg such a notice, (iii) Investment Advisor delivers 
notice that it is terminating the irwestment Advisory /^reement for cause (as set out in the Master 
Investment Advisory Agreement) and either (x) the Investment Advisor has delivered notice, in 
accordance with the Master Investment Advisory Agreement, that H shall commence and manage the 
Liquidation or (y) three Exchange Business Days have pass«l without the Investment Advisor delivering 
such a notice, or (iv) the Investment Actvisory Agreement or the Supplemental Investment Advisory 
Agreement should terminate for any other reason, tiien for purposes of Section 5(b)(v) of the Agreement 
the occurrence of any of clause (i), (ii). (iii) or (iv) above shall be an Acfditionaf Termination Event with this 
Transaction as the sde Affected Transaction and Seller as the sole Affected Party. Upon the occurrence 
of such an Additional Termination Event. Seller shall timeiy deliver to Buyer notice of such event and 
Buyer shall have the right, but not the obl^aticMi, within 3 days of effective delivery of such notice (but not 
more than 3 da)«), to terminate this Transaction, by delivery of a notice to Seller substantially in the form 
attached hereto as Annex II. In the case of (i), (iii) or (iv), if this Transaction is terminated, the Cash 
Settlement Amount shaii be Cash Settlement Scenario ‘A” In the case of (ii), if this Transaction is 
terminated, the Cash Settlement Amount shall be Cash Settlement Scenario "B." 

(e) Additional Termination Event Relating to Seller CDS Spreads : The occurrence, from time 
to time, of a CDS Spread Event X or of a CDS Spread Event Y shall constitute an Additional Termination 
Event In respect of which Seller shall be the sole Affected Party and this Transaction and all other 
Transactions between Seller and Buyer shall be Affected Transactions. Notwithstanding the provisions of 
Section 6(bXiv)(2) of the Agreement or any other provision of the Agreement to the contrary, in the event 
that sudi an Additional Termination Event occurs (the date of such occurrence being a • Triooer Date ") 
and Buyer does not designate, as a result thereof, an Eaily Termination Date in respect of all (and not 
less than all) Transactions within fifteen (15) days of the related Trigger Date then Buyer shall be deemed 
to have waived such Additional Termination Event and no CDS Spread Event X or CDS Spread Event Y, 
whichever gave rise to such Additional Termination Event, may again occur during the ninety (90) day 
period that commenced on the related Trigger Date. 

For purfreses hereof the “ CDS Spread * on any Busirress Day shall be the averejge of the mld- 
marKet (average of bid and offer for USD100, 000,000 notional protection) five year senior debt credit 
default swap (‘CDS’) spreads in respect of Sell^, as quoted by: Barclays Capital Inc., Citigroup Global 
Markets Inc., Goldman, Sachs & Co., J. P. Morgan Securities Inc. and Morgan Stanley & Co. 
Incorpwated (each, and any successor thereto, a “Ref«‘ence Dealer*) (quoted at Bloomberg function 
CDSW, although if Buyer in good faith and in a commercially reasonable manner determines sudn a 
quote avaitaWe at Bloomberg function CDSW is inconsistent with market conditions, It may confirm the 
quote directly with such Reference Dealer and such directly confirmed quote shall be used in p4ace of the 
applicable one found at Bloomberg Function CDSW, if different), measured as of 3:00 p.m. New York 
time on such Business Day. In the event that, at such lime, any one or more of the Reference Dealers 
specified above has not provided a quote of CDS spreads in respect of Seller, the CDS Spread shall 
be the average of the CDS sfxeads quoted at such time by the other Reference Dealers provided that if. 
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at such time, fewer than three of such Reference Dealers have pressed such a quote. Buyer and Seller 
shall reasonably agree to include, in the averaepng cakxitaBon, flie quote of another recognized dealer or 
dealers, so that three such quotes have been averaged, for ttie purpose of determining the CDS Spread; 
provided, however, that if one or more Refererx® De^er provides «Jch a quote and the Bu;^r and Seiler 
are unable to reasonably agree as to an addilior^^ reojgntzed dealer or dealers fas applicable), the 
average of the quotes obtained from available Referertce Dealers (or if only one Reference Dealer is 
providing a quote, such quote) shall be used to determine die ODS Spread. A CDS Spread Event X will 
occur if the CDS Spread is 325 basis points or mere wi ^ least three (3) consecutive Business Days. A 
CDS Spread Event Y will occur If the CDS ^)read is at feast 450 basis points on any Business Day. 
Buyer shall not buy. sell or otherwise engage in transartkms wWi respect to CDS of the Seller. No affiliate 
of Buyer may engage in transactions vwth resperf to CDS of die Seller for the purpose or with the intent of 
increasing such spread in order to trigger the provisions of this Paragraph. 

(0 Fundamental Chance to the Investment Guidelines and Compliance Restrictbns : If Seller 
makes a fundamental change to the Investment Guiddln^ and Compliance Restrictions, as determined 
by Seller in ite reasonable discretion, then Setter shall fwtify Buyer of such change and Buyer shall have 
ti^ right, but not the obligation, to terminate this Transaction, by delivery of a notice to Seiler substantl^ly 
in the form attached hereto as Annex II. If 1^^ el^s to lemitnate this Transaction pursuant to this 
paragraph, the Cash Settlement Am(Xint shall be Cash Settiement Scenario “B.‘ 

(g) Post-Settlement Adjustments: Notwithstartding anything to the contrary in the 
Agreement, if, (i) after ttie Transactiem has terminated and any Cash ^ttlemenl Amount has been paid, 
S^ler or Buyer becomes aware of (a) an operational misbooking or (b) any accrued but unpaid income or 
expense (as of the Final Valuation Date) that, (1) differed from fee amount actually paid, (2) was 
determined to be in aror or (3) was not actually paid in accordance with the value at w^ich it had been 
booked by the Seiler, and (ii) the occurrence of a situation described In clauses (a) or (b) affected the 
calculation of the Cash Settlement Amount, then the Party that becomes aware of such fact will notify the 
other Party, and the Parties wii! negotiate in good faith to allocate any payment adjustment between 
them. This provision shall survive the termination of this Confirmation or the Agreement. 

(h) Change in Definition of indemnifiable Tax : Solely for the purposes of this Transaction, the 
term Indemnifiable Tax wit) be defined to exdude any tax imposed on any payment under this Transaction 
that is based on. related to. in respect of. or measured by. in whole or in part, the dedaration. payment or 
receipt of any dividend on any Shares comprising from time to time the Basket. 

(i) Taxes : For purposes of determining Basket Base Performanc», Basket Gains and 
Losses, Basket Income and Expenses. Basket Credit Balance, Basket Debit Balance and any other item 
used to calculate or affecting any of such amounts, gain, loss and any other income or expense items will 
be computed and taken into account without giving effect to any Tax that might be imposed in respect or 
by reason thereof (except to the extent that withholding taxes (including any penalties and interest 
associated with such taxes) are expressly included in Basket Income or in Basket Expenses). 

(j) Non-Confidentlalitv: Except as otherwise hereinafter set forth in this paragraph, the 
parlies hereto agree and acknowledge that ttie structure and tax aspects of the Transaction and ail 
materials provided by either party with respect to such sttucture and tax aspects are, and have always 
been, non-confidential, and are not the proprietary information of either party. Notwithstanding anything 
herein to the contrary, each party and each Affiliate thereof (and each employee, representative, or other 
agent of any of the foregoing) may disclose, and has always been entitled to disclose, to any and all 
persons, without limitation of any kind, the tax treatment and tax structure of the Transaction and all 
materials of any kind (including opinions or other tax analyses) that are provided to such party (or 
Affiliate) relatfeg to such tax treatment and tax structure (provided, however , that the names and all other 
identifying information of all entities and persons have been properly erased from such materials prior to 
the disdosure thereof unless and to the extent such information is necessary or helpful in understanding 
the tax treatment or tax staicture of the transaction). Each party otherwise agrees not to disclose any 
proprietary, non-pubtic information regarding the other party (“Confidential information') it may have 
received in connection with the Transaction, including, without timitation, that such party has entered into 
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the Transaction with the other party, and agrees that H sh^l rjrt disdose or use the name of the other 
party <or any Affiliate thereof) for markets^ or purposes not drecfly relating to the implementation of 

the Transaction hereunder. Notwithstanding the fwegoing, «th«- party may disclose any such 
Confidential information if required by iaw or required reqirested by any judidai. governmentai or other 
regulatory body, provided it gives prior witten nofice of sudt required disclosure to Bie other party. 
Confidential Information of a party shall not indude any informaUon m the public domain or information 
obtained from any third party not under 8 duty not to disdose it 

(k) Reporting . Seller represents that fw tax jwiposes. it and any Affiliate thereof will r^ort 
the Transaction, as a derivative finandal instrument, ar>d, f(x accounting, regulatory, tax and all other 
purposes, it and any Affiliate thereof will tr^t and report Effected Positions and any other assets or 
positions that may be credited to or included wahin the Baskds (oUier than in respect of Designated 
Positions) as assets and positions of which Seller te the sde legal and beneficial owner and to whidt 
Seiler Is the party, as the case may be; cyovided. that In the event of a dispute between the parties as to 
the proper characterization of the Transadkm and related assds subsequent to a Change in U.S. Tax 
Law, Seller will in good faith make its own determination of such characterization and treat and report the 
Transaction and related assets in accordance with its good faith determination. Sdler represents that for 
U.S. federal income tax purposes all paiwnents received under the Transaction vwll be treated as 
effectively connected with the conduct of a trade or tKisiness within die United States and as attributable 
to a trade or business carried on by It through a permanent establishment in the United States. (For 
purposes of this section the term “Change in U.S. Tax Law* means the (a) enactment, promulgation, 
execution or ratiftcatiwi of, or any change in w amendment to, the U.S. Internal Revenue Code of 1 986, 
as amended, or the Treasury Regulations promulgated thereunder (irKluding any proposed changes that 
are not required under such proposal to be prospective only) or (b) the announcement of the application 
or official interpretation thereof by toe United States Internal Revenue Service or the United States 
Department of the Treasury, as the context requires), or (c) any action taken by a taxing authority, or 
brought in a court of competent jurisdiction, on or after the date on the Transaction is entered into 
{regardless of whether such action is t^en or brought with respect to a party to the Agreement) (which 
includes, for the avoidance of doubt toe commencement of a tax audit of Seller {that occurs on or after 
the dale on which the Transaction is entered into) to which Seller believes, in its sole discretion, that the 
auditor will projjose that Seller treat the Transaction to a manner other than described above). 

(l) Additional Termination Events. Notwithstanding the provisions of Section 5(a)(iv) of the 
Agreement, if any of the representations made by Buyer in Part 2{b) of the Schedule to the Agreement in 
respect of this Transaction proves to have been incorrect or misleading in any material respect vtoen 
made or repeated or deemed to have been made or repeated, such incorrect or misleading 
representations shall constitute an Additional Termination Event undw Section 5(b){v) of the Agreement, 
and Buyer shall be the sole Affected Party and this Transaction shall be the sole Affected Transaction. 

If during the term of the Transaction {and solely with respect to this Transaction), as a result of 
any ©vent described In clauses (x) or (y) of Section 5(bKii) of the Agreement, (which clause (x) will 
Indude, for the avoidance of doubt, the commencement of a tax audit of Seiler), Seller makes its own 
reasonable determination, after consultation with Buy®-, that it is substantially likely that either It is under 
an obligation to withhold or remit any tax on account of, or relating to, the declaration, payment or receipt 
of any dividend on any Shares comprising from lime to time the Basket, or it will receive dividends on 
such Shares net of wthholding tax, in each case due to toe relationship between Seller and Buyer under 
this Transaction, then such determination shall constitute an Additional Termination Event under 
Section 5(b)(v) of the Agreement, and Buyer shall be the sole Affected Party and this Transaction shall be 
the sole Affected Transaction. 

(m) Transferability. The option constituting the Transaction shall not be transferable by Seller 
without the prior written consent of Buyer which consent shall not unreasonably be withheld or delayed. 
The option constituting the Transaction shall be transferable by Buyer (and any transferee of the option 
constituting the Transaction) in whole or in part at any time to another U.S. Person (other than U.S, b-usts 
under section 7701(a)(30) of the Code unless Seller in its sole discretion consents) with the written 
consent of Seiler upon written notice, which consent shall not be unreasonably withheld and shall be 
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delivered within a reasonable period of time. WHhout Iknitaiion to the foregoing, for purposes of this 
provision, it shall not be unreasonable fw Seller to witohdd cc«sent if tiie transferee (x) is not a customer 
of Seller (or a related party thereto) and is unwifling w unaWe to meet Seller’s then standards for 
customers (y) would otherwise violate Seller’s staidard qserattog [M’oeedures (for example, on account of 
know-your-customer rules or limits on ejqaosi^e to any particular customer) or (z) would, in the 
reasonaWe belief of Seller, increa^ any risk (induding, vnthout limitation, tax risk) to Seiler. Any 
purported transfer in violation of this provision shall be v<^ and ctf no ^ect. 

(n) Teimination FollovwnQ Reguiatryv Charwe. Notwitostanding anything to the contrary in 
this Confirmation, Seller may designate an Earty Tenritoation Date and terminate this Transaction upon 
not less than fifteen (15) Business Days prio" w^en r»ttoe to Buyer, in the event that in the reasonable 
opinion of Seller (supported by the written o^raon trf nationdly recognized counsel reasonably acceptable 
to Buyer); (i) any change after the Trade Date In applicable law (including, without limitation, any laws, 
treaties, ordinances, rules, regulations, rulings, toterp^etaflons and autoorizations of the United States or 
of any political subdivision, regulatory body having authority over Seller) materially and adversely affects 
Seller’s capital enlarges directly resulting from the Transa<*on and Buyer dedines (in its sole judgment) to 
make any additional paymente delermin«i by Sell«- (in its sole judgment) that would make Sdier 
indifferent to such change, or (ii) Seller’s tax position with respect to the Transaction is affected due to 
any Change in U.S. Tax Law (as defined in “Reporting" above). If Seiler elects to terminate the 
Transaction pursuant to this paragraph, the Cash Settlement Amount shall be (i) Cash Settlement 
Scenario “A" if the change in applicable law or Change in U.S. Tax Law has become effective or (ii) Cash 
Settlement Scenario "B", othervflse. 

5. Additional Representations: 

Buyer and Seller each make (and as indicaled. Buyer makes) the following additional 
representations; 

(i) it is entering into the Transaction as principal and not as agent or in any other capacity, 
fiduciary or othwwise and no other person has an interest herein. 

(ii) it has. in connection with the Transaction (a) the knowledge and sophisticatiem to 
independently appraise and understand the financial and legal terms and conditions of the Transaction 
and to assume the economic consequences and risks thereof and has, in fact, done so as a result of 
arm’s length dealir^s with the other party: (b) to the extent necessary, consulted with its own independent 
financial, legal or other advisors and has made its own investment, hedging and trading decisions in 
connection with the Transaction based upon its own Judgment and the advice of such advisors and not 
upon any view expressed by the other party; (c) not relied upon any representation (whether svritten or 
oral) of Ute other party, other than the representations expressly set forth hereunder and is not in any 
fiduciary relationship with the other party: (d) not obtained from the other party (directly or indirectly 
through any other person) any advice, counsel or assurances as to the expected or projected success, 
profitability, performance, results or benefits of the Transaction; and (e) determined to its satisfaction 
whether or not the rates, prices or amounts and other economic tenns of the Transaction and the 
Indicative quotations (if any) provided by the other party reflect those in the relevant market for similar 
transactions. 

(ill) it is not a private customer (as defined in the Rules of The Securities and Futures 
Authority). 

(iv) it undo-stands that the offer and sale of the option constituting the Transaction is 
intended to be exempt from registration under the US Securities Act of 1933, as amended (the - Securities 
Act"), by virtue of Section 4(2} thereof. In furtherance thereof, it represents and warrants that (a) it is 
experienced in investing in or otherwise entering into options and other financial instruments similar to ttie 
Transaction and has determined that the Transaction is a suitable investment for It, and (b) it is an 
instihjtion which qualifies as an ‘accredited irrvestor' or "qualified institutional buyer" as such terms are 
defined under relevant regulations promulgated under the Securities Act. 
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(v) Buyer understands and spedficaliy a(*ncwrtedges and agrees that the composition of the 
Basket as wei! as the Basket Base Perfomjance shsd! be und«- flte sole discretionary trading authority of 
investment Advisor, an investment advisa- independ«tt of Sdier. A copy of the investment Advisory 
Agreement has been previously made ava8able to, and has been reviewed by. Buyer. Buyer has 
obtained ai! the information it desires regarding the Investment Advisor, induding, for the avoidance of 
doubt, investment advisor fees. Buyer agrees and adcno\«Hedges that neither Seller nor the Designated 
Agent take any responsibility for such informatiori. Buyer has made an independent judgment of the 
experience and expertise of the investmerrt Advisw. Bu^ agrees that it shail not attempt to direct or 
influence the choice of investments in the B^ket Buyer aAnow^edges and agrees that Buyer has no 
rights under the investment Advteory Agreement arxi is not a ttilrd party beneficiary thereto. 

(vi) Buyer represents to Seiler, that Buyer has sufficient experience with derivative 
transactions cw similar securities or insfruments to make a det«minafion to enter into a T ransaction linked 
to the securities underlying or referred to in such derivative fransactions, and has the capacity and 
authority to invest directly in the securities unda1^>g (x referred to In such derivative transactions. This 
representation shall be deemed to be true and acojrale on each day that this Confirmation remains in 
force and effect. 

(vii) Buyer acknowledges that Basket Positions may exist in Itie absence of actually executed 
transactions. Buyer understands that the existence of a Basket Position does not necessarily indicate 
that an actual purchase or sate of Shares occurred, and that the Basket Base Performance and the value 
of the Cash Settlement Amount may be affected by recwds of transactions that did not actually occur. 
Buyer and Sdier agree that nothing in this Confirmation obligates the Seller to actually purchase or sell 
any of the underiying securities from w^ch a Basket Position is derived. 

(viii) Buyer has received an opinion of counsel from its own tax advisor with respect to the 
Transaction. 

(jx) Buyer and Seiler acknowledge that Buyer has no rights 'm the Basket, including rights to 
receive distributions on, the proceeds from disposition of. or information received in respect of, the 
Basket. 


(x) Buyer acknowledges that it has no voting rights in respect of any security which may be 
hdd by Seller. Buy^" and Seller acknowledge and agree that Seller will not take acxount of the interests 
of the holder of the option constituting the Transaction or any tfiird party in voting or otherwise exercising 
any of Its rights, as owner, in the Basket. 

(xi) It is the intention of the parties that the obligations of Seller in respect of the Transaction 
evidenced by this Confirmation are general recourse obligations of Seller, To the extent that, in any 
relevant proceeding or under any applicable law. Buyer should have the right to marshall, to appoint a 
receiver over, or otherwise have recourse to, the ownership or equity interest of Seller in the Basket, 
Buyer hereby waives, and agrees not to enforce, such rights provided that such waiver and agreement 
shall not reduce or limit the obligations of Seller hereunder. 

8. Governing law: This Confirmation will be governed by and construed in 

ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK APPLICABLE TO CONTRACTS ENTERED INTO AND TO 
BE PERFORMED ENTIRELY WITHIN THE STATE. 

7. The time of dealing will be confirmed by Seller upon written request. 

8. Deutsche Bank AG London is regulated by the Securities and Futures Autiiority. 
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9. Account Details; 
Payment to Party A: 


Payment to Party B: 


The Bank of NY 
ABA021-00(W)18 

Account 

Deutsche Bank 


= Redacted by the Permanent 
Subcommittee on Investigations 


To be, and as, provided by Party B. 


10. Notices and other Communications: 

Contact particulars for notices and other awnmunications (including reports) shall be delivered in 
accordance with Section 1 2 of the Agreement to the rdevai! person or persons specified in Schedule I. 
hereto. Notwithstanding anything in Section 12 of Agreement to the contrary, notices sent by e-mai! 
shall be deemed delivered when sent 


Each Party has agreed to make payments to toe other in accordance with this Confirmation. Please 
confirm that the foregoing correcUy sets fc^h the terms of our agreement by sending a return executed 
acknowledgment hereof to sucto effect to the attention of Adam Tolchinsky, Legal Division (Fax No. (212) 
797^562). 

(Signature Page Follows) 


NEWYORK\533S7 
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We are very pleased to have concluded this Transactkm with you. 
Regards, 

DEUTSCHE BANK AG LONDON 


By: 

Name: Satish Ramakrishna 
TtUe; 


By: 

Name; 

Title: Attorney-in-Fact 




DEUTSCHE BANK SECURITIES INC., 

acting K)leiy as Agent in conriection with 
this Transaction 




By: 

Name: Satish Ramakrishna 
Title: ManeginaDirector 



Title: Managing Director 


Confirmed and Acknowledged as of the date first above written; 


MOSEL EQUITIES L.P. 

By Renaissance Technologies LLC, 
Its Genera! Partner 


By:_ 

Name: 

Title: 


NEWYORX\53397 
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We ^re Yefy pleased to haye^eGnc!ude^l?iisTfi3fsactRm.B6i8J you. 
RpgarGSrr 

I^EUTSCHE BANK AG LON&ON 

By..^ 

Name:- Sattsh Bamakrishna 
T tt!e; Attorney-in-Fact 


By. 

Name: 

Turtle: Atforney^ih-Faci 


DEUTSCHE BANK SECURltfES INC.. 

acting solely as Agent in Connection with 
this Transaction 


By , , 

Name:- Satish'Ramakrishna 
Title; Managing Director 


By : 

Name; 

Tffie;;: 


Confirmed and.Acknowiedged as oTifia' datefNt above wriUeft:' 

MOSEEEQU^TIE^UP. 

■By -Ren^issang©' tpehnologies' ICG, 
its-Geaeral.Partner 
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SCHEDULE \ 

Contact Particulars for Notfees and Ottier Communications 


Contact Particulars for Party A: 


Copies of All Notices; 

Specified Contacts: 

Confirmations; 

Telephone: 

Fax No.: 

E-mail; 

Payments/Fixings; 

Telephone: 

Fax No.: 

E-mail; 


RentecNotifh:ation@lisidb.com 


Adam Tolchinsky 
(212)250-2537 
(212)797-4562 
adam .iolchinsky@db.c<wn 

Vincent Capone 
(212) 250-7221 
(212) 797-4932 
Vincent.) .capone@db.com 


Basket Base Performance; NAV Index Levete;Basket Perfomiance Reports: 
Peter Brophy 

T elephone: (21 2) 250-7626 

Fax No.; (212)797-8733 

E-mail; Peter.Brophy@db,com 


Eariy Expiration Event/Notice; 
Telephone: 

Fax No.; 

E-mail: 


Satish Ramakrishna 
(212)2504928 
(212) 797-9358 
sattsh.ramakrishna@db.com 


Contact Particulars for Party B: 

Early Expiration EvenWotice: Peter Brown 
Bob Mercer 


Telephone: 

Fax: 

Email: 


(631)444-7000 
(631) 6894495 
Petef@rentec.com 
Mercer@rentec.com 

TKems@rentec.com 

Silber@rentec.com 

Carla@(w>tec.com 

JRowen@rentec.com 


Thomas Kerns 
Mark SHber 
Carla Voipe Porter 
James Rowen 
(212) 486 -6780 
(212)758-7136 


Basket Base Performance: 


Telephone: 
Fax No.: 
Email: 


NAV Index Levels; Basket Performance Reports; 
Thcxnas Kerns 
Scott Chinsky 
(212)486-6780 
(212)486-7291 
TKerns@rentec.com 
Scott@rentec.com 
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Confirmations: 
Telephone; 
Fax No.; 
Email; 


NEWyORK\53397 


Mark Silber / Carta Voipe PtKter 
(212) 486-6780 
(212)758-7136 
Silb«@rentec.ccMii 
Carla@rentec.cxMn 


Schedule f - 2 
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SCHEDULE » 


Non-USD BENCHMARK RATE SCHEDULE 
Applicable to the specifted Non-USD Tradmg Ba^et and the Term Basket 


Country / Exchanoe on whfch 
securities trade 

Benchmark Rate 

Australia / Australian Stodt 
Exchange {ASXt 

OneJilonlh USD-LIBOR-BBA^ 

Belgium / Euronext Brussels / 
NYSE Euronext 

One^WcHith USD-LIBOR-BBA 

Canada / Toronto Stod< Exchange 
fTSE) 

One-Month USD-LIBOR-BBA 

Finland / Helsinki Stock Exchange 
(HEX) 

One-Month USD-LIBOR-BBA 

France / Euronext Paris / NYSE 
Euronext 

One-Month USD-LIBOR-BBA 

Germany / Frankfurt Stock 
Exchange 

One-Month USD-LIBOR-BBA 

Ireland / Irish Stod^ Exchange 
nsE) 

One-Month USD-LIBOR-BBA 

Italy ! Borsa Italiana 

One-Month USD-LlBOR-BBA 

Japan / Tokyo Stock Exchange 
(TSE) 

One-Month USD-LIBOR-BBA 

Mexico / Bolsa Mexicana de 
Vaiores (BMV) 

DB Internal Funding Rate 

Netherlands / Euronext 
Amsterdam/ NYXE Eurwiext 

One-Month USD-LiBOR-BBA 

Norway / Oslo Bors 

One-Monlh USD-LIBOR-BBA 

Singapore / Singapore Exchange 
(SGX) 

DB internal Funding Rate 

South Africa / Johannesburg Stock 
Exchange (JSE) 

One-Month ZAR-JiBAR-SAFEX 

Spain / Boisa de Madrid 

One-Month USD-LIBOR-BBA 

Sweden / Stockhoimsborsen AB 

One-Month USD-LiBOR-BBA 

Switzerland / Swiss Exchange 
(SWX) 

One-Month USD-LIBOR-BBA 


2 As used on this Schedule It, 'USD-LI80R-BBA* shall have the meaning specified in the 2006 ISDA 
Definitions. 
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[DATE] 

MOSEL EQUITIES L.P. 
[FULL ADDRESS! 

Attn: [ ] 

Tei; [ ] 

Fax: [ 1 


ANNEX! 

-= MacW by the Permanent 
L Snbeommitlee on Investigation, 


lEARLY EXPIRATION1 rSEI.LER TERMINATION! NOTICE 
Dear Sirs: 

The purpose of this notice is to inform the &iyer ttiat pursuant to the original terms of the Barrier Option 
Transaction (the “Subject Transaction'), ente red into betw een the Buy^ and the Seller, and identified by the 
Confirmation bearing DBSl Reference NumbermiH||(the “Confirmation'): 

[At the dose of business on [ ]. the f^V Index Level is at { J which is less than w equal to the Barrier 

NAV Index Level, This constitutes an Early Expiration Event The Subject Transaction has expirexj in 
accordance with the terms of the Confirmation.^ 

[The Seiler is electing to teiminate the Subject Transaction, under the terms of the Confirmation, in 
accordance with [DESCRIBE RELEVANT CONFIRMATION PROVISION], upon receipt of this notice.]'* 

Capitalized terms used but not defined hwein shall have the meanings set forth in the 
Confirmation. 


Very truly yours, 

DEUTSCHE BANK SECURITIES INC. 


By:_ 

Name: 

Title: 


By- 

Name: 

Title: 


3 Delete if this notice not Is not being delivered pursuant to an Early Expiration Event. 
^ Delete if this notice is being delivered pursuant to an Early Expiration Event 
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ANNEX H 


[DATE] 

DEUTSCHE BANK AG LONDON 

do Deutsche Bank Securities !nc, 

60 Wall Street 
New York, NY 10005 
Attn: Satish Ramakrishna/IKam Singh] 

Tel: (212)250-4928 

Ri >YFR TERMINATION NOTICE 

Dear Sirs: 

Reference is made to the Barrier Optton Transacilofr (ttre 'Subject Transaclior^’), entered into 
between Mosel Equities L.P. (the “Buyer") and Deutsche BankAG^ndon Branch (the ‘Setler’), and 
identtfied by the Confirmation bearing DBS! Reference Nuinber)H||HH(^^ ‘Confirmation ). 

Capitalized terms used but not define! herein shall have the meanings set forth in the 
Confirmation. 

The purpose erf this notice is to infwm the Seller that the Buyer is electing to terminate the 
Subject Transaction, under die terms of the Confirmatimi. in accordance with [DESCRIBE RELEVANT 
CONFIRMATION PROVtSiON], upon receipt of this notice. 


= Redacted by the Permanent 
Subcommittee on Investigations 


Very truly yours. 
MOSEL EQUITIES L.P. 


By: 

Name: 

Title: 


KEWYORK\S3397 
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EXCERPT 


TRANSCRIPT OF AUDIO RECORDING PRODUCED 
TO THE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

[Audio recording of 1 1/6/2008 telephone call among James Rowen, RenTec, and Satish 
Ramakrislmati, and Deepak Agrawal of Deutsche Bank, DB-PSI 00122457] 


Audio Bates 

No- 

DB-PS! 00122457 

Call Duration 

23:56 

Date of Ca!1 

November 6, 2008 


1 Time Stamp 

Transcription 


Redacted by the 

Permanent Subcommittee on Investigations 


1:00 

Mr. Rowen: So Satish we sent you; Peter was good enough to answer your questions and 
provide a draft. 

Mr. Ramakrishna; thankyou. Yeah 

Mr. Rowen: So we thought... we wanted to see if the questions were sufficient... the 
answers were sufficient to your questions. 

Mr. Ramakrishna; Yeah 1 think... Here is the thing, so 1 agree with you that predicting the 
evolution of the market or its participants [inaudible] and ! want a sense of what kind of 
portfolio controls do you use? 1 am sure this is your biggest risk. 

1:30 

Mr. Ramakrishna: It's not so much, your algorithm seems to work through a lot of very, 
very strenuous times, apart from August, in my experience, at least, from watching it 
nearly every day from the last one and a half years apart from the... the turmoil in August 
last year you seemed to have, you know, sort of pretty much managed, uh, the leverage 
down in a wav that ties into where the volatility is in the market as well as liquidity. 

2:00 

Mr. Ramakrishna: So that's fine, 1 just want to understand what kind of portfolio controls 
you have that deal with extraneous things apart from, you know, things that are different 
from looking at the volatilitv. The fact that a broker went out of business doesn't 
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necessarily change... it might change maricet spreads in some period of time... doesn't 
necessarily change market volatility. Tliough of course the last time that did effect market 
volatility a lot, but doesn't necessarily have to. Or a broker that backs off from committing 
capital... 

2:30 

Mr. Ramakrishna: ...in trades doesn't necessarily change either. 

Mr. Brown: Yeah, so, uh, 1 think your question, uh... is, 1 am going to try the Jim Rowen 
style of repeating the question to make sure 1 understand it properly. Uh... 1 think your 
question is, uh, how would we react, uh, when some extraordinary things happen that 
can't be so easily measured... 

3:00 

Mr. Brown: ...in market statistics. Is that accurate? 

Mr. Ramakrishna: Absolutely. Yeah. 

Mr. Brown: Yeah. Well the answer there Is that uh... we have a risk control department 
and, uh, we also have a senior management all of whom are quite tuned in to the... to 
what's going on in a qualitative sense, uh, in the market. Jim Rowen here is a perfect 
example. He spends a good fraction of his day... 

3:30 

Mr. Brown: ...calling around to various counterparties, some of whom we have 
relationships with and, some of whom we don't, and getting a sense of what's going on in 
the market. We then take that into account and it adjusts the level at which we run. So for 
example now Is a perfect example, uh, October, I think 1 can say this because it's going to 
be in a letter which 1 am just writing, 

4:00 

Mr. Brown: October was a record month for us. And we have done very well so far this 
month. It seems like an extremely... our models are functioning very well in this 
environment. Nonetheless, we are running at reduced levels and the reason we are 
running at reduced levels Is precisely the reasons that you bring up. There's stilt uh... it's 
not clear... we're still in unchartered territory here. Uh,... 

4:30 

Mr. Brown; ...we don't know exactly, there is government intervention going on. This is 
new. The models don't see the government intervention but we do, and we are nervous 
that something could happen as a result. Right now the model would like to have very 
large portfolios, but we are running at reduced levels simply because of those qualitative, 
uh, extraordinary, uh, items that you are talking about. So we've actually intervened and 
we do that from time to time... 

5:00 

Mr. Brown: ...when things like this happen. 

Mr. Ramakrishna: Ok. Ok. Uh, that's fine, 1 mean that's, 1 can see that myself and you 
know 1 think that's also been the reason why you haven't suffered, you have actually 
haven't suffered some of the drawdowns that some others have had. At about and on the 
worst days when your portfolio lost money. It lost far less than others did. 

Peter : Overall 1 believe we have not had a losing month in over five years. 
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EXCERPT 


TRANSCRIPT OF AUDIO RECORDING PRODUCED 
TO THE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

[Audio recording of 12/1/2008 telephone call among Satish Ramakrishna, Deutsche Bank, and 
Jonathan Mayers, and Thomas Kerns of RenTec, DB-PSI 00122467.] 


Bates No, 

DB-PS! 00122467 

Call Duration 

8:04 

Date of Call 

December 1, 2008 


Time Stamp 

Transcription 


Redacted by the 

Permanent Subcommittee on Investigations 



Mr* Ramakrishna: Second one is that...now the second one is one which Tm sure you 
going to have to discuss It with Peter because it's a little more problematic. 

5:00 

Mr. Ramakrishna: This is the one which is certainiy more concerning, in that, there's an 
option that is started out, and you have now 1 understand that for various reasons, you're, 
uh, that pertains to your legal advice, you need to make sure that the leverage is 18 when 
you are starting up. 

Mr. Mayers: Correct, correct. 

Mr. Ramakrishna: That's fine. Then 1 think what Tm going to ask for that Instead of the 

25% reduction, for an Asset NAV of 97, ok, we get to a leverage ... 
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INVESTMENT ADVISORY AGREEMENT 


AGREEMENT dated as of March 14, 2002 betaken Deutsche Bank AG, London Branch (the 
and Renaissance Technologies C<^. ** Advisor"). 

in ccMisideration of the premises and mutual prcvnises hereinafter set forth, O^e parties hereto 
agree as Wiowre; 

1. Appointment of the Advisor. 

(a) Cfent hereby appoints the Advisor as the exclusiva manager of a separately managed 
account contamiig a designated portion of the CBent’s proprietary portfolio (tiie “Ax>ounf \ i^on ttie terms 
her^nafter contained and in accordance Qienfs investment guidelines and restrictions until its 
appoinbnent shall be terminated as her^nafter provkied and the Acf^dsor hereby ^x^epts sudt 
a^^K^tment and agrees to assume Oie c^igations and duties set forOt herein. Clienfs Investment 
GuideBnes and Restrictions are as set forUi on Appendix 1 hereto, as may be subsequentiy ^miended frcxn 
time to time by witt^ agrewjent between Cli^t and the Advisor (the “Investment GiMeSns^ . in»e 
Account shall be composed of two subaccounts, corresportding to (I) a Designated Trading 
Strategy Subaccount and (li) a Benchmark Subaccount 

(b) The fees artd ccHnpensation of tiie Achnsor for the perfomiarK» of its duties under tfiis 
Agreement ( “AcMsor Fees ^ are as set forth In the Fee Letter entered into betwe^ Adwsor auid Client 
attached hereto as App^xiix ii. The terms and provisions of such Fee Letter are hcorporated herein by 
reference. 

2. Functions. Powers. Duties and Obltoations the Advisor. 

During the continuance of its appdntment the AcMsor shall, subject to compliafK^ witii the 
InN^tment Guidelines, have full power, authority and right to; 

a) supervise and direct the investment and reinvestment of the cash and equity 

securities in the Account and engage in such transactions on behaif of the Clienfs Account as 
ap(»'(}priate, in Advisor's discretion and without prior ccmsuBalion with the Client, subject only to ttie terms 
of this Agreement, in any and all forms of securities or other property as permitted in the Cliffs 
investment Guidelines and Restrictions; provided, however, that at any time the Client may reject the 
purc^nase sale of certain securities directed for invostincmt to tine Ac^unt by the Advisor prior to the 
actual execution thereof, but all transactions so directed to the Account by the Advisor (whether or not 
actu£Uly executed) shall be referred to as the TIestgnated Positions*. The prices of the securities not 
actual^ executed wilt be within market parameters. If apf^icable. based on the time of execution. 

b} hold temporary cash balances In the Account or invest such temporary cash baizes kt 
mcxtey market funds or ccxnparabie short-term investments as specificaliy directed by the Client. Mtit 
interest thereon credited to the Account; 

c) prepare or procure the preparation of reports on the Account's Investment performance 
and such other matters, as further provided herein; 

d) select and place orders with brokers and deaiera to execute Account transactions (and as 
further provided her«n); and 

e) provide such other services in connection with the management of the Account by mutual 
consent of the Client and tiie Advisor. 

'Rie Advisor shall keep or cause to be kept on behalf of the Clienfs Account such books, records, 
statem^ts wd accounts as may be necessary to evidence a complete record of all transactions 
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OLft by tiie Advisor on behaif ot the AccoxxA; snd sh^ tfie Client and its ^pioyees agents to 
inspect such books, records and statements at ail rdason£U>te &mes. 

In exercising rights and carrying out Its duO^ h^eunder the Advisor is auatorired to act for the 
AccxHjnt and ext the Clienfs behaif either itseH w in part ttvough its authorized agents ^ it shaJI 
d^eirnlne; pmvkied. however, that the appoinhaait ot any ag«it shaH not relievo the Adwsor of its 
responsftiiiities or natalities hereunder. 

The Ach^or Is auUiorized but shaH rK>t be required, to vote, tender or ccxrvert any securities in toe 
/tocount; to execute wi^vers, rxinsents, and otoer insbumenls wito regard to such securities; to widorse, 
transfer or deliver such securittes or to cor^ent to any class aetkm, plan of reorganizatkm, merger, 
combinabon, consolidation, liquidaticn or snnilar plan with reference to such securities. 

The authorities herein contained are continuir^ <xies atto shall remain in full force and effect until 
revoked by terminatkm of this Agre«n^l as hereinafter provided, but such revocation sh^l not affect any 
HaMity in any way resulting from transactions initiated prior to such revocation. 

Notwithstanding anything to the contraty contained herein, with respect to toe Benchmark 
SubaaxHmt, the Share conv>osHlon and Notional Amount of such sutjxxsount-and adjustmmts from time 
to time to fiime theraio-shali only tie effected by mutual consent of the Cfient and the Advisor. 

3. Trade Pttx;ess Procedures. 

a) Daily Trade BIoUct Fite. No later than at the close of busteess (l.e., 5:00 p.m. New York 
Tkne) cm eacto ‘‘Excfwrge Business Day* (as defir>ed in the 1996 ISOA Eqttity i^rivath^ Definitkxis and 
wnto resf^t to toe primary Exchange{s) on which the eqiaty securities in the Account bade), the Adwsor 
shati deli\rer via facsimile or electronic transmisskm to toe relevant Client Contact a Trade Blotter File 
setting forth for each tr«\sactiwt effected by the Advisee for the Account on such Exchange Business Day 
toe follov^ng: 

(i) the Ticker (or other security identifier); 

(ii) toe quantity and transaction price (gross basis): 

(«i) convnission or any other trensaction fee, if available; 

(Iv) the name of the third party executing brok«' (if any); and 

(v) transaction type (buy, sell, short, cover, ete.). 

Ihe Trade Blotter Fite shall be delivered to the Oient In mutually agreed formaVmedium. 

b) Short Sales. Prior to effecting any short sates in any security for toe Account, the Advisor 
shall obtain from toe authorized designee of the Client short sate borrowing capability, it being understood 
and agreed that securities borrowing transactions to cover short sales shall be toe responsibtTrty of the 
Qfi&nt Advisor shall effect all short sates and alt other securities sates for toe Client's /tocoitot in full 
compliance with all applicsbie short sate rules utder Federal securities law and regulations and the rules 
of toe relevant securities exchange. 

c) Thffd Party Brokers. The Advisor shall execute trades in or for the Acoount only with 
toose brokers fdentifted on ApperyJtx III hereto. Appendix III may, from time to time, be amended by 
mutual agreement of the parties hereto, such agreement not to be unreason^jty v^heW. 
Notwitostanding any provision regarding the Advisor’s OJthority hereunder to act on behalf of the Client, 
any ckxrumentatiCKi required in connection vrith establishing such brokerage account shaH be reviewed and 
approved by the Cli^t prior to executicxi, such apfMoval not be unreasonably withheld. 
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d) Eouitv Position Umitatfons. The specHIcaify agrees and acknowledges that {{) 

U.S. and foreign securities and bankuig laws to Cileni may limit from time to time the trading 

decisions of Advisor in respect of the Account; (H) sper^caHy (by way of example) pursuant to applicable 
U.S. baiWng laws and regulations toe Client te sul^eet to g^era! limitatkxis on hiding a class of to© 
outst^KUng vottog equity securities (‘Voting or any class of equity securities voting and non- 

vottog of any U.S. company (Voting/Non-Voting Equities”). (ill) iitder relevant U.S. and foreign 
baking and securities laws, generally any eqt^ pos^on a particular issuer held in the Accomt will be 
aggregated wito eqiaty posHions of such Issuer held In other proprietary a{»ount(s) of the Client for 
{Xjcposes of deterniining compliance with such banktog laws. 

e) Reowlatofv compliance . The Adxrisor specific^ly ^rees and actotowlei^s that R may. 
from time to time, be necessary or advisable, in order to m^nte^ ccmiptiance writo U.S. or non-U.S. 
applicable law or malnt^n comiitiiance with this Agreement, to Rquidate certan positions in the AcccKint, or 
take otoer remedial actions. The Advisor agrees to comply promptly wito any Client directicxis on this 
regard, subject to 8(c) betow. 

4. Services of the Adviser Not Exclusive. 

The services of toe Ad\risor to the Client h^eunder are not to be deemed exclisive atKl the 
Advisor shall be free to render simRar ser^rices to others emd to retain for its use and benefR all fees 
ex' other moneys pay^le thereby and toe Advisor ^taO not be deemed to be affected writh notice of or to 
be under any duty to disclose to toe Client any fact or totog which comes to the notice of ttto Advisor w 
any ^ployee (x* agent of the Advisex in the coi^e of toe Advisor rendering similar services to others or in 
toe course of Rs business in any otoer capacity or in any marxier whatsoever otherwise than in the course 
of carr^g out its duties hereunder. Nothing in this freemen! shall limR or restiict toe right of any 
directors, officers or employees of the Advisor to engage in any other business or to devote his time and 
attentiem in part to the management or other aspects of any other business, whether of a similar or 
dissimilar nature. The Advrisor may aggregate purchases or sales of securtties for the Mcount vato 
purchases or sales of the same securities by other clients of the Advisor, provided that Ad^scH* first 
etisek^es to. and obtains afi^val of, Client regaitSng Advisor’s allocation procedures. The Advisor 
a^ees tiiat in the event that purchases or sales of securities for the Account shall coincide with purchases 
or sales of toe same securities by other clients of toe Advisor, the Advisor will make such allocation in a 
manner believed by the Advisor to be equitable to each ciiwt. 

Instructions to execute securities toansactions may be placed by the Advisor with tHX>kers, dealers 
and banks who sutH>ty research to the AcMsor and such research may be used by the Advisor to advising 
other clients of toe Adwsor. 

5. Indemnification. 


Each party hereto (as applicable, the ‘'Indemrtif^ng Part/’) agrees to Indemnify, defend and hold 
harmless toe other party (the ‘IrKfemnlfied Party”) and its officers, directors, shareholders, employees, 
aftifiates and agents from and against all demands, ct^ms. liabilities, damages, expenses (including le^ 
fees and disbursements) and losses (colfectiv^. ”Clafans*) resulting directly from any misconduct or 
failure to act by the Indemnifying Party that resists in any material breach by toe Indemnif^g Party of any 
of toe representations, warranties or agreements ^ the Indemnifying Party contained in this Agreem^t 
and the Appen<tices annexed hereto. 


6 . 


The Advisor shall be permitted to effect transaetktos between toe Client’s Account aid any other 
account for which too Advisor acts as investment advisor. In connection with such transactions, the 
Advisor may act as broker for, receive commteskms from, and have a potentially conflicting dMston of 
loyalties and re^nsibilRies regarding, both parties to sucto transactions. The foregoing permission may 
be revoked at any time by written notice from toe Client to toe Advisor. 
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7. Assignment. 

This Agreement may not be assigned withwjt Sie priw written consent of the non-assigning party. 
Neitiier party shaU unreasonably withhold ctment to proposed assignment of this Agmement by toe 
other party to any of its atfdiates. tn toe e\^nt that a party wishes to assign this Agreement that party must 
provide to the nc»vassigning party such docum^ts as toe non-assignir^ party may reasonably request to 
connection the assignment and ^aii allow a reasonable time during toe non-assigntog party 
may rewew any such dooiments. 

8. Termination. 

a) The management services provided lor hereto shall continue in full fence and effect until 
terminated by one of the parties hereto. 

b) This Agreement may be termtoated either party upon ten (10) Exchange Business 
Days’ notice to the other p£uty, subject to the r^atoing proNrislons of this Section 8. 

c) In the event the Client notifies Advisor in writing either that (i) toe securities and other 
investments wtoich make up the Account, Advisor's management activities, or any Account transaction Is 
reasonably determined by the Client, in good faith, to be In violation of toe Investinent Giideitoes (an 
Investmmi Guideline Wofatfoo *?. or (II) the Client has reasonably determir^ to good fatih ti^t it is 
f>ecessary or advisable to liquidate certain positions in the .^count, or take otii^ remedial actirxts, to 
order to maintain compliance wito applicatMe law or to matotaln compliance with this Agre^ent (a 
"CompfiaTca VhlatkMf ). toe Advisor shall (to ti>o event of an Investment Guideline Eolation) cause toe 
ctHidtions constihiting such Investment Qukieiinds Vioiation to cease to exist, and (to toe e\^t of a 
CcMnpltorK^e Violation) effect either the liquidation of the positions to which the Comi^iance Violatkx^ 
relates, or take such other remectial action as the Ciimt may direct. In connection any sucto 
Ccxnpli^e Vioiation or Investment Guidelines Vioiation. Advisor shall take such remedial st^ vinth'm 
such time periods as Climt shall direct in Hs written Violation” notice to Advisor, and Cii^t agrees that it 
shall act in a commercially reasonable manner, consistent tt>e specific circumstances, in setting suny 
such remedia! action and remedial time periods to conneetkm wnlh any such Violations. 

if tite conditions cemstituting such Investment Guideline Violation or Compliance vic^tion conttoue 
to exist after toe time for remedial action by Advisor, the Client shall be entitled upon written notice to the 
Advisor to Immediately assume management of the Account, v^ereupon this Agreement shall be 
terminated. 

d) Upon toe occurrence of an "Early Termination Evenf, as defined in the Conftonatkxr 
related to that certain American-style option transaction between toe Client (as option writer) and 
Franconia Equities Ltd. (as cation buyer), dated as of March 14, 2002, (DBAS Ref. No. 1244131) (the 
"{^iklon Transaction”) the Client shall be entitled to immediately assume management of toe Account, 
whereupon this Agreement shall be Immediately terminated. In connection therewith, Client shall 
commence an orderly liquidation smd reduction to USD cash of the assets in the Account (the ‘Account 
Liquidation") over a four consecutive Exchange Business Day period, commencing on toe Eariy 
Terminaiion Date (or OH the immedlateiy following Exchange Business Day as determtoed by the Client). 
Sixto orderly liquidation shall be effected In an "equal dollar weighted* manner In appro)dmatety equal 
proportions (i.e., ap^oximately 25% of the Account per &atoange Business Day) over such perM, with 
toe Client giving due regard to effecting proportionate r^fuctions of any "long” positions and corresponeSng 
‘^hofT positions In the event of timely receipt by the CBml from the option buyer of the Buyer Termination 
Notice (as defined to the Confirmation related to the Caption Transaction), the Account Uqukiation shaB 
occur cm the Eariy Termination Date (or toe immedlateiy following Exchange Business Day as determined 
by toe Client). 

For toe purpose of determining the Cash Setttwnent Amount (as defined in toe Confirmatkm 
related to toe Optkxi Transaction), securities included in both the Benchmark Subaccount and in the 
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S^i'Rxed Basket (as defined in the Confirmation i^ted to the Option Transaction) wii! be priced 
consistency. 

e) For ttie purpose of this Section 8 ’rf noCcs is beir^ deihrered wttti respect to a Compaahce 

Vk^tion <K investm^t Guideline VTioiaCt^i, such notice shall be delivered to the relevant person(s) 
specified in tiie Notices information below and shall spedfy the investment positkms and/or other 
circumstances respect to w^ich ttie Comfriiance Violation relates, and (ii) m all everts, notice shaB be 
deemed to be received on the Exch^ge Business Day that it is received by the Advisor If such notice has 
been received by 10:00 A.M. on suc^ Exchange Business Day. If notice is receive after 10:00A.M. on an 
Exch^^ge Business Day it shall be deemed to have been received on the following Exchange Business 
Day. ‘ ^ 

f) Unless previously terminated pisauant to the provisions of this Section 8. this Agreemmt 
shall terminate on toe “Cash Sataamant Paym^ Data’ following option exercise by the bu^ 
imder the C^tkm Tiwisaction or oOier earlier termination of the Cation Transaction (other that by reason 
of &n Early Termkration Ev^t as referer>ced in subsection (d), above), in connecticxr vnth any such 
Option Transactitm exercise (or early cation termtrtatkm). Advisor shall comm^ice an orderly liquidation 
and reduction to USD cash of toe assets in toe ^count over a four «>nsecutive Exchange Business 
Day period, commencing on the date set fc^h in Client's related written notice (’■Account Uqi^hon 
Periocf). Such orderly liquidation shall be effected to *^ual dollar weightecP mtomer to aw>ro>dmately 
equal proportions (i.e.. a^roximateiy 25% of the Account per Exchange Busings Day) over toe Account 
Liquidatirm Period, with toe Ach^or giving due regard to effecting proportionate reductions of aiy ‘long’ 
positions and correspcmding “shorT positions. 

g) Unless pre\tiously terminated pursuant to the provisions of this Section 8. this Agreement 
shall terminate on toe final scheduled Cash Settlement Payment Date under the Option Transaction, sixto 
date to occur on or about March 14, 20(^, with the exact date to be specified by Client written rtoUce to 
toe Advisor. 

h) Upon termination of this Agreement the Client shall resume contrd of the Acrtount, 
without further iiabiity or responsibility upon toe Advisor therefor. 

9. Confidenlialitv. 

Neither of toe parties hereto shall (except under compulsion of any applicable law or regulation 
made toereunder or as required by the regulatory authorities of any jurisdiction in which transactions on 
behalf of the Account are effected or regulated-hereafter, “Ragulatory Mandated Disdosura’) either 
before or after the termination of this Agreement disctoss to any person not authorized by the reievarti 
party to receive the same any confidential information relating to such party or to the affairs of such party 
of ^ich party disclosing the same shall have become possessed durir^ the period of this Agrewnent 
and party shall use all reasonable efforts to prevent any such disclosure as aforesaid. Without to any way 
limiting the gerrerality of the foregoing, before acting upon a request for any Regulatory Mandated 
Disclosure, a party shall (1) immedlatefy notify toe other party ot the existence, twms and circumstances 
surroundtog such request; (ii) consuit with such party on tite advisability of taking legally as^lable steps to 
resist or narrow such request: and (III) if such Reguiat<My Mandated Dlscibsure Is required, exercise such 
party's best efforts to obtain reasonable assurance that confidential treatment will be afforded. 

The term "confidential information* shall tociude (without limitation) toe existence of , and contents 
of, toe Trade Restrictions List (referenced on Appencfix t hereto) delivered by Client to Advisor from time 
to time. The Advisor acknovdedges its obligations under applicable law, including federal arto state laws, 
itot to disclose, or otherwise effect trades based on, mateiial ncm-public Information. W^ut limiting the 
responsibilities and agreements of the Advisor under this Section 9. toe Advisor specifically agrees with 
Client toat it shall not utilize, directly or totfirecUy, any Trade Restrictions List as basis for trading or 
otoerwise investing In (either through toe Acccxint or by means of any other independent tradtog or 
ato^sory activities of the Advisor) any securities included on sixto Trade Restnct>or>s List. 
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Hie Client further specificaiiy agrees that, rther »ian by reascm oi Regulatory Mandated 
Disclosure, (i) except the prior written consort erf the Advisor It shall rxrf disclose to any tttird par^ tt\e 
tenns of the Advisw-directed heading strategies the nature aid content of the ^»5unt and the 

Subaccounts) contemplated under this Agreom^t (as evidenced by tiie annexed investment GuldeHnes 
related Transactkxi Reports); and It shall not s^abfish or engage in any form of frading strategy or 
strategies, fw Its ovwi {or any affiliate’s) account~or ior the account of any third party-which by irirUie of 
Ctenfs krtowfedge of Advisor's tracing strategies pro\rided (dr in this Agreement coi^ be deemed to 
materially replicate ^y aspect of such Advisor trading strategy. 

10. Risk Reducing Trades 

■ .* 

Advisor agrees that other than in ctxinection with the actuai ocxxjirence of an Eaily Termmation 
Event (as (Mermined i:^ CBent), if Client noti^ Advisor that In connechon wiUi Clienfs deihrary of an 
Early Expiration Notk« to the option buyer under the Option Transaction, such option Ixtyer has eith^ (i) 
not detivered to Client a Buyer Teiminatirx) Notice, wtthtn the time period required under the Op^on 
Transactiwi, or O') Client has provided ttie Advisor with verbal w wrttten instnjction to early temiinate ttie 
Option Transaction, then the Advisor shall, consistent wtih the annexed Investment Guidelines and 
Restrictions, thereafter strictly limit its trading Mtivlties for tiie Accoixrf to risk reducing trades h a manner 
tiiat (xeserves or increases ^ dollar neuiratity, vrith the overall objective of pr^erving. at a minimum, the 
then current mark-to-market value of AccotmL Such Msk reducing” trading strategy shall r^ain In 
effect for the remaining teim of this Agreement, unless and until Ciient, by subsequ^t written notice to the 
Advisor, instructs Ad\risor to reccxnmence ‘normar trading aKriivtties under this Agreement. 

11. Miscellaneous. 

a) No failure cm the part of eltiier paiV to exercise, and no delay on its part in exercising, any 
right or remedy under this Agroement wiB operate as a waiver thereof nor well any single or partial exercise 
<rf ^y ri^t or remedy {x-eclude any other or further exercise thereof or the exertrise of any other ri^t or 
reme^. ITie rights arid readies provided in this Agre^ent are cumulative and not exclusive of any 
r^hte or remedies provided by law. 

b) TNs Agre^ent may only be amended by toe written agreement of the parties hereto. 

c) The illegality, invalidity or unenftMoeatrflity of any provision of this Agreement under toe 
law of any jurisdiction shaii not effect its' legality, validity or enforceability under the law of any other 
jurisdetion ncH* the legality, validity or enforce^iiity of any other proviskxi. 

d) Unless otoerwtee speetTted, any ncrflce given hereunder shaH be in \witing and shall be 
served by hand (or courier service} at, or by being sent by facsimile or other electronic transmission to toe 
<rffice of toe addressee identified herein or in toe relevant schedule hereto or sudi other address as to 
which either party shall have given written notice to toe other party hereto. Any such notice shall be 
deemed duly served at the time of delivery, as e>ridenced by a delivery recent (if delivered hand <rf by 
courier service), or at the time of receipt (If served by facsimile transmission or other transmission). The 
AcMsor may rely and shall be protected In acting upon any written instruction or commisiication belteved 
by H to be genuine and to have been si^ed by the ix-oper ^rty or parties. ' 

e) The Advisor will forward to the Ciient a Bst ^ names and specimen signatures of peraons 
authorized to act on behalf of toe Account. The Client will forward from time to time a list of names and 
specimen signatures of persons authorized to act on b^ialf of toe Client. The Advisor and/or toe dient, 
as ap^icable, vrill provide to toe other party a revised list of names and specimen signatures of perstms 
authorized to act on behalf of the Account or Ciimt whenever such authorized persons rtoange. 

0 Notwithstanding anything to the contrary contained in this Agreement, the Client agrees 
that any amounts owed or liabilities tocurred by toe Actiri^ in respect of any transactions contemplated by 
tols Agreem^t, will be satisfied solely from the Advisor’s assets. Without limfting the generality of toe 
foregoing, in no event shall this Agreement give the Client recourse, vtoether by setoff or othefwis%^yttt|i^ .. 
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respect to any such amounts owed or tiabillUes incurred, to (x against any assets of any person or entity 
other than the Advisor. 

g) Notwithstandingany^ingtottiecontrarycontainedinthis Agreement, absent any material 

breach of the terms of this Agreement, the Advisor wtl not be liable to the Client for any losses, damages, 
costs, expenses, or other liabilities aris^g h ccxinecfion wi&t tttetr activities arxi services hereunder. 

12. R^resentations and Warranties 

Each of the patties (or the specified parfy, as the case may be,) represents, warrant, and agrees 
wiUt the other party that; 

(a) it is' duly organized, validly existirrg and in good standing utder the ta\^ of Ks jurisdiction of 
incorporation and has all requisite power amf authority to own its property, to conduct Its business as 
currently conducted £U)d to execute and deliver, and to f^orm its (ligations under, tills Agreement. 

(b) This Agreement has been duty autitorized, executed and delivered by it and (xx^stitutes a 
iegai, valid and binding obtigatim of such party, enforceaUe against such party in accordance with its 
terms. 


(c) No pemiits, licenses, frsuichises, af^rrovals, autiiorizations, qu^ifications consent of, or 
registrations or filings with, governmental autiiorities are required In connection wftit the execution or 
delivery by such party of, or the performance by such piu^ of its obiigations under, this Agreement, except 
for su^ as ha\« been obtained and are m fiA force effect 

(d) The execution and delivery of, ar>d the performance by such party of its obNgations under, ti)is 
Agreement do not and will not result in a breach or constitute a violation of, conflict with, ex' constitute a 
default under, the certificate of incorporation or bylaws of such party or any agreemmt or Ir^ti^ent to 
which it Is a party or by which It or any of Its property is bound, \^ich breach, wdation, conflict or default 
could have a materially adverse effect on its abHity to p^orm its obligations under this Agreement. 

(e) No actions, proceedings or claims are pendirig or, to the knowledge of such party, threatened 
against such party or any o! its pre^rty that could affect the validity or enforceability of ^is Agreem^t or 
that could have a materially adverse effect on the abUtty of such party to perform its obligations under this 
^reement. 


13. Govemino Law. 

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH 
THE LAWS OF THE STATE OF NEW YORK WITHOUT REGARD TO THE CHOICE OF UW 
DOCTRINE. 
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JN WITNESS WHEREOF This Agreement iva& been entered fcito the day and year first above 

written. 


DEUTSCHE BANK AG LONDON RENAISSANCE TECHNOLOGIES 



Name:‘‘Tarana 
TUIe: Attomoy-fri-Fact 


Notices: 

AS noHce ^formation for the relevant party must be sent In accordance wrtth the Inf onnation set fcnth bdow 
oSierwtse instructed by such party: 

Deuteche Bank AG, London Branch Renaissance Technolr^ies Corp. 

c/o Deutsche Bank Securities Inc. 800 Third Avenue 

31 West 52“* Street New Yoric, NY 10022 

New York, NY 10019 


Attn: 

Thomas E. Kerns 

Attn: 

Mark Silber 

Tel: 

(212} 469*4928 


Carta Votpe Porter 

Fax: 

(212) 469-4994 


Bruce Yabton 



Tel: 

(212) 486-5780 



Fax: 

(212) 768-7136 



Attn: 

Peter Brown 

Bob Mercer 



Tei: 

(631) 444-7000 



Fax: 

(631) 689-4495 



Attn: 

Mike O’Rourke 
Scott Chinsky 



Tel: 

(212) 486-6780 



Fax: 

(212) 486-7291 
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APPENDIX i 


A. Designated Trading Strategy Sttbac«Hint: Investment GutdcBnes 


1. This Si^account shall be composed of the foflowing- types erf equity securfties only; Equity 
securities traded on recognized U.S. semWes exchanges, NASDAQ and U.S. index Futiires. 

2. (a) General strategy; Long / Shwl Stali^ical Arbitrage: and 

(b) Index Futures are only to be traded wrfien, and if. there ensts a dollar tinbat^ice between 
the long market vdue and the maricet value, and then only to tiie ext^t that toe 

resulting long or short position to todex futures reduces tots imbalance. Furti^r, aK Index 
Futures trading must Im executed by toe Deutsche Bank AG, New Yoric, Equity Finance 
trading desk. 

3. The “Total Grass Notional” shall maai the sum of (a) toe absolute value of toe Trading Basket 
Long Positions (the “GrcKS Long Nottonar) and (b> the absoiiii© value of the Tracfing Basket 
Actual Short Ftosttkxis and toe Trading Ba^et Synthetic Short Positiems (together, too "Gross 
Sh(xt NoticKial”). 

4. ‘*Caf^tal Ate^tecT shall mean toe sum of (a) “Wpha* muttiplled by toe Total Gross NoticHial and 
(b) ‘Beta” multiplied by the absolute value of toe result of (Q the Gross Long Notional minus (ii) tiie 
Gross a^ort Notiwtal 

vtoere: 

"A/pha" shall mean 5.26316%: and 
"Seta'’sha!l mean 19.73684%. 

Provided, however, that toe Capital Needed shsrf! always be less than or equ^ to toe Coital 
Avaliabie (as defined below). 

5. 'Cap^/Avaf/ab/a' shall mean the sum of (i) the totoi Premium and (ii) the Barrier NAV Ameimt 
(ea^ as defined in the Option Transaction). 

6. ‘Max/mum Gross A/of/onar shall mean toe lesser of (1) USD 6,000,000,000 arto (li) 16 times the 
Capital Available, as may be adjusted from ttine to time by mutual consent of the Client and the 
Ad^or. 

7. “Current Barr/er* shall mean, Initially. USD 270,000,000 (the ‘Barrier”), and thereafter, an amount 
equal to the product of (a) toe Barrier NAV Index Level minus the Expiration Price times (b) the 
Notional Amount divided 100 (eatto as defined in toe Option Trainsaction). 

8. ‘Maximum Security Pos/t/on''shatl mean toe teaser of: 

a) 40% of the Current Barrier, as may be adjusted from time to time by mutu^ consent 
Of toe Client and the Advisor; 

b) 3% of an issuer’s total outstandtog shares (and 2% in the case of ADR’s, GDR’s or 
similar of UK. issuers): and 
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c) the greater of ([) three (3) times &ie <^Ty trading volume as measured over the ten 

E)«tf>ange Business Days’ fraiHng tmiume in aH ttte related securities of any Issuer and (ii) 5% 
of Capital Available. 

If fte Maximum Security Position fe greater than or equal to 50% of the Current Barriw, ftie 
CaScuiation Agent (as defined in tfie Optkm Transaction), in good faith »xi in a commercially 
reasatabie manner, shall haw the but the obligation, to require the Advisor to reduce 
ttie Maximum Securfty Position to less ttan S0% of the Current Barrier In a commercially 
reasonable m^ner. 

9. • When the Tefal Gross Notional Is: O') greater than USD 300.000.000.00. the total ruimber of 

Issuers in ttiis Subaccount shall not be i^s than 50 for the “tong” side and 50 for tfia “shorf side 
and (ii) greater than USD 800,000,000.00, the total number of Issuers in tttis Subaccount shall not 
be less than 1 00 for the *1ong” side and 1 00 for the “short" side 

10. “kkodmum Dollar Value per fnefusby” shall mean, with respect to each inck^tiy gnx^ to whic^ 
tire rdevant securities are allocated (as defined by Barra £3). the ^solute value of the cWfer^KS 
betvwen the tong share values and the short share values for ea<^ security allocated to sudr 
industry group; provided, however, that the Maximum Oollar Value per Indusi^ sh^l not exceed 
1 00% of the CufTOTt Barrier. 

1 1 . "Maximum Dollar Value per Sector" shaJl mean, with respect to eerch se<^ group to whtdr tire 
relevant securities are allocated (as defined by Barra E3), the absolute value of tire (Meiwtce 
between tire tong share values and the short share values fc^ each seciA% allocated to sm^ 
sector group; provided, however, that the Ma^dmum Dollar Value per Sector shall not exceed 
125% of the Current Barrier. 


B. BenrAmafk Subaccount: investment Guidelines 

1 . Hits Suba^unt will be comprised of Long US Equity Securities-i.e., no Short side posittons shgdl 
be permitted to be established Nr this Subaccount- and shall be composed of the following types 
of equities only: 

Equity securities traded on recognized U.S. securities exchanges, NASDAQ and U.S. Index 
Futures. 

NotwiVtstandlng anything to the contrary contained In this Agreement or these Investment 
Guidelines, any Share transactions In, or any other AdvIsor-InlUated change In the cmnposlUon of, 
this Subaccount shall only be effected by mutual nmsent of the Client and the Advisor. 

2. The Notional Amount for this Subaccount (only Long Equity positions permitted) shati not exceed 
USD 6,000,000.000, as may be adjusted from time to tNne by mutuai consent of the Client artd the 
Advisor. 

3. The total assets within this Subaccount in a particular issuer shall not exceed 50% ol the Current 
Barrier. 

4. The anticipated average of each securities ponton shall not exceed three (3) times toe daily 
tracing wlume as measured over the ten Exchange Business Days’ tralQng volume. 
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C. Additional Trading Restricttens tooicdale to the Trading Basket 


1 . Restricted Ust - As providad by Deutsche Cranj^lance Department 


Restriction 

t^vel Category 

T. Full ResMctitm 


Offering 


Affiliate Related 


Permissible Activities 

As quiddy as practicable (but no later than the dose of 
buskiess on the second day after a security initially 
appears on the Trade Restricted List), Advisor is 
permitted, upon notice to the Client Servhe 
Representative, to eliminate expost/ze to ftie issuer of 
such security by selling all or my pre-^lsting long 
poskion or buying-in all or any pre-exsting short position, 
at then-currerti market prices, (a) in orc^nary market 
iransacdons or (b) in a transaction erith an Una^iiated 
Account, defined below, prowded that secxirities 
transferred in (b) are not transterred back to ftie MAPS 
account In a single transaction or series of trmsactions. 
Aker two business days k^wing rtothe ck the 
resMctiof}. the poskion will be frozen artd the Advisor will 
be prohibited hxm trading the security utkS it is removed 
from the Trade Restricted Ust. 

No trades are permitted without prior approval of the 
C^nt Service Representative (for the f^iiods required 
by Regulation M. and other aii^ical^e la^, rules and 
regulatiorts and policies of Deutst^ Bank AQ and its 
affiliates). 

Advisor, defined below, may. upon notice to the Ckent 
Servkx Refyesentatlve, sen a pre-exlstkig long podthn, 
sen short and/br buy-in a pre-existing short poiHion. 
Such transactions should be executed at then-currmt 
market prices in accordance with the provisions of (a) 
and 0}) in 'Vull ResUKtion”. 


DB Investment 


No trades are permitted from fite time the security goes 
on the Trade Restriction List. 


Dcfintttons; Ad>rtsor The Investment advisor that has been retained by OBAG 

(London Branch] to manage a particular MAPS Account. 

Unaffiliated Account: An account managed by Advisor in which no Deutsche 
Bank entity has any beneficiai interest. 

2. Hot Issues - Advisor shall not invest for the Account in securities the offering of which constitute *t>ot 
issues,* 'm accordance with NASD IM-2i10*1. 
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APPENDIX H 


March 14, 2002 

Rc»iaissance Tedtnoic^ies C<Mp. 
800 Thinl Avenue 
New York, NY 10022 


Dear Sirs; 

With re^>ect to the investment Advisory Agreement betwe^ Deutsc^ B«ik AG, London 
Branch, {“ClienO ^ Renaissance Technologies Corp. (the “AcMsof), dated March 14, 2002 (the 
“Agveemenr), the ArMsor will receive a mar«gement fee of USD 100,000 (the Te^. 

The Fee shall be paid three (3) Exchange Business Days after the execution of the A^eement. 

Very truly ^urs, 

DEUTSCHE BANK AG LONDON 


By: 

Name: 

Title: 

Agreed and Accepted: 

RENAISSANCE TECHNOLOGiES CORP. 


Name; 

THte: 
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APPENDIX Hi 


(List of Third Party Brokers pursuant to Section 3(e)] 


InsUnet 

Island 

REDI 

BRUT 

Bloomb^g 

DOT 

Archipelago 
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From: Joe Sclafani <jsc!afani@wimsilc.c(Mn> 

Sent: Friday, July 1 1, 2008 3:09 PM 

To: Jennifer DeBeathara <jdd)eathain@gweiss.com>; Wiifer Zuleta 

<wzulet^gweiss,com>; Carmen Dei M<Miaco<cdelmonaco@gweiss.com> 

Cc: Pierce Archer <parcheii@gwdss.com>; Rick Dcaicette <rdoucett@gweiss.com>; WTMS 

- Rick Grimes <rgrimes@wimsllc.com> 

Subject: RE; Crosses required 


After speaking with ACT, we have determined that our (WIMS) costs incurred for executing yesterday's aosses are 
demintmus, therefore we are going to change aii commissions to $25 ticket charges from the cuirent .003 a share. 


From; Jennifer DeBeaUiam [mailto;jdebeatham@gweiss.com] 

Sent: Thumday, July 10, 2008 2;04 PM 

To: Joe Sclafani 

Cc; Pierce Archer 

Subjiect: F^; required 

V\ftiat comm, are we doing on the crosses?? 

TFanks 

Jen 


From: Joe Sclafani [m3ilto:jsclaf3ni@wimsllc.com] 

Sent; Thursday, July 10, 2008 2:00 PM 
To: Jennifer DeBeatham 
Subject: RE: Crosses required 

that sounds high, especially for the ones that are under a dollar. 


Frwn: ^nnifer DeBeatham [mailto:jdebeatham@gwejss.com] 

Sent: Thursday, July 10, 2008 1:59 PM 

To; Joe Sclafani 

Subject: 1^: Crosses required 

I was told 3 cents, but lets check with Pierce 


From: Joe Sclafani [mailto:jsciafani@wimsllc.com] 

Sent: Thursday, July 10, 2008 1:29 PM 

To; Jennifer DeBeatham 

Cc: Susan Sevigny 

Subject: RE: Crosses r^uir^ 

Jen, 


Here are the cross prices executed today. 

BTC 4.48 

PGIC .89 

CT 18.57 

TOH/WS .5 

AIS .71 

EPEX 4.54 

GAIA 11,35 

SSP 3.34 
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2ILG 2.94 

UTH 134.2 
MHLD 5.71 

BXXX .67 

APP 6.28 

SRZ 20.11 

There is one more on the Jeff correspondant desk. 1TK3, because Its a pinksheet. I will be back to you with that one 
shortly. One question, what commission on these? I haw a call mto Pierce, if you see him can you ask? 

Joe 


From; Susan Sevigny [mailto:scsevigny@gweiss.com] 

Sent; Wednesday, July 09, 2008 3:44 PM 
To; Joe Sclafani 
Subject: Cresses r^^uired 

Joe...pls open the attached and cross the securities listed under Rule 11 and Rule 12. ! understand you will have to 
charge a commission. We are selling in MAPS, buying in OG. Tks, Susan 

Susan C. Sevigny 
Assistant Treasurer 
George V\feiss Associates, Inc. 

One State Street-20th floor 
Hartford. CT 06103 
860-240-8954 
scse’i4gnv@qweiss.<x?m 


From: Apollo Wong 

Sent: Wednesday, July 09, 2008 3:36 PM 
To: Pierce Archer; Susan Sevigny 

Subject: FW: George Weiss MAPS Investment Guidelines- PLEASE READ 


Susan, 

Please transfer all the positions mentioned in Rule 11 and Rule 12 to OGf account from the MAPS account. Thanks. 
Apollo 


From: Enrique Espinoza [ma!ttX};^rtque.esplncza€)cib4X>fn] 

Sent: Tuesday, July 08, 2008 11:57 AM 
To; Apollo Wong 

Cc: SatJsh Ramakrishna; Rafael Rojas; Joe Genovese 

Subject: George Weiss MAPS Inv^ment Guidelines- PLEASE READ 


Hi Apollo, 

Hope everything is fine. We see that your MAPS book is breaching some investment guWeiines. Wfe need you to comply 
with the investment guidelines as soon as possible. 

TTianks. 
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Kind Regards, 
Enrique 


Enrique Espinoza, CFA 
Deutsche Bank Securities inc. 
Global Markets Equity 
Globai Prime Finance Risk 
60 Wall Street. 13th Floor 
New York, NY 1005-2836 
+1 212-250-2152 
+44-(0)-20754-52644 
enrique.espinoza@db.com 


This e-mail may contain confidential and/or privileged infonmatfon. If you 
are not the intended recipient (or have received tttis e-mail ui error) 
please notify the sender immediately and destroy this e-mail. Any 
unauthorized copying, disclosure or distribution of the material in this 
e-maii is strictly forbidden. 
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MASTER NETTING AGREEMENT 


Master Netting Agreement, dated as of Qo 2003 (as amended, modified and 

supplemented from time to time, this “Master Agi^ment”) between GW A, LLC and OGI Associates, 
LLC (its "Affiliate"), (collectively, the “Counterparty”) and Deutsche Bank AG, on behalf of itself 
and the other DB Entities (“Deutsche Bank”). Capitalized terms used herein and not otherwise defined 
shall have the meaning set forth in Section 13 hereof. 

This Master Netting Agreement amends and restates in its entirety the Master Netting Agreement 
between Counterparty and Deutsdie Bank dated April !8, 2003. 

WITNESSETH: 

WHEREAS, Deutsche Bank and the Counterparty have entered, or may from time to time 
enter, into transactions and Agreements to govern such transactions; 

WHEREAS, Deutsche Bank and the Counterparty desire to (i) reduce operational expense and 
credit risk in respect of the Agreements and (ii) set forth the rights of each party to cause the 
termination or liquidation of Agreements in the event of the occurrence of certain circumstances 
affecting the other party. 

NOW, THEREFORE, in consideration of the foregoing premises and for other good and 
valuable consideration, the receipt and adequacy of which is hereby acknowledged, the parties hereto 
agree as follows: 

Cross Margining and Netting 

fAJ Calculation of Deficit and Ekcbss 

With respect to each Agreement, Deutsche Bank shall use reasonable efforts to determine all 
amounts of Deficit and Excess by marking to market all Transactions under such Agreement (including 
any securities, currencies or other assets held as collateral or margin) as often as is reasonably 
practicable by Deutsche Bank. The source and method for determining market value for each 
Transaction under each Agreement shall be as provided in such Agreement. If, with respect to a 
Transaction, there are no provisions in the Agreement for determining such market value, then 
Deutsche Bank shall follow such procedures for determining market value as it shall determine in its 
reasonable discretion are commercially reasonable and in accordance with industry practice. 

(B) Application of Excesses to Deficits 

(i) In the event that there are both Excesses and Deficits, Deutsche Bank shall, subject to the 
provisions of Section 1(D) of this Agreement, use its reasonable efforts to apply such Excesses to 
reduce such Deficits by transferring all or a portion of such Excesses to the DB Entity or Entities 
having a Deficit, provided that Deutsche Bank shall not be required to make any such transfer if such 
transfer would materially prejudice the legal or commercial position of the relevant DB Entities. In 
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Independent Amount” means, with respect to Party B; an amount in the Base Currency equal to the 
sum of (1) for Derivatives Transactions, the aggregate of the amounts specified in the Confirmations 
for such Transactions or as otherwise agreed by Ae parties, and (2) for Foreign Exchange Transactions, 
an amount equal to the sum of (a) the product of the Standard Net Open Position multiplied by the 
Standard Independent Amount Ratio, (b) the product of the &cotic Net Open Position multiplied by the 
Exotic Independent Amount Ratio and (c) die Forward Risk Adjustment Amount, and (3) an amount 
(the “Exposure Amount”), determined by Par^ A on e^h Valuation Date, equal to an exposure 
amount determined by Party A based on a ri^ calculation using Party A’s internal models, of 
Transactions entered into under the Agreements (as such term is defined in this Master Agreement). 
Party A shall in no event be required to disclose to the Fund any information regarding its internal 
models. 


IN WITNESS WHEREOF, the parties hereto have caused this Master Agreement to be 
duly executed by their respective authorized officer as of the dale first above written. 


Authorization and . 

Uii 


Date; fel 

L_ 



GWA, LLC 


Title: Manager 




OGI ASSOCIATES, LLC 



Title: Manager 


DEUTSCHE BANK AG, 

on behalf of itself each of the DB Entities 

By: 

Titij UF r 


By:„ 

Title: 



Steven Kessler 
Director 


PCDOCSS I0445!-GWAAmen<iMNAEx 
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Page 1 of 2 

Marcus Peckman p ■ 

‘From: Jeffrey Ditlabough 

Sent: Monday, August 16, 2010 5;05 PM 

To: ’Peter Brophy'; ‘frank.x.ne!son@db.com' 

Cc: 'Satish Ramakrishna';. 'Parag Patel'; ‘joe. genovese@clb.com'; Rick Doucette; Marcus Peckman; Steve Kleinman; 

Pierce Archer; Robert Gendreau 

Subject: RE; New MAPs Term Sheet 

Gentlemen, 

Thank you for the term sheet. We have had a number of internal business cmiversations over the draft and our tax lawyers have had ongoing 
convmations with your tax lawyers on discrete issues. We are left witfi die followmg preliminary comments on the draft. This remains 
subject to any comments of our ISDA counsel after the next turn. Please let us know your availability to discuss. 

1 . We propose to add a provision that in ttte event the IMA is terminated, financing will be on an “as invested” basi s, 
subject to minimum financing over the !ife-to-date of the opficwi. 

2. The breach of agreement provision would appear to provide for a 30 day cure period under ISDA (i.e. feilure to pay). This 
is unacceptable. We teink a one-day cure is appropriate. 

3 . We would like the common cross-deteult provision under ISDA so that If DB default s on agreements with other clients it 
triggers a default for us. 

4. TTie draft currently provides that if the IMA is terminated for any reason other than DB terminating without cause. Weiss 
loses the option premium. We would prefer a formulation which states that If IMA is terminated for cause by DB or 
without cause by Weiss, we lose the option premium, otherwise we retain the option premium. 

5. With respect to cross collateralization of the OGl prime bnAerage account, the 25% maximum should be based on Cash 
Settlement Scenario B Instead of Scenario A. 

6. V\fith lespetd to "Limits on Account Transfers', the draft states that tills is only permissible between MAPS subaccounts. 
We assume that this means we can roll the options from one to another, but DB needs to confirm. 

7. The draft states foat "transfers during the life of the deal are permitted only if In the best interests of [DB]". We need DB to 
dari^ what is meant by this language — are you referring to rebalancing? 

8. DB needs to send over a valuation methodology with respect to the asset class haircut matrix in connection with the 3"* 
party custody account. 

9. 3'^ party collateral threshold should be set to the 5 year subordinated CDS spread (or nearest maturity) instead of senior 
^tead. 

10. 3"^ par^ collateral threshold should apply to surviving entity in tire event that DB merges with another entity and that 
entity assumes the obligations under tiie option. 

H . In tbe draft, the 3”* party collateral amount is calculated based on the intrinsic value. Instead, we believe it shoul d be calculate d 
the entire premium minus investedbalances in OGI. 

12. As tee draft is wriaen, the faiiur^to fund the collateral does not trigger our ability to terminate tee IMA and the optfen. In 
our view it should, and If we temwate in this scenario, we should be entitled to the time premium. 

1 3. Cure periods for breach of investment guidelines-instead of what is In the draft, the cure period should be 10 trading 
days except in the case of multip!e\leverage violations, in which case the cure period should be 6 trading days. 

14. There should be a statement in the mvestment guidelines that tee portfolio may be invested in cash, and the portion that 
is not invested in cash shall manage according to the Investment guidelines. We need the ability to go to cash without 
triggering an investment guideline violation. 

1 5. The description in the investment guidelines of a "barrier” should be recharacterized as a “deleveraging factor”. 

16. The compliance guidelines should beVevised to provide for at least a 10 day trading day cure ftw tee client's 
determination to liquidate positions In tee account because of “recommendations of regulatory auteorities, internal policies 
or risk management requirements of [DB]" 

Best, 

JefFDiliabough 
Jeffrey D. Diilabough 

Genera^.Counsel 

Weiss fAiiti-Sfi^tegy Athrisers LlC 
320 Park Avwiue. 21st Floor 
NewYwk. NY 10022 

8/16/2010 
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From: Ross, Steven | 

Sent: Friday, June 27, 2014 4:50 PM 

To: Roach, Bob (HSGAC); Katz, David (HS6AC) 

Cc: Bruce E. Clark ( darkhiasiillfTnm.mm'i : O'Connor, Constance; Moyer, Thomas; Ross, Steven 
Subject: My response to your emailed questions 


Bob, 

Pursuant to your additional requests of Barclays related to the Colt 
transaction and following up on our discussion earlier this week, the Bank 
remains hard at work compiling information responsive to the Subcommittee’s 
follow-up requests. Below, I have included information responsive to several 
of the questions the Subcommittee has provided, as well as additional 
clarification on some of the issues we discussed on Tuesday. We continue to 
track down answers to other questions and expect to be able to provide you 
with additional information next week. 

First, with respect to the historical option data you requested, please find 
attached a chart that reflects the relevant data. Please note that this chart 
reflects our best understanding of the information presently availably, and we 
reserve the right to update or amend the data provided as necessary.; 

With respect to the specific considerations that impacted Palorhino’s 
structuring, as we discussed on Tuesday, more than twelve years haye passed 
since Barclays began developing a structure to support the Colt trade. This 
reality has inherently and substantially limited the Bank’s available ' 
institutional knowledge regarding these considerations. However, tq the best 
of our understanding, from the time that the Colt transaction was first set up at 
Barclays, it has been conducted through Palomino, a wholly-owned jsubsidiaiy 
of BBPLC. The use of this wholly-owned subsidiary was primarily; driven by 
operational limitations in Barclays’ prime brokerage system. In 20Q2, when 
the Colt transaction began at Barclays, the Bank’s prime brokerage Operation 
was still very young, and it lacked much of the technological infrasthicture 
enjoyed by older, established investment banks. To this end, Barclays’ 
proprietary synthetic system lacked the capacity to handle the voluihe of 
trading activity that would likely be called for by the Colt transaction. 
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Barclays’ client-facing prime brokerage system could handle such 
volume, but trades run through this system could only be booked on behalf of 
clients. This added additional complexity, as the longs and shorts associated 
vi^ith the Colt trade are folly owned by BBPLC and are not client positions. 
Additionally, it is our understanding that booking the transaction directly in 
Barclays’ prime brokerage system may have triggered an obligation to report 
all trades in real time — ^a requirement that would have created substantial 
logistical issues in light of the heavy volume of trading activity related to the 
Colt transaction. Hence, for ease of accounting and execution. Palomino was 
created as an operating entity to execute the transaction, and the entity was 
booked in BBPLC’s prime brokerage system as a client. Although we have 
been unable to identify the specific considerations that caused Palomino to be 
established as a foreign entity, it is our understanding that this decision was not 
driven by U.S. income tax considerations. As a wholly-owned subsidiary of 
Barclays’ NY branch from its inception, we believe Palomino’s income and 
expenses were reported on Barclays’ U.S. federal return. 

With respect to your questions regarding the deconsolidation, it is our 
understanding that Barclays deconsolidated Palomino for accounting purposes 
in the BBPLC consolidated IFRS accounts because deconsolidation ireduced 
the assets on Barclays’ consolidated balance sheet, and then-applicable U.K. 
accounting rules, specifically IAS-27 (relating to operating companies) and 
SIC- 12 (relating to special purpose entities), permitted deconsolidation if 
Palomino was a special purpose entity (“SPE”). 

There were many individuals who worked on this matter. It appears that 
Hamish MacPherson and Rafal Medak worked on the question of 
deconsolidation in 2008. Decision-making in 2009, when deconsolidation 
occurred, would have involved senior management at Structured Ca.pital 
Markets (“SCM”), Prime Brokerage and Finance, including notification 
through the SCM Approvals Committee process. 

In the process of deconsolidating Palomino, it is our further 
understanding that Barclays sought to confirm its analysis of the transaction 
with PwC, the Bank’s auditor. PwC would ultimately have to sign off on the 
accounting treatment as reflected in Barclays’ year-end financial statements. 
We believe that Barclays received confirmation of its analysis from PwC in 
June 2009. Consultations with PwC occurred when deconsolidation was first 
considered in 2008, and again in 2009. Barclays also reviewed the 
deconsolidation with its external coimsel, Orrick Herrington & Sutcliffe LLP. 
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These consultations occurred in the second quarter of 2009. 

It is our understanding that during this deconsolidation process, Barclays 
was also engaged with Renaissance and its counsel. In the second quarter of 
2009, Barclays had a series of telephone calls and e-mail and letter exchanges, 
and also exchanged drafts of documents, with Renaissance and their counsel 
that dealt with amendments to the Articles of Association and the drafting of a 
side letter. Mark Silber of Renaissance signed the Side Letter, and at least Jim 
Rowen and Renaissance outside counsel Ed Cohen of Winston & Strawn were 
participants in these exchanges. While Barclays caimot identify a witten 
communication that actually used the word “deconsolidation,” Barclays 
believes it made clear during these communications that its objective was to 
change the accounting treatment of Palomino, and Barclays believed that 
Renaissance understood that an accounting deconsolidation would be the 
logical result of these changes. In this respect, and in the context of discussing 
Barclays’ orphan policy, which comes into play when an entity owned by 
Barclays will not be consolidated on any balance sheet, it is our understanding 
that RenTec confirmed to Barclays that it did not intend to consolidate 
Palomino under the applicable accounting standards. 

In coimection with these discussions. Renaissance requested tliat 
Barclays confirm that its prior representations regarding the transaction were 
still true and correct, which Barclays did. Moreover, Renaissance cooperated 
with Barclays in negotiating and executing the required documents. 

You have also asked a series of questions regarding the Side Letter 
between Barclays and Renaissance and the amendments to Palomino’s Articles 
of Association, including why Barclays amended the Articles to limit 
Palomino’s ability to hire investment advisors and open additional prime 
brokerage accounts. The restriction in the Articles confirmed that Palomino 
was a SIC-12 entity for IFRS accounting purposes. As a result, it was possible 
to apply an SPE accounting analysis to Palomino under which Barclays 
concluded BBPLC should not consolidate Palomino under IFRS. M 2008, 
there were discussions between Barclays and PwC that concluded that 
although SPE analysis could result in the deconsolidation of Palomino, 
Palomino itself then was an IAS-27 operating company, and so the SPE 
analysis could not apply to it. The Articles amendments and the restriction in 
the Side Letter implemented in 2009 effectively changed Palomino from an 
IAS-27 entity to a SIC- 12 entity. It is our understanding that Renaissance 
agreed to Barclays’ request for these amendments. After being advised of 
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Barclays’ proposed amendments, Renaissance and their coimsel reviewed the 
proposed amendments and confirmed that they had no issues. As described 
above, Barclays consulted with PwC throughout this period regardiiig what 
would be required to make Palomino a SIC-12 entity and achieve 
deconsolidation, and it also consulted with its counsel at Orrick. 

With respect to the Side Letter and its provision that Renaissance consent 
to any further changes of the Articles, this requirement was part of the 
accounting conditions required to ensure that Palomino would be considered a 
SIC- 12 entity, i.e., so that Barclays could not freely change the articles back. 
Based on our understanding of the events, Barclays initially proposed that the 
provision relating to consent to further amendments to the Articles be included 
in the Articles. Renaissance and its coimsel provided Barclays with; an initial 
draft of a letter that requested certain representations by Barclays, and the 
provision regarding amendments later was included in that Side Letter. This 
provision was originally drafted by Barclays’ counsel at Orrick to be included 
as part of the Articles. Renaissance and its counsel, however, had separately 
requested a side letter which covered representations to be made by |Barclays 
in connection with the amendments, and subsequently the consent provision 
also was included in the Side Letter. Barclays required the provision regarding 
amendment to the Articles to comply with the IFRS accounting analysis 
required by Barclays’ accounting office and PwC. 


Redaeti^ by the 

PermaneDt Siibcominittee ob Investigations 
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ftedactfid 

Permanent Subcommittee on Investigations 


As I indicated above, Barclays is continuing to diligently compile additional 
information related to your requests, and I expect to have further information 
for you next week. Please let me know if you have any questions. 


Thanks—Steve 


Steven R. Ross 

AKIN GUMP STRAUSS HAUER & FELD llp 

1333 New Hampshire Avenue, N.W. | Washington, DC 20036-1564 | USA 1 Direct: +1 202.887.4343 1 internal; 24343 
Fax: +1 202.887.4288 | Mobile: +1 202.256.9690 1 .srosseiakinaumo.com 1 akinaiimo.com | Bg 


iftS rilotice Requirement: '"This 'comtnunication is not given in the form of 

a covered opinion, within the meaning of Circular 230 issued by the United States 
Secretary of the Treasury. Thus, we are required to inform you that you cannot rely 
upon any tax advice contained in this communication for the purpose of avoiding 
United States federal tax penalties. In addition, any tax advice contained in this 
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r” ~ " HfetOJYofCOLTOpilonS' ” ] 



Trade Date 

Valuation Date 

Expiry Date 

Term Premium ($mj Pay Out ($mj Gain/Loss ($m)| 

! 


30-Sep-02 

13-Jan-04 

30-Sep^5 

1.3 

$131.2 

$523.3 $392.1 

n 


9-May-03 

28-May-04 

8-May-^ 

1.1 

$256.8 

S736.6 $479.8 

m 

A 

14-Jan-04 

30-Sep-04 

13-JU1-06 

0.7 

$40.8 

$54.4 $13.6 


B 

14-jan-04 

30-Sep-04 

15-ian-07 

0.7 

$40.8 

$54.4 $13.6 


IV 

c 

i-Jun-04 

30-Sep-04 

l-$ep-05 

0.3 

$125.0 

$152.5 

$27.5 


D 

l-Jun-04 

30-Sep-04 

15-Jan-06 

0.3 

$125.0 

$152.5 

$27.5 


E 

l-Jun-04 

30-Sep-04 

l-Feb-07 

0.3 

$125.0 

$152.5 

$27.5 


F 

l-Jun-04 

3Q-Sep-04 

31-May*07 

0.3 

$125.0 

$152.5 

$27.5 

V 

AA 

l-Oct-04 

21-Dec-05 

15-Mar-06 

1.2 

$125.7 

$406.1 

$280.4 


6B 

l^Oct-04 

21-Dec-OS 

15-Ju!-06 

1.2 

$125.8 

$406.1 

$280.3 


CC 

l-Oct-04 

16-Aug-06 

IS'Jan-O? 

1.9 

$126.1 

• $734.1 

$608.0 


DD 

l-Oct-04 

6-DeC'06 

15'Aug-07 

2.2 

$126.4 

$962.1 

$835.7 

VI 

EE 

21-Dec-05 

IS-Mar-O? 

15-Apr-08 

1.2 

$30.6 

$106.3 

$75.7 


FF 

21-Dec-05 

13-Mar-07 

15-Ju!-08 

1.2 

$40.9 

$141.7 

$100.8 


GG 

21-Oec~05 

22-iun-07 

lS-Oct-08 

1.5 

$30.7 

$144.1 

$113.4 


HH 

21-Dec-05 

22-Jun-O? 

15*Jan-09 

1.5 

$71.9 

$336.1 

$264.2 

VII 

II 

6-Dec-06 

14-Dec-07 

15-Apr-09 

1.0 

$125.1 

$420.8 

$295.7 


JJ 

6-Dec-06 

14-Dec-07 

15-Jul-09 

1.0 

$160.1 

$538.7 

$378.6 


KK 

6-Dec-06 

21-Apr-08 

15-^ct-09 

1,4 

$205.1 

$1,270.6 

$1,065.5 


LL 

6-Dec-06 

14-Dec-07 

15-Jan-lO 

1.0 

$410.3 

$1,380.4 

$970.1 

VIH 

MM 

13-Mar-07 

13-0ct-08 

13-Mar-lO 

1.6 

$100.3 

$776.2 

$675.9 

IX 

NN 

22-Jurv-07 

17-Aug-07 

22-Jun-lO 

0.2 

$275.0 

$278.1 

$3.1 

X 

00 

9-Aug-07 

7-Oct-08 

9'Aug-09 

. 1.2 

$200.0 

$1,319.5 

$1,119.5 

XI 

PP 

14-Dec-07 

24-Dec-Oa 

14-Dec-lO 

1.0 

$280.0 

$1,378.0 

$1,098.0 

XH 

QQ 

21-Apr-08 

30-Dec-09 

21-Apr-ll 

1.7 

$280.5 

$1,733.5 

$1,453.0 

Xill 

RR 

13-Jun-08 

26-jun-09 

13-Jun-H 

1.0 

$265.0 

$935.4 

$670.4 

XIV 

SS 

3-NOV-08 

4-Dec-09 

3-Nov-ll 

1.1 

$250.0 

$737.6 

$487.6 

XV 

TT 

12-Dec-08 

12-Feb-09 

12-Oec-ll 

0.2 

$250.0 

$299.8 

$49.8 

XV( 

UU 

5-iun‘09 

16-Dec-lO 

20*Jan-12 

1.5 

$300.0 

$930.9 

$630.9 

XVII 

W 

5-Jun-09 

16-Dec-lO 

20-Jun*12 

1.5 

$200.0 

$620.5 

$420.5 

XVIfl 

WW 

7-Oct-09 

15-Mar-ll 

7*Oct-12 

1.4 

$400.0 

$1,269.8 

$869.8 

XtX 

XX 

24-M3Y*iO 

15-Sep-ll 

28-MaY-13 

1.3 

$100.0 

$307.8 

$207.8 

XX 

YY 

27-Sep-lO 

11-Oct-ll 

30-Sep-13 

1.0 

$250.0 

$717.5 

$467.5 

XXI 

72 

3*Dec-10 

20-0ec-ll 

6-0ec-13 

1.0 

$450.0 

$1,483.8 

$1,033.8 

XXI! 

AAA 

ll-Mar-ll 

14-Dec-12 

14-Mar-14 

1.8 

$250.0 

$1,360.8 

$1,110.8 

XXIII 

B6B 

13-Oct-ll 

19-Dec-12 

14-0cM4 

1.2 

$100.0 

$264.5 

$164.5 

XXfV 

CCC 

12-DeC'll 

20-Dec-12 

13-Dec-14 

1.0 

$200.0 

$444.2 

$244.2 

XXV 

ODD 

18-Apr-12 

17-Dec-13 

19-Apr*15 

1.7 

$300.0 

$970.7 

$670.7 

XXVI 

EEE 

19-Jun-12 

3-Apr-14 

22-Jun-15 

1.8 

$300,0 

$1,129.0 

$829.0 

Unexercised Options 

SHB 


trade Date 

Valuation Date 

Expiry Date 

Term 

Premium |$m) 

Pay Out ($m) Gain/Lo^ ($m}l 

XXVIl 

FFF 

9-Oct-12 

N/A 

lO-Oct-15 


$250.0 



xxvm 

GGG 

27-NOV-12 

N/A 

28-NOV-15 


$250.0 




HHH 

27-NOV-12 

N/A 

28-NoV'15 


$150.0 



XXIX 

Hi 

29-Jan-14 

N/A 

10-DeC'14 


$150.0 
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From: Ross, Steven [mailto:sross@AKINGUMP,COM] 

Sent: Tuesday, July 15, 2014 3:47 PM 
To: Roach, Bob (HSGAC); Katz, David (HSGAC) 

Cc: Bruce E. Clark (ciarkb@suIlaom.com); Moyer, Thomas; O'Connor, Constance; Ross, Steven 
Subject: Additional responses to your questions 


Bob, 


Per my email earlier today, please find additional responses below. 


Redacted by the 

Permanent Subcommittee on Investigations 
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Barclays Response to Question 10 (Fees) 

In describing the composition of the fees for the years 2002 - 2012 
reported in_BARCLAYS-PSI-748595, Barclays writes: “Please note that 
these figures represent the profits earned by Barclays through execution, 
securities lending, financing and clearing fees relating to the underlying 
positions in the prime brokerage accounts. ” Does this imply that there 
are other fees that are not included in the figures presented in 
BARCLAYS-PSl-748595? If so, please describe what they are, and the 
amounts. 

The figures provided are Barclays’ view of the entirety of the income it earned 
through the transaction, although specific figures for 2012 (year-end) and 2013 
can be found below. 

There are other documents that suggest that the £322.8 million (about 
$550 million) figure cited in BARCLAYS-PSI-748595 is too low. In 
BARCLAYS-PSI-01695I, there is a representation that “Trading activity 
in the Accounts generates income for Prime Services (approx. SlOOm 
per year) ”. In addition, on BARCLAYS-PSI-7 48581, it is also reported 
that “Barclays earns execution, securities lending, financing and 
clearing frees from providing prime services under the Accounts of 
approximately $100 m per year. ” Why is there such a difference and 
what is the correct amount? 

With respect to suggestions that the Colt transaction generates “approximately 
SlOOm per year” for Barclays, the two documents you referenced in support of 
this proposition date to 2012 and 2013, respectively. It is our understanding 
that this statement is accurate with respect to contemporaneous revenue earned 
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by Barclays during those years. The exchange rate between the U.S. Dollar 
and the British Pound was approximately 1 .6 in October 2012. This would 
mean that revenue of £60. 8m (reflecting the final total for 2012) was equal to 
roughly $97.3m, or approximately $100m. 

Similarly, it is our understanding that Barclays’ 2013 revenue from the Colt 
transaction totaled roughly £66.2m. As of December 2013, when we believe 
the document reflected in BARCLAYS-PSI-748581 was drafted, the U.S. 
Dollar to British Pound exchange rate remained at approximately 1 .6. Tliis 
would mean that revenue of £66.2m was equivalent to roughly $105.9m, or 
again approximately $ 1 00m. 

Also, please include the 2013 figure. 

Please see above. 


Redacted by the 

Permanent Subcommittee on Investigations 
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Page(s) 
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Redacted by the 

Permanent Subcommittee on Investigations 


6. Did Barclays profit from the ticket charges or commissions passed on 
to Renaissance or any Renaissance related entity in connection with the 
COLT transactions? Please provide the total amount for ticket charges 
or commissions invoiced to Renaissance or any Renaissance related 
entity in connection with the COLT transactions, and the profits made 
from those charges, for each year since 2008. 

As clarified above, the £322.8ni of profits earned by Barclays under the 
transaction between 2002 and 2012 were earned through execution, securities 
lending, financing and clearing fees relating to the underlying positions in the 
prime brokerage accounts. 

We believe that, for these purposes, the Subcommittee’s term “ticket charges” 
is interchangeable with the term “clearing fees” used by Barclays, and the 
Subcommittee’s term “commissions” is interchangeable with the term 
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“execution fees” used by Barclays. 

“Ticket charges” and “commissions” are therefore two of the sources through 
which Barclays earned profits under the transaction. As we note above with 
respect to the Subcommittee’s questions relating to “designated positions,” the 
number of trades booked to the prime brokerage accounts ran to the millions 
per annum. It is our understanding that Barclays does not organize its data in a 
way tliat would make breakdown of its profits between these sources readily 
available. Furthermore, we understand that, given that the number of 
transactions totals the many millions, producing this breakdown in an accurate 
fashion for the five-and-a-half-year period to which the Subcommittee refers 
would be an extremely onerous and time-consuming task. 

Barclays has, however, performed some analysis with respect to April 2014, as 
a sample month, to provide the Subcommittee with the elements of Bai'clays’ 
income in that month that were earned from “ticket charges” and 
“commissions.” In April 2014, Barclays estimates that its total revenue from 
the transaction was £5. 04m; £0.08m of that revenue was derived from “ticket 
charges” and £0.97m of that revenue was derived from “commissions.” 


Redacted by the 

Permanent Subcommittee on Investigations 
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Redacted by the 

Permanent Subcommittee on Investigations 


Steven R. Ross 

AKIN GUMP STRAUSS HAUER & FELD llp 

1333 New Hampshire Avenue, N.W. | Washington, DC 20036-1564 1 USA i Direct: +1 202,887.4343 i Internal: 24343 
Fax; +1 202.887,4288 1 Mobile: +1 202.256.9690 | srossiaakinQumri.com | aklnaumD.com ( Sfl 


IRS Circular 230 Notice Requirement: This communication is not given in the form of 
a covered opinion, within the meaning of Circular 230 issued by the United States 
Secretary ot the Treasury. Thus, we are reqtuired to inform you that you cannot rely 
upon any tax advice contained in this communication for the purpose of avoiding 
United States federal tax penalties. In addition, any tax advice contained in this 
communication may not be used to promote, market or recommend a transaction to 
another party. 

The information contained in this e-mail message is intended only for the personal 
and confidential use of the recipient (s) named above. If you have received this 
communication in error, please notify us immediately by e-mail, and delete the 
original message. 


^ Ple^e note that we use the terms ‘Palomino accounts* or the ‘prime brokerage accounts' 
interchangeably and the terms reier to all of the accounts in Palomino Limited's name, the value of which is 
referenced by the options written to the fund. Those accounts include both those known internally by Barclays as 
‘prime brokerage accounts' in which securities positions are booked and as those known internally by Barclays 
‘contract for dilTerence accounts' or ‘synthetic accounts’ in which equity derivative positions are booked. 
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Memo 


Barclays 


To Tax%^C«TBT«ttee 


From SCM US ^>pra«ris CommStee 

Date 30^1^2012 

Subject axT 


BARCIAYS 


cm 1 Oc4<*« 20n, iba S3M US Approvals Correnittee {the "Committee") approved the execution 
of tt»e COLT ^on transaction {K» "New Option Transaction" and, togsthw vwth the prior 
C<XT (^w) tr»i$actions, ttte "Option Transactions"), subject to any conments that may t» raised 
by additiM)^ men^jets of settiw rrenagemenl. 

Backgroimd 

• The (^:6on Tr3n»c^k>ns were oii^naily approved by the SCM Ap^ovsis Committee and 
ttie New Products Commiltee in 2002 and have been subject to regular review by tiie 
Cwnrnliee (most rscertiy in March 201 1). 

• in eadi Option Transaction, an aifiliats of Renaissance Tectviol^ics LLC together v,4h its 
affii'Btes, the Xliwrt") buys a cafi option from Barclays, wtuch (^tion refemnces a sd of 
prene brokerage eccourfe hdd by Barclays (the "Accounts"). The Client has been 
aj^'nted the investment manager for the Accounts. 

• Trading acth/ify to the Accowts generates income for Prime Services (approx. $100m per 
year). 

• Since 2002, the Client has purchased cdl options from Barclays 25 times (arrd subsequently 
exercised the options, exc^ for the 5 most recent options which remain outstanding). 

• The Client plans to enter toto the New ^riion Transaction on 9 October 2012, which would 
incaease the fair market vakie of the outstanding call options frim32.69bn to ^B4bn. 

• The Internal Revenue Service (the "IRS’) has been challengirtg the Client on the US tax 
treatment of the Option Transactions. 

e In 2010, toe IRS issued a memo (the “IRS MemoT arguirvg that options like the 
ones in toe Option Transactions should not be treated as options for tax purposes. 
FoHowtog a detailed review with outside counsel and the Client the Committea 
approved the (^on Trarsactions on 3 December 2010 and 10 March 2011. 
o live IRS end the Client may seek to litigate toe matter in court, 
o Both the IRS and Her Majesty's Revenue and Customs reviewed Barclays' 
invoivemenl in the Option Transsctions ertd those reviews are complete with no 
issues currently outstanding. 

• The tax risk is assumed by toe C^nt 


aidaya is entiBed to a contractu^texindemnrt^forMh^iienL 
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• There is a rei w tafew ildc for Barclays, espedaiiy if ttie matter proceeds to coiirt and the 
IRS's chsilei^ and Barclays' role became publidy disclosed. 

o The Comr^ee betsves that the New Option Transactiorr does not meaningfully 
sicfwse Barela^ ^jitetion risk vwttr respect to ttie Optton Transactions, insofar as 
»ty court wotdd relate to prior years and as entering into the New Opdon 

Tiansociion shoidd be viewed as the maintenarree of a iongstantSng structure that 
has be« in eidsteice »nce 2002. 

• UtnwM^ the (^&>n Tnutssefions may not decrease Barclays’ reputation risk, but the 
^^0!) TransaeSMts could be unwound v^h 2 months' notice. 

The New Oi^wi TiKtsatdicn 

On 1 Oct^ra- ^2. Bte prinopal issue considered by ttte Cemmitiee was the reputatiorr risk 
associtied witti the IRS’s ^taSenge of the event's tax treatment of the Option Transactions (whidt 
chatler^ may be litt^ed in coiat) and fite entry irto the New Opti<^ Transaction itt the current 
MivitoHTienL 

ms’s <d»Benge of the CBerfs bx treatmertt was previously corrsidsred in detail in 2010 when 
the IRS Memo was issued, and at that tkne. the Corrtni&ee concludsd that it was a;^opriata to 
approve the exeaihon ti adcGfionai Optkm Transactions for various reasons: 

• The CKent bears al ttte tax risk, is sophisticated, well advised, ciearty undsrstarrds the risk, 
and v^shes to ecndrnie Ote C^on Transactions, The Client cortslders that the Oji^ion 
TransacAwis provide sigraficant benefits. Indudirrg enhanced leverage that woiid make ttw 
transaction structure attracbve even v^oui tax benafite. 



• >^ycotst litigab'OT mould relate lo prior years, and in that respect, it was felt tM unwinding 


the Option Ttarvsacbons curmtSy would trot reduce Barclays' reputatiotr risk. 

The Comrr^ee felt the above reasws cemtinued to apply and also noted that Barclays has entered 
irtto 26 Op^km Transactions since 2002 and that emering into the New Option Transaction should be 
viewed as ttte maintertairce a tongstaneSng structure. However, the Committee also felt that other 
n>en4>ers senior management may desire to be informed of the Option Transactiorrs in Ore 
contend of ttre ament internal and e)d«nal reviews at Barclays (Project Mango and the Salz 
Review^. 

As a result, the Comtniltee felt the right approach was to approve the New Option 
TrKisadion but require that the Option Transactions be revievved and taksled at ti>e Tax Risk 
Committee before year-er>d when the outcome of Project Mango and the Salz Review is 
clearer. The Comntittee also felt that the Tax Risk Committee should be promptly tnede 
aware of the Committee’s decision to approve the New Option Transaction and be given the 
oi^rtunity to direct a more immediate or different action. 

Thus, fee Committee decided feat fee Coition Transactions should be raised to your attention on an 
expedited ba^, prior to the execution of the New Option Transaction on 9 October 2012. 
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Memo 


Barclays 


To 

Tax Risk Committee 

From 

SCM 

Date 

12 October 2012 

Subject 

COLT 


BARCIAYS 


This memo explains the background to an wwesttnerrt structure which has been in place for 10' years 
and explains why, notwithstanding the fXJblioity risk tticA Bodays e subject to as a w^ness to the 
case if the Client proceeds to litigate in cxiurt, «« believe it remair^s an appropriate transaction for 
Bardays to be a party to. 

The COLT XXVII option transaction (the "Nev Option Transaction’ and. together with the prior 
COLT optior? transactions, the 'Option Transactions*) was executed on 9 October 2012. The SCM 
US Approvals Committee approved New Option Transaction on 1 October 2012, the chair of the 
CIS Reputational Risk Committee (Larry Wieseneck) was notified of the New Option Transadion or\ 
A October 2012, and the Tax Risk Convnittee discussed the Option Transactions on 8 October 
2012 . 

The Option Transactions were cxiginally approved by the SCM Approvals Committee and the New 
Products Committee in 20CC and have been subject to regular review by the SCM US Approvals 
Committee (prior to October 2012, most recently in March 2011). 

Background 

investment Structure 

in each Option Transaction, an affiliate of Renaissance Technolc^ies LLC (together with fts 
affiliates, frie “Clienf) buys a cal! option from Barclays, which option references a set of prime 
brokerage accounts held by Barclays (the "Accounts'). Further, the Client has been appdnted the 
investment manager for the Accounts. 

Bardays has benefited from the Option Transactions primarily from the revenue generated for Prime 
Services by the trading activity in the Accounts. Since 2002, the revenue has totalled £322, 7m. 
The Option Transactions are the principal structure by which the Client deals with Barclays.'’ 


’ Outeide of the Option Transactions, Barclays has received approximately £12m from the 
Client for the period January 2011 throi^h September 2012. 
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20(W 

£53.4 

2002 

£7.0 

2003 

£7.2 

2CXS 

£37.5 

2004 

E15.9 

2010 

£29,8 

2005 

£20.0 

2011 

£56.7 

2006 

£16.8 

2012 

£59,9" 

2007 

£18.6 


Total 



£322.8m 


Tax Risk 

The Internal Revenue Service (the 'tRS*} has been auditing the Client’s US tax treatment of the 
Option Transactions, in 2010, the IRS issued a ft^mo (ttie "IRS Memo”) arguing that options like 
the ones in the Option Transactions should not be treat«J as options for tax purposes, and that the 
option owner should be treated as ttie owner of fte referenced accounts. The !RS arid the Client 
may seek to litigate the matter in court Befwe going to cotnt, vire expect the Client to go to Appeals 
(which is an informal administrative forum where disagreements between taxpayers and the IRS can 
be resolved in ixivate without the formality and puKicity of a court trial). 

On 9 October 2012, the IRS issued a sunvncms requiring Bardays to provide certain documents 
(and we understand the IRS issued a similar summons to Deutsche Bank, which has entered into a 
similar investment structure with the Client), and therefore, we expect that Barclays (and Deutsche 
Bank) will be called as witnesses in dite course. 

Sophistication of the Client 

The Client is a very sophisticated investment firm and one of the most successful hedge funds in the 
statistical arbitrage space with an almost uniquely successful Irack record. Since 2002. the Client 
has purchased call options from Barclays 27 times (and subsequently exercised those options, 
except for the 6 most recent optirms, w^ich remain outstanding). The average premium paid for the 
Option Transactions has been aRaroximately $190m. The substantial premiums for foe Option 
Transactions have been funded by the Client’s owners and employees, with no third-party investors, 

It was the Client that originally af^sroached Barclays with the idea of the Option Transacfions, and 
the Client has implemented a similar investment structure with Deutsche Bank. The tax and 
reputational risks in the structure have been discussed with the Client. The structure is overseen by 
the Client’s CFO and COO. (The CFO, wtio has been with the Client since 1983, is a former CPA 
with the firm of Seidman & Sadman (now BDO USA) and holds a law degree from NYU law school 
in tax taw. The COO, who has been with the Client since 2008, was formerly the CFO of SAC 
Capita! and the head of Deutsche Bank’s Global Equity Finance and Prime Broker businesses.) 

A major law firm (Winston & Strawn) has been advising the Client on the tax and legal issues with 
respect to the Option T ransactions. 


Why the Option Transactions Remain Appropriate Notwithstanding the IRS Challenge 



The IRS has argued that the Client should be treated as foe owner of the Accounts, 
because the value of the call options reflect all of the potential for gain on the Accounts and 
substantially all of the risk of loss. The IRS has argued that Barclays’ gap risk, whereby the 
value of the Accounts falls by an amount in exc^ of the option premium, is rerhote and 
merely theoretical, However, Barclays assumes significant gap risk with respect to the 
leveraged long-short statistical arbitrage strategy followed by the Accounts. The Accounts 


Annualized based on year-to-date revenue as of 30 September 2012. 
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have performed positive^ because (rf the Client’s succe^fij) investment advice, rather than 
the Option Transactions' inherent shiicture. 

For exampie, in August 2007, there was a Wgh level of volatility in the statistical arbitrage 
industry, and several mv^hnent firms were effecHvely put out of business. The Client was 
not immune to the voiatiBty, the tr^ir^ activfty in the Accounts came to close to breaching 
the risk parameters, and Barclay' seniw managemerrt had to be alerted to the potential 
imminent financial loss feced by Barclay m the Aaxiurrts. 

Moreover, the Optior^ Transactir^ are in tt>e form of options, are cash-settled, do not 
convey t^ai title, and permit h^e Client to access gains oniy upon exercise. Importantly, in 
contrast to an owner of the Accowits, the Client would have no claims on the Accounts in a 
bankruptcy of Barclays and vwouid m^’ely be a general creditor. This feature is ignored by 
the IRS Memo, 



no impact on Barclays' relationship with Uie IRS. and there is no reason to expect a future 
impact. 



contractual tax indemnity from the Client, 


Further, Barclays is entiSed to a 


• it is also important to note mat the structure does not reduce the amount of the Client's 
taxable income; it merely changes the character of the income from short-term capital gains 
to long-term capital gains, which has a tax rate benefit. Accordingly, the structure can be 
viewed as having lower tax risk than other types of tax planning (e.g., completely mitigating 
taxable tncon-te). 

• There is a reputation risk for Barclays, especially if the matter proceeds to court and the 
IRS’s challen^ and Barclays’ role become publicly disclosed. However, continuing with the 
Option Transactions should not meaningfully increase Barclays' reputation risk, insofar as 
any court litigation swuld relate to the entire structure. Barclays' role will be that of a 
'Mtness (alongside Deutsche Bank) and, provided Barclays fully cooperates with the 
process, there is no reason lo expect damaging accusations from the IRS or the court. In 
particular, Barclays could not be considered to have sold a risky investment structure to an 
unsophisticated investor that did not understand the risk. 

• The Client wishes to continue with the Option Transactions, and Barclays' relationship with 
the Client since ^02 has been primarily through the Option Transactions. Moreover, the 
Client's fundamental trading operations with Barclays have bean integrated through the 
structure, and a rapd unwinding would disrupt the Clienfs activities. Further, the Client has 
asserted to Barclays and the IRS that it would like to maintain the structure regardless of the 
tax benefits. Accordingly, unwinding the transaction wili be highly damaging to our 
relationship with the Client. 
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The COLT transaction was approved by the ^jrovafe Committee on 2 September 2002 and by the New 
Product Committee on 30 July 2002 (the “Original COLT Transaction” or^COLT Transaction"). COLT 1 
was executed on 30 September 2002. Renaissance Tedmologies LLC (“Renaissance") has purchased 
28 COLT options from Barclays Bank PIG ("Barclays"), the latest being COLT XXVIII (executed 27 
November 2012). Renaissance subsequently exerdsed 24 COLT options, leaving 5 COLT options 
outstanding (options XXV-XXVil!).’ 

In each of the Original COLT Transadlrons, an managed tiy Renaissance bought one or more ball 
options from Barclays, in turn, Barclays txHighl can options with similar terms from Palomino Limited 
("Palomino"), an entity wholly-owned by Bardays, whldi is consolidated for UK regulatory purposes, but 
not for IFRS accounting purposes. The rail opticwis refeienced a set of prime brokerage accounts held by 
Palomino. Palomino has appointed Renaissance as trading manager for the accounts. 

Each of the Ordinal COLT Transactions has had a matuffty of up to 3 years. VWiere the COLT o]Mions 
were exercised more than a year after purchase. US indiwdual investors of Renaissance have been able 
to claim a 20 percentage point reduction in the US tax rate applied to income on the call option 
investments (i.e., taxation at long-term capital gain rales rather than short-term capita! gain rates or 
ordinary income rates) (the "Rate Differential Benefit”). For future COLT transactions (the “New COLT 
Transaction") the maturity of the options will not be greater than 11 months. As a result, US individual 
investors of Renaissance would no longer claim ttie Rate Differential Benefit. 

CommerclarPrivers 


Barclays 

Barclays is expected to benefit from the New COLT Transaction through the spread earned on exeajting 
and finandng the underiying equity transactions maintained in the Accounts (hisloricaily o. $100rin per 
annum). In addition, the New COLT Transaction provides meaningful benefits to Barclays beyond what Is 
achieved through an ordinary prime brokerage arrangement, including; <i) captive trade flows for up to 1 1 
months, (ii) transparency into the trading activity in the Accounts, (iii) control over the Investment criteria 
through the investment management agreement; (iv) rehypothecation rights for 1 00% of the collateral, and 
(v) ttie value of the Accounts is deemed to be zero if the value of the Accounts falls to an amount equal to 
10% of the option premiums, 

In addition to supporting a meaningful commercial activity, the COLT transaction also allows Barclays to 
maintain its long standing relationship with Renaissance, who has been a valuable client of the firm for 
over 10 years. 

Renaissarjce 

The New COLT Transaction enables Renaissance to txjild upon its successful track record In the stattetlcal 
arbitr^e space. The New COLT Transaction also provides Renaissance with committed balance sheet, 
liquidity and leverage from Barclays (including no margin calls) beyond the practice for other prime 
brokerage arrangements, given Barclays' transparency into arxJ control of the trading activity in the 
Accounts. 

Additional Background 

In 2010, the Internal Revenue Sferwce (the “IRS") released an advice memorandum describing their 
position on the treatment of a transaction similar to that of the Original COLT Transaction, in April 201 2, 
Barclays was informed by Renaissance that the IRS has formally chalfer»ged Renaissance's position and 
that the challenge will be taken to Appeals within the IRS. In October 2012, the IRS issued a summons 
requiring Barclays to provide documents regarding the Original COLT Transaction, In early 2013, the 
United States Senate Permanent Subcommittee on Investigations (the “SubcommittBe”) initiated an 
investigation on options written on baskets of securities that result in a reduction of U.S. short term capital 
gains or withholding tax obligations, Including the Original COLT Transaction. Later in mid 2013. 
Bloomberg published an article discussing the Original COLT Transaction. 


’ See i^persiS 9 
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New COLT Ttansaction- TRC /^ipsndtes 


In 12 February 2013, Barclays announced tte conclusion of its strat^ic review, THANSFORM. As part of 
this review, it announced five tax principles shouW be met when entering into tax planning activities 
for dients or for its own account. In 25 Manrft 2013, Barclays' Tax Risk Committee (the 'Tax Risk 
Committee") considered whether the CWginal COLT Transaction could be construed as inconsistent with 
Barclays’ tax principie, “Be of a type that the tex authorities would expect." The Tax Risk Committee 
acknowledged that the question of whether the Original COLT Transaction should be continued was not 
straightforward, particularfy where Barclays' wew remawisthat the IRS analysis is incorrect. The Tax Risk 
Committee decided that the currently 5 outstandn^ COLT oj^ions should be permitted to expire under 
their tenns. The currently 5 outstanding COLT options (opttons XXV-XXV!II), have a combined value of 
$2,S billion at the end of September 2013 and which expire between April 2015 and November 2015. 
Barclays wifi retain its current ability to exit the oinrenfiyoulstandmg COLT options on 60 days’ notice, 

in addition, the Tax Risk Committee agreed that Renaissance be permitted to enter into the New COLT 
Transaction. US individual investors of Renaissance would no longer claim the Rate Differential Benefit. 
US investors of Renaissance would ccmtinue to be taxed on any short term capita! gains or losses in the 
year in which the New COLT options are exercised. 

It is believed that the IRS and the Subcommittee have questioned ttie Original COLT Transaction because 
of the Rate Differenttal Benefit and that an offer to Renaissance to enter into the New COLT Transaction 
would remove much of the uncertainty as to whether the New COLT Transactton is consistent with 
Barclays’ tax principles (see discussion under the heading, "US Tax Analysis" below). 

Appmvals- 

Prime Sendees and Market Structuring are requesting approval to enter into the New Term COLT 
Transactton, The purpose of the approval fe to include all future New COLT options, subject to no material 
change to the teims of the New COLT Transaction and the status of the discussions with the !RS and the 
Subcommittee with respect to the Original COLTTransaefion. 

Consistent with the firm's new tax principles and the Tax Risk Committee’s decision, it Is noted that 
Barclays may wish to accelerate the termination or discontinuance of the New COLT Transaction, if; i) a 
litigation were decided against Renaissance, ti) Renaissance acquiesces to a proposed assessment, or Hi) 
the Subcommittee concludes that banks should not engage in transactions similar to the New COLT 
Transaction. 

Overview of the New COLT Transaction 

Exoept for the shorter maturity period, the structure of the New COLT Transaction will be identical to that 
of the recently executed COLT Transactions, as described below; 

• Badger Holdings LP. CBadger"). an entity managed by Renaissance, will buy one or more cad 
options from Barclays ^he “External Options"). In turn, Barclays will buy one or more call options 
from Palomino (the "Intemal Options"). The External Options and the Internal Options will 
reference a set of accounts held by Palomino, namely 0) a prime brokerage account with Barclays 
Capita! Inc. fBCi"), a regulated US broker dealer (the 'BCI Account'');“ (ii) a prime brokerage 
accoimt with Barclays Caf^al Securities Limited (“BCSL"), a regulated UK broker dealer (the 
"BCSL Account”); (iii) a custody account with Barclays (the “Barclays Account");^ and (iv) 
S)mthelic accounts (together “The Accounts”). 

• Palomino will appoint Renaissance as trading manager for the Accounts (the "Trading Manager”) 
in return for ongoing management fees. Renaissance will be subject to investment guidelines 
("Investment Guidelines') under its Investment Management Agreement with Palomino (“IMA”), 
which will permit the Accounts to consist solely of (0 cash. (Ii) long or short positions m equities, 
depository receipts, or similar equity-related instraments, and (m) certain types of financial 
derivatives, as described in the investment Guidelines (the ''Trading Strategy” or ‘Trading 
Activity”). 


* The BCI Account is financed via the Bank Pnme Platform stmclirc, under which Pafesnino fi) refinances the short positions in the 
BCI Account through a slock loan afrangHnent with ^ifciay {the London Branc^^) arid p) custodies its positions in the Barclays 
Account (New York Branch). 

^ The BareJays Account was esiabibhed pursuant to an Anaiged Lending atto Custody Account agreement dated September 2011. 
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N0W COLT Trsnsaction- TRC Appendices 

Pafomino can terminate the IMA on calendar days' notice, for any reason,, and 
Renaissance can terminate the on 10 business days’ notice, for any reason. 

Separately, Palomino can immediateiy temran^e the IMA for a “Cause" or a "Material 
Cause" (as defined under the IMA)/ 

■ The value of each option v/ii! be determined by reference to a relevant portion of the gams or 
losses on the Accounts according to the outetanding term and size of the upfront premium on each 
option/ 

The Internal Options and external Optioi® ^freely exercisable by Barclays or Badger, 
respectively, upon 5 busine^ days' notice/ 

There is. no legal requirement: ftH- ttie Internal Ofrtion to be exerdsed in the e\^nt an 
External Option is exercised. 

Extsnwion 

Optons 



Appendix 2 - Economic Benefit 


* See Appendix 9 

* There wi!! be a small negative spread behwavtiw franiums received by Barclays or\ the External Options and frte premiums paid 
by Bardays to Palomino on the Internal Op«ons (apf^oximately $05m-S1 .Om pa- year), The spread wiil be used to fund me ongoing 
roanag^nent fees paid to Renaissance under lie IMA and s offset against the income generated from the prime brokerage fees on 

Accounts. 

* It shouid be noted that there is ho iegat requiremeri fa- the Trarfing Maragw to fiquidate posiBohs in the Accounte upon 
exercise of any of the intorrrai Options or Ihs Extatnd ojSiore. 
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fetimat^ revenue (post costs, 
excef^ legate) 

Barda^ earns ejrecaiHon, secu^ies lending, financing and 
deartog from providing prime services under the Accounts 

of aixjrojamatelv SlOOm per annum from the Accounts. 

RWAs 

Assumed by Prime Services 

Balance Sheet 

Equal to the feir value of the opfions {as caicuiated based on 
toe v^lue of the Accounts) 


Appendix 3 - Legal 

Dodd Frank 



Vb/ker Rule 



Appendix 4 -Risk 

■ Market risk on Palomino's positions is hedged, in part, by the External Call Options, 

■ Renaissa nee is exposed to 1 Q0% of the risks from Palomino's Trading Activity up to a maximum of 
the call opaion premiums. Barclays, as a group, is exposed to the gap risk on the securities (i.e, 
the risk that the value of the positions in the Accounts fells by an amount greater than the 
aggregate of the call option premiums prior to the time when Palomino Is able to cause an unwind 
of the positions in the Accounts) {the ‘Gap Risk*). The Investment Guidelines In the IMA impose 
limits on liquidity, sector exposure, size and leverage in order to substantially reduce the risk that 
any Gap Risk loss is greater than the call option premiums. The limits are such that Barclays 
Credit and Market Risk departments are comfortable the Gap risk is managed within acceptable 
limits. 

■ Risk Management TechniQues 

The Tfeks of the New COLT Transaction generally are reduced by the following risk management 
techniques: 

An option expires w’rth zero \relue if its value falls to 10% or less of the premium amount; 

v' Should the equity value of the Accounts fall to an amount equal to 10% of the option 
premiums, Palomino will have the right to Rquidale the positions; 

Strict Investment Guidelines - abiRty to terminate the IMA if non adherence; 
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New COLT Transaction - TRC Appendices 

■/ Monitoring of trading by Risk to. ensure adher^H^ to investment Guidelines; 

/ Trades outsWe of the tnves^ront GukleHnes t^lng mansferred out of me Accounts to 
Renaissance's own account’ 

v" Ability to reduce fe\^ra^ if Trading Strat^y orrisk profile changes; 

Palomino being able to terminate the IMA for any reason upon 60 calendar day notice. 
Appendix 5 - Regulatory 
Paiomino 

■ Paiomino (a core UK entity) is a wholiy-twed subsidiary of Barela)®, and is consolidated for 
regulatory purposes. 

• The positions in Palomino are reported as trading book assets. 


Baixjavs 

» Barclays has an exposure to F^lomino under the Internal Options. Whilst core-to-core exposures 
are not reported for 8)demai UK regulatory reporting purpose, a limit needs to be established in 
the GCIS2 system Ip capture the ejqsosure. The limit will be updated periodically based on the 
NAV of the options. 

Significant holdirios of Financial instruments 

■ Under the CRD IV / Basel 111 ("Non significant holdings of Financial Instruments”), there are limits 
on the proprietary holdings that Barclays can have in a financial sector entities capital (otherwise a 
deduction from capita! is required). 

It is noted that the approval to the New COLT transaction Is given based on the understanding that 
the New eeXT options will not result in a capital deduction to Barclays as a result of the 
underlying equity holdings in the Accounts. 

■ Prime Services is currentiy considering several options, but in an extreme case, the IMA could be 
amended to limit the holdings in financial companies. 


Appendix 6 -> Tax Analysis 
UK Tax Analysis 
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f^ew COLT Transsctitxy - TRC Arpent&xs 



US Tax Analysis 
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New COLT Transaction- TRC Afp&i<£ces 



Appendix 7 - Accounting 


Consolidation Analysis 

Palomino will not be consolidated with Barclays (or IFRS or US GAAP purposes; 

• IFRS - in acx:ordance with IAS 27, Palomfrio is conti’oited by Barclays through its ownership of 
100% of the wting rights and the abifity to appoint and remove directors. However. Palomino has 
a narrowly defined scope of activities O^eing As involvement in project COLT) and, as such, is 
considered a "special purpose entity" within the scope of SIC-12. Under a SIC-12 analysis, it has 
been concluded that Barclays should not consolidate Palomino on the basis that Renaissance 
controls the major activities of Palomino and is ejqaosed to substantially ail significant risks and 
rewards arising from the activities carried out through the Accounts. 

" US GAAP (FAS 167) - Renaissance controls the major activities of Palomino and is exposed to 
substantially all significant risks and rewards arising fnxn the activities carried out through the 
Accounts, being the only permitted activities of Palomkjo. Consequently, under FAS 167, 
Renaissance is the primary beneficiary and therefore Barclays should not consolidate Palomino 
for US GAAP purposes. 

Palomino Solus fiFRSi 

• The Interna! Options and the Accounts will be fair valued through the income statement, 

• internal Potions -the mark-to-market value of the Internal Options on the balance sheet will be 
captured based on the NAV of the Accounts and will be reported as “DerrvativQ Financial 
Instruments'. 

• The Accounts - the Accounts will comprise of long/short equity positions and other types of 
financial derivatives (as allowed under the Investment Guidelines) and will be reported on the 
balance sheet as 'Held for Trading" or other, depending upon the nature of the investments. 

• Investment Management Fees (paid to Renaissance) - will show as an expense on Palomino's 
profit and loss. 

Barolavs Solus flFRSi 

• The shares issued by Palomino will be accounted for at cost as an investment in a subsidiary. 

■ E?d.ernal Options - will be reported on the balance sheet on a marked to market basis within 'Other 
Liabilities - Credit Balances arising from off balance sheet instruments'. 

■ Internal Options - wiU be reported on the balance sheet on a marked to market basis within 'Other 
Assets - Debit Balances arising from off balance sheet instruments'. 

» The market value of the Externa! Options and the Internal Options will net out in the P&L within 
'Dealing Profits’. 
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New COLTTransaction — TRC Appendices 

■ The call premiom paid and received w8l be rec<Kd«l on Ihe balance sheet against the MTM 
values. 

Appendix 8 - Compliance 

Compliance has been informed of the proposal. 

No regulatory or other statutory approval will be required for foe transaction but a pre-notification letter to 
the Federal Reserve of New York (“Fed") shouW be sutiMTritted prior to execution. 

Prime Services and Maitet Structuring have prewously notified the Fed via a tetter in June 2013 on the 
transfer of existing COLT options from Barclays New Yorit Branch to London Branch. 

Any compBance-related i^ues will be agreed with Compliance prior to execution in accordance with the 
normal <x>urse of business. 

Transaction Reporting 

- External and Internal Potions - the External Options and foe Internal Options are ophons over 
Accounts (which are not exchange listed), and as such they are not subject to Financial Conduct 
Authority C'FCA”) transaction reporting requirements. 

However, there are some underlying secxirities in the Accounts that are exchange listed’’, and as 
such are subject to FCA transaction reporting requirements. The executing dealer will report the 
relevant securities as part of its ongoing business as usual reporting process. 

• Palomino - Palomino is not a FCA regulated entfty and as such is not subject to FCA transaction 
reporting requirements. 

Appendix 9 - Miscellaneous 

9.1 Summary Unv^nd Scenarios 

Scenario 1 -- normal unwind : 

» Under a nomtai unwind, one or more External Options will be exercised by Badger. 4 Business 
Days later, the Cash Settlement Amounts'^ will be paid to Badger by Barclays. 

Scenario 2 - Knock Out Event : 

■ If the Account Equity fails below the knock-out level (le. an amount equal to 1 0% of the option 
premiums) the External Options and foe Internal Options will be exercised with a Cash Settlement 
Amount of zero. 

Scenario 3 - termination of the IMA for anv reason by Palomino or bv the Trading Manager : 

■ Palomino can terminate foe IMA, for any reason, on 60 calendar days’ notice, and the Trading 
Manager can terminate the IMA. for any reason, on 10 business days notice. 

■ Although foere is no legal requirement for foe External Options or the Internal Options to be 
exercised upon termination of the IMA. it is expected that Badger and Barclays would exercise the 
E>dema] Options and internal Options, respectively. 

Scenario 4 - termination of foe IMA bv Palomino for a Cause or Material Cause: 


There will be a wneli rwgafive spread between the fMemiuns received by Barclays on the External Options and the premiums paid 
by Bardaysto Palwnino on the Inlernai O^^ons (^proximatdy $0.5m-S1.0m per year). The spread wiil be used tofund the cngoing 
maiagfemenS fees paid to Renaissance under the IMA arsl is c#fset against the incwne generated from the prime brokerage fees on 
^ Ajcourte. 

' SecufitieB ttel are exchange listed the Eixopeai Ur^ are suliqeci to FCA reporting requirements. 

” It is broadly calculated as the sum of the ipfror* premKKn ^us w miiuis a retevant portion of the gains and losses on the positions 
in the Accounts 
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• Paiomino can terminate the IMA immediately due to *Cause“^'* or 'Material Cause”’"’. 

- Under termination for a “Material Cause". Palommo ora toitd parly investment manager (on behalf 
of Palomino) may assume conO’ol of the Accounts and would conduct an orderly disposition of aii 
positions In toe Accounts. 


9.2 Currently Outstending COLT Options (Unexercised) 



t-: 



yatostSon Date 

Tj^m 

Preiwwrtjteip}: 

PasO^ISral 

SslnAoiiSjSiBt] 

XXV 

DDO 

18-Apr-U 

Unexercised 


$StM5,0 

$810.4 

$510.4 

XXVI 

KE 

ig-Jon-lZ 

Unejttrcised 


SS«),0 

$744.1 

S444,l 

XXV8 

FFF 

9-Oct-i2 

Unexercised 


$2501) 

$496.4 

S246.4 

xxvra 

GGG 

37-NOV-12 

Unexercised 


$250.0 

$4769 

S226.9 


HHH 


Unexercised 



.7 ' Sistis 



*Values as of end of September 201 3 


■Cause": {1) change of law; and. h respect to the Trad^ Manager: (3 matwial viotetion of the law materia! breach of the IMA 
(-t) kjss of licence {5) violation of the investment Gudelnes (Q Tetminalion Event of Event of DefeuR under PB A^'eements (7) 
adversary proceeding again^ the TracSng Manager wSteut its consertf. 

"Materia! Cause': in respe« to the T radir^ Manager; <1) material wofetjwi of toe law as it relates to the Accounts (2) mis«indud 
or rwgiigence (3) none of the Key Men is employed by the Tradng Manager (4) the Trading Manager is prevented for any reason 
from effectively managing any of the /tocour^s (5) the value of the Accourts, or Accourts Equity and/or Net Sector Positions are 
different than allowed in the Investment Guddines (6) adverwry proceeding agamst the Trading Marager with its consent. 
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Memo 


Barclays 


To 

Tax Risk Committee 

From 

SCM 

Date 

12 October 2012 

Sutgect 

COLT 


BAKCIAYS 


This memo explains the background to an inv^lment sbjcture which has been in place for 10 years 
and explains why, notwithstanding the publicity risk that Barclays is subject to as a witness to frie case if 
the Client proc^ds to litigate in court, we believe it remains an appropriate transaction for Barclays to 
be a party to. 

The COLT XXVIi option transaction (the “New Option Transaction" and, together with the prior COLT 
option transactions, the "Option Transactions") was executed on 9 October 2012. The SCM US 
Approvals Committee approved the New Option Transaction on 1 October 2012, the chair of the CIB 
Reputational Risk Committee (Lairy Wieseneck) was notified of Oie New Option Transaction on 4 
October 2012, and the Tax Risk Committee discussed the Option Transactions on 8 October 2012. 

The Option Transacttons were originally approved by the SCM Approvals Committee and the New 
Products Committee in 2002 and have been subject to regular review by the SCM US Approvals 
Committee (prior to October 2012, most recently in March 2011). 

Background 

Investment Structure 

In each Option Transaction, an affiliate of Renaissance Technologies LLC (together with Its affiliates, 
tJi© “Ctient") buys a call option from Barclays, whi(^ option references a set of prime brokerage 
accounts held by Barclays (the "Accounts"). Further, the Client has been appointed the investment 
manager for the Accounts, 

Barclays has benefrted from the Option Transactions primarily from the revenue generated for Prime 
Services by the trading acfivity in the Accounts. Since 2002. the revenue has totalled £322.7m, The 
Option Transactions are the principal structure by which the Client deals with Barclays.’ 


Outside of the Option Transactions. Barclays has received approximately £12m from the Client 
forthp period January 2011 through September 2012. 
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2002 

£7.0 

2008 

£53.4 

2003 

£7.2 

2009 

£37.5 

2004 

£15.9 

2010 

£29.8 

2005 

£20.0 

2011 

£56.7 

.2006 

£16.8 

2012 

£59.9^ 

2007 

£18.6 

_ _ 

Total 



£322.Sm 


Tax Risk 

The Interna! Revenue Service (the “IRS”) has b^n aud'rtirtg the Client’s US tax treatment of the Option 
Transactions. In 2010, the IRS issuaj a memo (the “IRS Memo’) arguing that options like, the ones in 
the Option Transactions should not be treated as opttons for tex purposes, and that the option owier 
should be treated as ov/ner of the r^renced acwHints. The IRS and the Client may seek to litigate 
the matter in court, Before going to court, we expect' toe Client to go to Appeals (which is an informal 
administrative forum where disagreements between taxpayers and toe IRS can be resolved in private 
without the formality and publicity of a court trial). 

On 9 October 2012, the IRS issued a summons requiring Barclays to provide certain documents (and 
we understand the IRS issued a sirhilar Simmons to Deutsche Bank, which has entered into a similar 
investment structure with the Client), and toerefore, we expect toat Barclays (and Deutsche Bank) will 
be called as witnesses in due course. 

Sophistication of the Client 

The Client Is a very sophisticated investment firm and one of the most successful hedge funds in the 
statistical aitiitrage space with an almost uniquely successHil b’ack record. Since 2002, the Client has 
purchased call options from Barclays 27 times (and subsequently exercised toose options, except for 
the 6 most recent options, which remain outstanding). The average premium paid for the Option 
Transactions has been approximately $190m. The substantial premiums for toe Option Transactions 
have been funded by the Client’s owners and employees, with no third-party investors. 

It was toe Client toat originally approached Barclays with the idea of the Option Transactions, and the 
Client has implemented a similar Investment structure with Deutsche Bank- The tax, and reputational 
risks in the structure have been discussed with the Client. The structure is overseen by the Client's 
CFO and COO, (The CFO, who has been with toe Client since 1983, is a foimer CPA with toe firm of 
Seidman & Seldman (now BDO USA) and holds a law degree from NYU law school in tax law. The 
COO, who has been '^to the Client since 2008, was formerly the CFO of SAC Capital and the head of 
Deutsche Bank's Global Equity Finance and Prime Broker businesses.) 

A m^or law firm (Winston & Strawn) has been advising the Client on the lax and legal iss.ues with 
respect to the Option Transactions. 


Why the Option Transactions Remain Appropriate Notwithstanding the IRS Challenge 



Annualized based on year-to-date revenue as of 30 S^tember 2012. 
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The IRS has argued that the Client should be treated as the owner of the Accounts, because 
the value of the call options reflect aB of the potential for gain on the Accounts and substantially 
all of the risk of loss. The IRS has aigued teat Barclays’ gap risk, whereby the value of the 
Accounts falls by an amount in e>a»ss of the option premium, is- remote and merely theoreticsi. 
However. Barclays assumes significant gap risk vrith respect to tee leveraged long-short 
statisticai artitrage strategy folfowed tee Accounte. The Accounts have perfomied positively 
because of tee Client's successful investment advte, rather than tee Opfion Transactions' 
inherent structure. 

For example, in August 2007, there was a hi0l level of volatility in the statistical arbitrage 
industiy, and several investment -fimts were effecfively put out of business. The Client was not 
immune to the volatility, the fading activity in tee Aeeairrts came to close to breaching the risk 
parameters, and Barclays' senior managem^n had to be alerted to the potential imminent 
financial loss faced by Barclays on tee Accounts. 

Moreover, the Option Transactions are in the form of options, are cash-settled, do not convey 
legal tiUSi and permit the Client to aco^ gans only upon exercise. Importantiy, in contrast to 
an owner of tee Accounts, the Client would have no claims on the Accounts in a bankruptcy of 
Barclays and would merely be a general creditor. This feature is ignored by the IRS Memo. 



• Bote the IRS and Her Majesty's Revenue and Customs reviewed Barclays’ involvement in the 
Option Transactions and those reviews are complete vnth no issues currently outstanding. 



Discussions regarding the Option Transactions with the IRS to date have had no impact on 
Barclays’ relationship with tee IRS, and there is no reason to expect a future impact. 



tax indemnity from the Ciient. 


• It is also Important to note teat the structure does not reduce the amount of the CHent’s taxaWe 
Income: it merely changes tee character of tee Income from short-term capital gains to long- 
term capital gains, which has a tax rate benefit. Accordingly, the structure can be viewed as 
having tower tax risk than other types of tax planning (e.g., completely mitigating taxable 
income). 

* There is a reputation risk for Barclays, especially if the matter proceeds to court and the iRS’s 
challenge and Barclays’ role become publicly disclosed. However, continuing with the Option 
Transactions should not meaningfully increase Barclays' reputation risk, insofar as any court 
litigation would relate to the entire structure. Barclays' role will be that of a witness (alongside 
Deutsche Bank) and, provided Barclays fully cooperates with tee process, there is no reason to 
expect damaging accusations from the IRS or tee court. In particular. Barclays could not be 
considered to have sold a risky investment structure to an unsophisticated investor that did not 
understand the risk. 
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• The Client wishes to continue the Option Transactions, and Barclays' relationship with the 
Client since 2002 has been through the C^ion Transactions. Moreover, the Client’s 

fundamental trading operati<xts wift Barclays have been integrated through the structure, and a 
rapid unwinding would disrupt ttie Client’s activ^es. Further, the Client has asserted to 
Barclays and the IRS that it would liice to maintain tiie stmcture regardless of the tax benefits. 
Accordingly, unwinding the iians^on vwll be highly damaging to our relationship Mth the 
Client. 


CONFIDENTIAL & PROPRIETARY 


BARCLAYS-PSI-748598 



1041 


PAUL. WEISS, RIFKIND, WHARTON & GARRISON LLP 


I 285 AVENUE OF THE AMERICAS 
NEW YORK. NEW YORK 10019-6064 
TELEPHONE {2 12)373-3000 

LLOVO K. GAnSISON (194C-599U 
RANOOLPH E. PAUL (I946-19SB1 
SIMON H. RiFKINO lt9S0'(S95l 

LOUiSS, WEISS (1927-1950) 

JOHN F. WHARTON 11927-1977) 


1 , OFFICE TOWER A. BCUINe FORTUNE FLAZA 
NO. 7 DON6SANHUAN ZHONGUJ 
CHAOTANO DISTRICT 

8EUINC 100020 
PEOPLE’S REPUBLIC OF CHINA 
TELEPHONE (SS-IO) 9028-6300 


I 2TH FLOOR. HON6 KONO CLUB BUILDING 
3A CHATER RO)W. CENTRAL 
HONG KMIG 
TELEPHONE (BSS) 2B46-0300 


WRITER'S OmeCT DIAL NUMBER 

212-373-3061 

WRITER'S DIRECT FACSIMILE 

212-492-0061 


ALOER CASTLE 
lO NOBLE STREET 
LONDCm EC2V 7JU. U.X. 
TELEPHONE (44 ZO> 7367 1600 

FUKOKU SEIMEI BUIU3ING 
2-2 UCHISAIWAICH0 2-CH0HC 
CHIVOOVKU. TOKYO 100-001 1. JAPAN 
TELEPHONE <61 -3) 3567-6101 


WRITER’S DIRECT E-MAIL ADDRESS 

cboehning@pauiweiss.com 


TORONTO-OOMINION CENTRE 
77 KING STREET WEST. SUITE 3 1 00 
P.O. BOX 226 
TORWITO. ONTARIO MSK I J3 

TELEPHONE (416) SO4-OS20 


2001 K STREET, NW 
WASHINGTON. OC 20006-1047 
TELEPHONE (202) 223-73<K) 


June 27, 2014 


500 DELAWARE AVENUE, SUTTE 200 
POST OTOCe BOX 32 
WILMiNGTCm. DE 19899-0032 
TELEPHONE (3021 699-44 lO 


MATTHEW W. ABSOTT 


OANIELJ, SELLER 
CRAIG A. BENSON 
MITCHELL L- BERG 
MARKS, BERGMAN 
SRUCE BIRENBOiM 


ANGELO BONVINO 


RICMARO J. BRONSTEIN 
OAVID W. BROWN 
SUSANNA M. auERGEL 
PATRICK S. CAMPBELL* 
JESSICAS CARET 


CHARLES H. GOOSE, JR. 
ANDREW Q. GORDON 
UOI SROFMAN 
NICHOLAS GR00MBRII7GE 
GAINES GWATHMEV.m 
ALAN S. HALPERtN 
CLAUDIA HAMMERMAN 
GERARD E. HARPER 
BRIAN S. HERMANN 
ROBERT M. HIRSH 
MICHELE HIRSHMAN 
MICHAEL S HONG 
DAVIDS. HUNTINGTON 
LORETTA A. IPPOLITO 
JAREN JANSHORBANI 


ROBERTA A. KAPLAN 
PATRICK N, KARSNIT2 


W. KORN8ERG 
L J. KRAMER 
K, LAKHOHIR 


DANIEL J. LEFFELL 
JEFFREY D. MARELL 
MARCO V. MASOrn 


WILLIAM B. MICHAEL 
TOBY S. MVEBSON 
CATHERINE NYARADY 


CHRISTOPHER J. CUMMINGS 
CHARLES E. OAVIDOW 

DOUGLAS R- DAViS 
THOMAS V. 06 LA BASTIDE III 
ARIEL J- OeCKELSAUM 
ALICE aSClSLE EATON 
ANDREW J, EHRLICH 

SREGORV A. EZRING 
LESLIE GORDON FASEN 
MARC FALCONE 

ROSS A. FIELDSTON 
ANDREW C. FINCH 
BRADJ. FINKELSTEIN 
BRIAN P, FINNEGAN 
ROBERTO PINZI 
ROBERTC. FLEDER 
MARTIN FLUMENSAUM 
ANDREW J. FOLCY 
HARRIS e. FREIDUS 
MANUEL S. FREY 
ANDREW L. GAINES 
KENNETH A. GALLO 
M^HAEL^.^OERttMAN 
SALVATORE GOGLIORM6LLA 
ROBERT 0. OOLOBAUM 
NEIL GOLDMAN 


RAOWANER 
mEISNER 
WALTER G, RICCIARDl 


i, SAFERSTEIN 


KENNETH M. SCHNEIDER 


JAMES H. SCHWAB 


DAVID R SICULAR 
MOSES SILVERMAN 


AUDRA J. SOLOWAY 
SCOTT M. SONTAG 


ROBYN F TARNOP6KY 


LIZA M. VELAZQUEZ 
MARIA T. VULUO 
ALEXANDRA M. WALSH* 
LAWRENCE C. WEE 
THEODORE V. WELLS. JR. 
BETH A. WILKINSON 
STEVEN J. WILLIAMS 
LAWRENCE I, WITDORCMIC 


T ROBERT ZOCHO) 


By Electronic Mail 


Bob Roach 

Senior Counsel Pemanent Subcommittee on Investigations 

Committee on Homeland Security and OovemmentaJ Affairs 

United States Senate 

SR-1 99 Russell Senate Office Building 

Washington, D.C. 20510-6262 

Re: Deutsche Bank Subpoena E02994 

CONTAINS CONFIDENTIAL BUSINESS AND PROPRIETARY 
INFORMATION 


Dear Bob; 

I write to follow up on my letter of June 20, 2014, providing responses to 
questions three, four, eight and nine from your June 13, 2014 email. I address the 
remaining questions below, with the exception of your second question regarding legal 
opinions. As we have discussed, I will respond to that quffition separately in a meeting 
with you next week, 

Ouestion 1 

With respect to each option that Franconia / Mosel purchased from Deutsche Bank, 
please provide the following information: 
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PAUL, WEISS, RIFKIND, WHARTON 8 GARRISON LLP 

Bob Roach, Senior Counsel 2 


a. the name and the date purchased; 

b. the expiry date; 

c. the premium paid; 

d. the date exercised; and 

e. the cash settlement amount paid to the option holder, and the amount of cash 

taken out at exercise (i.e. not rolled into another option). 

Please see the enclosed chart, bearing Bates numbers DB-PSI 00052583- 
00052585. Please note that due to the passage of time and changes in internal systems, the 
data from pre-2008 is subject to greater uncertainty than the more recent data. We have 
provided the most accurate data available. In addition, we note that in response to the 
question of “the cash settlement amount paid to the option holder, and the amount of cash 
taken out at exercise (i.e. not rolled into another option),” the cash settlement amount is the 
same as the amount of cash taken out at exercise. To our knowledge, cash was never 
“journaled” from one account to another, so even if one option was settled the same day as a 
new option was opened, there would be two separate transactions- — one, the wire to the client 
equal to the cash settlement value of the option account and two, a separate payment from the 
client of whatever the premium amount was for the new option. 

Question 5 

For each year, what fees and other income did Deutsche Bank earn through its 
participation in the barrier option transactions with Renaissance (excluding gains in the 
referenced accounts and other accounts used to hedge/offset the gains of the option 
holder)? 


Please see the attached chart, bearing Bates numbers DB-PSI OOOS2586- 

00052587. 

Question 6 

For each year, what fees and other income did Deutsche Bank earn through its 
participation in the barrier option transactions with GWA, LLC? 

Please see the attached chart, bearing Bates numbers DB-PSI 00052586- 
00052587. We note that while all George Weiss MAPS options terminated in 2010, a 
nominal amount of revenue was recognized in 201 1 due to post-closing adjustments. 

Question 7 

For each year, what fees and other income did Deutsche Bank earn through its 
participation in the barrier option transactions with other entities? 

Please see the attached chart, bearing Bates numbers DB-PSI 00052586- 
00052587. We note that certain options generated a nominal amount of revenue in the year 
after they closed due to post-closing adjustments. We further note that, due to the passage of 
time, we have only been able to obtain historic revenue data for the years 2000 to present. 
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PAUL, WEISS, RIFKIND, WHARTON & GARRISON LLP 
Bob Roach, Senior Counsel 


Should you have any additional questions about these issues, please do not 
hesitate to contact me. 


Sincerely, 

H. Christopher Boehning 
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WilmerHale 


June 27, 2014 


Reguudd J. Brown 

+ 1 202 663 643010 
+ 1 202 663 636310 
i'egm3id.bfown@wi!mBrhalecom 


By Hand Delivery 

Hon. Carl Levin, Chairman 

Hon. John McCain, Ranking Member 

Permanent Subcommittee on Investigations 

Committee on Homeland Security and Govemmenla! Affairs 

United States Senate 

SR- 1 99 Russel! Senate Office Building 

Washington, D.C. 20510-6262 

Dear Chairman Levin and Ranking Member McCain: 

We represent Renaissance Technologies LLC (“Renaissance”) and submit this letter on 
Renaissance’s behalf in response to the Permanent Subcommittee on Investigations’ (“PSI”) 
subpoena dated December 20, 20 1 2 and follow-up questions asked by Subcommittee staff on 
June 13,2014. 


* * ♦ 

By providing the enclosed document, Renaissance does not waive, and does not intend to 
waive, any applicable privileges or other legal basis under which various other documents may noi 
be subject to production, including the attorney-client privilege or work product privilege. If it 
were found that any of the information provided by Renaissance constitutes disclosure of 
otherwise protected matters, such disclosure would be inadvertent. 

The enclosed document contains sensitive and proprietary business infoimation, including 
highly confidential intellectual property. We respectfully request that such information, including, 
but not limited to, confidential taxpayer information, be accorded special protection from 
disclosure. Such treatment would be consistent with the policies underlying 26 U.S.C. § 6103 
which affords special protections for tax returns and return information. We respectfully request 
that the produced documents be maintained confidentially under Senate Rule XXIX. 5 and not be 
released publicly without a majority vote of the PSI. We further request that the PSI staff provide 
the undersigned with notice and an opportunity to be heard in the event the PSI determines that it 
will disclose any information from this production or letter to a third party. Such treatment would 
be consistent with the respect for privileged and confidential information that the Subcommittee 
has shown in the past. We particularly point out the response to questions 2a and b. 


Wiimer Curler Pickering Hale and Dorr ixp, 1875 fontwylvania Avenue NW, Washington. DC 20006 

Deijing Berlin Boston Baisseis Rankfun Loncton Los Angles New 'fork Oxford Palo Alto Waitham Washington 
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Hon. Carl Levin, Chairman 
Hon. John McCain, Ranking Member 
June 27, 2014 
Page 2 


Please contact me (202-663-6430), Sarali P&hl (212-295-6305) or Ross Kirschner (202- 
663-6021) if you have any questions. 

Sincerely, 

//(r • 7 '%-:: 

Reginald J. Brown 
Sarah Pfijhl 
Ross Kirschner 

Enclosure 
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Responses to Renaissance Follow Up Questions 
June 27, 2014 

1 . a. The following chart provides the percentage and amount, on an annual basis, of fees 
paid to Renaissance Teohnoiogies LLC or Renaissance Technologies Coip. by Palomino 
and Deutsche Bank. 


Year 

Deutsche Bank 
Rate 

Deutsche Bank 
Amount Paid 

Palomino Rate 

Palomino 
Amount Paid 

2000 

Fixed Fee 

$110,000 

N/A 

N/A 

2001 


so 

N/A 

N/A 

2002 

Fixed Fee 

$100,000 

Fixed Fee 

$100,000 

2003 

Fixed Fee 

$1,200,000 

Fixed Fee 

$350,000 

2004 


$0 

Fixed Fee 

$350,000 

2005 

Fixed Fee 

$3,590,000 

Fixed Fee 

$615,384 

2006 

Fixed Fee 

$3,600,000 

Fixed Fee 

$615,384 

2007 

Fixed Fee 

$4,716,200 

Fixed Fee 

$615,384 

2008 


$0 

Fixed Fee 

$615,384 

2009 

2.00% 

$11,317,888 

Fixed Fee 

$615,384 

2010 

2.00% 

$35,259,712 

Fixed Fee 

$615,384 

2011 

2.00% 

$26,334,407 

Fixed Fee 

$615,384 

2012 

2.00% 

$18,020,412 

Fixed Fee 

$615,384 

2013 

2.00% 

$18,420,338 

Fixed Fee 

$615,384 


None of the Renaissance-related entities that purchased the barrier options paid a fee to 
Renaissance Technologies LLC or Renaissance Technologies Corp. 

b. At your request, Renaissance previously provided you with information regarding all 
journaling that took place in accordance with the procedures set forth under the ■ 
investment advisory agreement entered into between Renaissance Technologies LLC and 
Deutsche Bank AG London dated December 15, 2008. See Bates RT-PSI-00384763 and 
Bates RT-PSI-003 84764 to RT-PSI-00384777. Journaling was not used in the Barclays 
options at any time, or Deutsche Bank options prior to December 15, 2008, because each 
such option referenced a proportionate part of a single notional portfolio. When such 
options were entered into or exercised, the proportionate amormt of the single notional 
portfolio referenced by other options was adjusted accordingly. This did not involve the 
transfer of reference assets from one notional portfolio to another. 

c. Cash was never transferred from the notional portfolio referenced by one option to the 
notional portfolio referenced by another option. 

d. Renaissance is not aware of any instance where a leverage or other investment 
guideline breach would have occurred but for the purchase of any option from Deutsche 
Bank or Barclays. 
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- Redacted by the Ptmiancnt 
Subcommittee on Investigations 


2 , 


aad Detttsehe Bank notional portfolios varies significantly, both from day to day and 
from year to year. A reasonable average would be in the range of 1 00,000 to 1 50,000 
recommendations a day for each entity. When considering these numbera, one should be 
aware that when Renaissance seeks to create a large position in a particular stock in one 
of the notional portfolios, it typically does so by recommending a series of small trades so 
that hedging transactions executed in accordance with these recommendations will not 
have an undue impact on the stock’s price. Renaissance considers holding time and 
trading information to be highly confidential intellectual property, and is particularly 
concerned that holding time information not be publicly disclosed. Renaissance asks that 
the Subcommittee speak with us fiirther regarding any portion of this response that it 
would like to make pubic in order to avoid inadvertently publishing proprietary 
information that would be usefiil for Renaissance’s many competitors who are trying to 
copy its strategy. 

c. Excluding the first Deutsche Bank option, which was held for only a few weeks in 
2000, as well as any options not yet exercised, the average duration for Deutsche Bank 
options initiated during 2000-2009 was 455 days, the average duration for Barclays 
options initiated during 2000-2009 was 399 days, the average duration for Deutsche Bank 
options initiated during 2010-present was 378 days, and the average duration for Barclays 
options initiated during 2010-present was 493 days. 

d. 1 00% of the cash settlement value of each option was paid or credited to the option 
purchaser at exercise or expiration. Please see the response to question l.b. regarding 
journaling. 

e. Excluding options that terminated during or before 2003, for which data is not readily 
accessible, the average difference between the gross market value (the value of long 
positions plus the absolute value of short positions) of the notional portfolio, or 
proportionate part of a notional portfolio, referenced by a particular option 30 days prior 
to such option’s final valuation date and such gross market value on the option’s 
valuation date is approximately $2,316 billion for the Deutsche Bank options and $2,770 
billion for the Barclays options. 

f. In the case of the Barclays options and pre-December 1 5, 2008 Deutsche Bank 
options, 100% of each such option’s proportionate share of the relevant notional portfolio 
as of its date of exercise continued to be included in the relevant notional portfolio. 
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Your e-mail dated June 18, 2013, asks for a chronology which “shows the shifting, 
reallocation or rebalancing of positions between live options, as well as the roiling over 
of positions from an exercised option to a newly created option.” Please note that each 
option is simply, a contract betweai the option purdi^er and the option seller that entitles 
the option purchaser, in certain droimstances, to receive a cash payment from the option 
seller. That payment is based, in part, on the performance over time of notional positions 
generated by the Renaissance algorithm. However, the options do not contain, or provide 
ownership rights with respect to, any “positions,” Mid therefore no such positions could 
have been, or ever were, “shifted” or “relocated” from one option to another. 

To hedge its obligations with respect to the optior^, each option seller (or an affiliate of 
such option seller) owned and maint^ed one or more accounts managed by Renaissance 
pursuant to an investment advisory agreement (“lAA”) between Renaissance, as 
investment advisor to such account, with the option seller or its appropriate affiliate as 
client. Because each such account hedged ail of the then-outstanding options written by 
the relevant option seller,^ there was no need for any “shifting, reallocation or 
rebalancing of positions” in the accounts. 

When Deutsche Bank established a new hedge account in December 2008 to hedge its 
obligations under its European-style options, it began a practice of establishing individual 
sub-accounts of that hedge account and assigning to each sub-account the positions held 
to hedge a particular option, B^inning in December 2008, Renaissance and Deutsche 
Bank entered into individual sub-advisory agreements cotr^ponding to each European- 
style option; the notional portfolio referenced by each such option was based on 
Renaissance’s recommendations pursuant to the corresponding sub-advisory agreement, 
and Deutsche Bank recorded the positions it held as hedges of that option in the 
corresponding sub-account. Rirsuant to these sub-advisory agreements. Renaissance 
recommended, in certain circumstances, that positions that had been recorded in one sub- 
account be removed from that sub-account record and entered into the record for another 
sub-account, The resultit^ journal entries would be made at the then-current market 
prices of the affected positions; thus, this process did not result in the shifting of any 
profit or loss from one sub-account to another. No cash was transferred between sub- 
accounts in connection with this process. 

The journal recommendations described above were only made during a period around 
the termination date for the relevant option or when a new option was purchased (at 
which time a new sub-account would be established with the purpose of tracking the 
hedge to that option). The following chronology provides details regarding these journal 
entries between sub-accounts. 


Note that Deutsche Bank owned separate sets of accounts to hedge its Ainerican-stj’Ie options and 
its European-style options. 


Conifdentia! Treatment Requested by Renaissance Technologies LLC 
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1 - December 2009 

2. June 2010 

3. September 2010 

4. November 2010 

5. December 2010 

6. September 2011 

7. December 2011 

8. June 2012 

9. November 2012 

10. December 2012 


Chronology 

Close hedge Sub-AiJcount underlying Option 94 1 50053 
Close hedge SAl underlying Option 94150301 

Close hedge SA2 und^lying Option 94150305 

Open hedge SA6 underlying Option 94 1 50325 

Open hedge SA7 ui^erlying Option 941 50330 

Close hedge SA3 underlying Option 94150310 
Close hedge SA4 underlying Option 94 1 503 i 5 

Close hedge SA6 underlying Option 94150325 

Close hedge SA5 underlying Option 94150320 

Close hedge SA7 underlying Option 941 50330 

Close hedge SA8 underlying Option 94150335 

Close hedge SA9 underlying Option 94150340 


Confidential Treatment Requested by Renaissance Technologies LLC 
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la. December 2009 - Qose hedge Sub-Account underlvina Option 94150053 

Rebalance Event 

Option reference # 94150053 v«is exerrased 
Exercise Date 12/30^009 


Source Option reference # 94 1 50053 


Trade Date 

12/17/2007 : 

Premium 

$130,000,000 ! 

Initial Leverage 

n/a i 

Notional 

$1,170,000,000 ^ 

Cash Settlement Amount 

$2,054,103,445 i 


Source Sub-Account reference “S” 

S maximum GMV at Trade Date $2,340,000,000 
S peak GMV 30 days prior to Exerdse (“Peak GMV”) $3,51 1,000,000 


Description of Rebalancing: 

22% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referenced Assets” were exchange listed ^uity positions 
Notional positions were both long and short 
587 US positions 


Market Positions 

Tptal sp : 

. USD ^ 7 '; 


Destination Option reference # 94150310 
Destination Sub-Account reference # SA3 


Coniidentia! Treatment Requested by Renaissance Technologies LLC 
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lb. December 2069 - Oose hed 2 e SAl underlying Potion 94150301 

Rebalance Event 

Option reference# 94150301 vras exercised 
Exercise Date 12/22^009 


Source Option reference# 94150301 

; Trade Date 

12/15/2008 i 

i Premium 

$150,000,000 i 

i Initial Leverage 

$1,100,000,000 ; 

i Notional 

$1,350,000,000 ' 

i Cash Settlement Amount 

$554,291,534 ; 


Source Sub-Account reference “S” 

S maximum GMV at Trade Date $2,700,000,000 
S peak GMV 30 days prior to Exercise (“Peak GMV'’) $3,646,866,575 


Description of Rebalancing; 

94% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
4,566 US positions 

167 International positions in 7 currencies 


Market 

Positrons 

Total 

4.733 : 

AUD 

7 , 

CAD 

14 i 

CHF 

2 : 

EUR 

22 i 

JPY i 

1 111 ; 

. NOK 

6 ; 

SEK 

5 i 

• USD 

4,566 I 


Destination Option reference # 941 50305 and 94 1 503 10 
Destination Sub- Account reference# SA2 and SA3 
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2. June 2010 - Close hedge SA2 underiviag Option 94150305 

Rebalance Event 


Option reference # 94150305 was exa-cis^ 
Exercise Date 6/29/^010 

Source Option reference # 94150305 
; Trade Date 

6/9/2009 ; 

i Premium 

$350,0)0,000 ; 

; Initial Leverage 

$2,475,000,000 i 

; Notional 

$3,150,000,000 ; 

; Cash Settlement Amount 

$788,621,554 ; 


Source Sub-Account reference # SA2 

SA2 maximum GMV at Trade Date $6^300,000,000 

SA2 peak GMV 30 days prior to Exercise (“Peak GMV”) $6,733,026,612 

Description of Rebalancing; 

100% ofPeak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
4,599 US positions 

1,215 International positions in 8 currencies 


Market 

Positions ; 

Total 

5,814 i 

CAD 

B 

CHF 

97 : 

DKK 

35 

EUR 

806 

: JPY 

8 . 

■ NOK 

66 

; SEK 

170 

■ ZAR 

10 . 

USD 

4,599 


Destination Option reference #94150310 and 941503 1 5 
Destination Sub-Account reference # SA3 and SA4 


Conifdentia! Treatment Requested by Renaissance Technologies LLC 


RT-PSI-00384768 



1062 


3. September 2010 - Otod h«tge SA6 underivine Option 94150325 

Rebalance Event 

Option reference # 94150325 was acquired 
Trade Date 9/23^010 

Source Option reference # 94150310 and 94150315 


i Trade Date 

10/8/2009 

1 1/20/2009 

; Premium 

$400,000 

$ 300,000,000 

: Initial Leverage 

$ 2,825,000,000 

$ 2.490.000,000 

i Notional 

$ 3,600,000,000 

$ 2,700,000,000 

; Cash Settlement Amount 

$ 1,066,064,569 

, $722,101,787 


Source Sub-Account reference # SA3 and SA4 

SA3 maximum GMV at Trade Date $ 7,200,000,000 

SA3 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 10,716,000,000 

SA4 maximum GMV at Trade Date $5,400,000,000 

SA4 peak GMV 30 days prior to Exercise (“Pe^ GMV”) $ 7,437,000,000 

Description of Rebalancing: 

1 4% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
6,390 US positions 


Matket Positions 

Total 6,390 ^ 

' USD 6,396”: 


Destination Option reference # 94150325 
Destination Sub-Account reference # SA6 
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4. November 2010 *• Open hedge SA7 underiving Option 941S033Q 

Rebalance Event 

Option reference # 94150330 acquire! 

Trade Date 11/15/2010 

Source Option reference # 94150310 and 94150315 


; Trade Date 

10/8/2009 

11/20/2009 

: Premium 

$400,000 

$ 300,000.000 

! Initial Leverage 

$ 2,825,000,000 

$ 2,490,000,000 

i Notional 

$ 3,600,000,000 

$ 2,700,000,000 

: Cash Settlement Amount 

$ 1,066,064,569 

$722,101,787 


Source Sub-Account reference # SA3 and SA4 

SA3 maximum GMV at Trade Date $ 7,200,000,000 

SA3 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 8,979,000,000 

SA4 maximum GMV at Trade Date $5,400,000,000 

SA4 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 7,200,000.000 

Description of Rebalancing: 

17% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referent^d Assets” were exchange listed equity positions 
Notional positions were both long and short 
4,286 US positions 


Maricet Positions ' 

Total 4,286 

USD 4.286 ; 


Destination Option reference # 94150330 
Destination Sub-Account reference # SA7 
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5a. December 201Q - Close hedge SA3 underlying Option 94150310 

Rebalance Event 

Option reference# 941503101^88 exercised 
Exercise Date 12/18/2010 


Trade Date 

iO/8/2009 

Premium 

$ 400,000,000 

Initial Leverage 

$2,825,000,000 

Notional 

$ 3,600,000,000 

Cash Settlement Amount 

$ 1,066,064,569 


Source Sub-Account reference # SA3 

SA3 maximum GMV at Trade Date $ 7,200,{W0,000 

SA3 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 7,790,000,000 

Description of Rebalancing; 

46% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
3,43 1 US positions 

3,004 International positions in 9 currencies 


Market 

Total 

Positions - 
6,435 ; 

• AUD 


CAD " 

485 

■ CHf 

92 : 

; DKK 

32 : 

• EUR 

708 . 

'^JPy7.Z"" 

1,212 ' 

r'NpK~I 

43; 

■ SEK^'m 

131 ; 

2AR ’ 

92 ^ 

USD 

3,431 


Destination Option reference # 94150320, 94150325 and 94150330 
Destination Sub-Account reference # SA5, SA6 and SA7 
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5b. December 2010 - Oose hedge SA4 naderlvina Option 94150315 

Rebalance Event 

Option reference #941 503 1 5 exwcised 

Exercise Date 12/28/2010 

Source Option reference #94 1 503 1 5 


; Trade Date 

11/20/2009 

: Premium 

$ 300,000,000 

; Initial Leverage 

$ 2,490,000,000 

; Notional 

$ 2,700,000,000 

; Cash Settlement Amount 

$722,101,787 


Source Sub-Account reference # SA4 

SA4 maximum GMV at Trade Date $ 5,400, CKW.OOO 

SA4 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 6,365,000,000 

Description of Rebalancing; 

56% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented (f/a of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
3,801 US positions 

2,901 International positions in 9 currencies 


Market 

Positions 

Total 

6,702 . 

AUD 

143 

: CAD 

455 ^ 

CHF 

94 ; 

DKK 

32 

^ EUR 

755 

^ jpy 

i 1,146 

: bJOK 

: 49 : 

SEK 

136 ' 

■ ZAR 

91 

• USD 

3,801 


Destination Option reference # 94150320, 94150325 and 94150330 
Destination Sub-Account reference # SA5, SA6 and SA7 
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6. September 2011 - Clwe hed 2 e SA6 underiving Option 94150325 


Rebalance Event 

Option reference # 94150325 exercised 

Exercise Date 9/28/2011 

Source Option reference #94150325 



; Trade Date 

9/23/2010 


: Premium 

$ 300,000,000 


; Initial Leverage 

$ 2,490,000,000 


; Notional 

$ 2,700,000,000 


Cash Settlement Amount 

$ 766,549,452 


Source Sub-Account reference # SA6 

SA6 maximum GMV at Trade Date $ 5,400,000,000 

SA6 peak GMV 30 days prior to ^erci^ (“Peak GMV”) $ 7,879,000,000 

Description of Rebalancing: 

47% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were ejahange listed equity positions 
Notional positions were both long and short 
3,500 US positions 

2,685 International positions in 9 cun-encies 


Market 

Total 

Positions 

6,185 

AUD 

187 

CAD 

316 

• CHF 

116 

' DKK 

33 

• EUR 

699 

JPY 

1,092 • 

, NOK 


SEK 

114 

ZAR 

90 ■ 

USD 

3,500 


Destination Option reference # 94150320 and 94150330 
Destination Sub-Account reference # SA5 and SA7 
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7. December 2011 - Close hedge SA5 underlying Option 9415032Q 

Rebalance Event 

Option reference # 94150320 was ex&’ds&i 
Exercise Date 12/19^011 

Source Option reference #94150320 


Trade Date 

5y24/20I0 

Premium 

$ 100,000,000 

Initial Leverage 

$ 575,000,000 

Notional 

$900,000,000 

Cash Settlement Amount 

$444,152,970 


Source Sub-Account reference # SA5 

SA5 maximum GMV at Trade Date $ 1,800,000,000 

SA5 peak GMV 30 days prior to Exerci^ (“Peak GMV”) $ 3,915,000,000 

Description of Rebalancing; 

99% ofPe^ GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
3,556 US positions 

3,208 International positions in 9 cutrencies 


Market 

Positions 

Total 

6.764 

.. AUD 

221 

■ CAD 

462 

CHF 

116 

DKK 

35 

EUR 

733 

. JPY 

1,327 1 

: NOK 

48 i 

. S£K 

129 ^ 

2AR 

137 i 

USD 

3,556 i 


Destination Option reference # 94150330 
Destination Sub-Account reference # SA7 
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8. June 2012 - Pose hedge SA7 underlying Option 94150330 

Rebalance Event 

Option reference #94150330 was exercised 
Exercise Date 6/26/2012 

Source Option reference #94150330 


i Trade Date 

U/15/2OI0 

; Premium 

S 300,000,000 

: Initial Leverage 

$ 1,950,000,000 

i Notional 

$ 2,700,0(K),000 

Cash Settlement Amount 

$ 1,491,674,873 


Source Sub-Account reference # SA7 

SA.7 maximum GMV at Trade Date $ 5,400,000,000 
S A7 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 13,649,000,000 

Description of Rebalancing; 

31% of Peak GMV was journaled between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal; 

All “Referenced j^sets” were exchange listed equity positions 
Notional positions were both long and short 
2,618 US positions 

2,73 1 Internationa! positions in 9 currencies 


Market 

Positions 

Total 

5.349 . 

■ AUD 

277 : 

CAD 

491 I 

CHF 

80 : 

: DKK 

27 ; 

^ EUR 

660 ‘ 

JPY 

858 

; NOK 

56 

: SEK 

127 

• 2AR 

155 

USD 

2,618 


Destination Option reference # 94150335 and 94550340 
Destination Sub-Account reference # SA8 and SA9 
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9. November 2012 - Close hedae SA8 underlying Option 94150335 


Rebalance Event 

Option reference # 94 1503 3 5 was ex^cised 
Exercise Date \2til2Q\2 

Source Option reference #94150335 



Trade Date 

4/24/2012 


Premium 

$ 200,000,000 


Initial Leverage 

$ 1,150,000,000 


Notional 

$ 1,800,000,000 


Cash Settlement Amount 

$ 385,392,877 


Source Sub-Account reference # SA8 

SA8 maximum GMV at Trade Date $ 3,600,000,000 

SA8 peak GMV 30 days prior to Exerci^ (“Peak GMV”) $ 3,446,000,000 

Description of Rebalancing: 

100% ofPeak GMV was joumaJed between sub-accounts 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
2,996 US positions 

2,555 International positions in 9 currencies 


Market 

Total 

Positions 

5,551 

AUD 

293 

CAD 

294 • 

CHF 

94 

DKK 

24 ^ 

EUR 

400 - 

JPY 

1,164 

NOK 

40 ; 

SEK 

79 

ZAR 

167 1 

USD 

2,996 1 


Destination Option reference # 94150345 
Destination Sub-Account reference # SAiO 
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10. December 2012 - Close hedge SA9 underlying Option 94150340 

Rebalance Event 

Option reference # 94150340 was exercised 
Exercise Date 12/14/2012 

Source Option reference #94150340 


; Trade Date 

6/7/2012 

: Premium 

$200,000,000 

; Initial Leverage 

$ 1,150,(X)0,000 

i Notional 

$ 1,800,0)0,000 

1 Cash Settlement Amount $ 326,932,172 


Source Sub-Account reference # SA9 

SA9 maximum GMV at Trade Date $ 3,600,000,000 

SA9 peak GMV 30 days prior to Exercise (“Peak GMV”) $ 3,436,000,000 

Description of Rebalancing: 

99% of Peak GMV was journaled between sub-accounte 
“Monetary Assets” represented 0% of the journal 
“Referenced Assets” represented 100% of the journal: 

All “Referenced Assets” were exchange listed equity positions 
Notional positions were both long and short 
3,090 US positions 

2,557 International positions in 9 cunrencies 


Market 

Positions 

Total 

5,647 

AUD 

235 

CAD 

352 

CHF 

82 ; 

■ DKK 

23 : 

EUR 

383 

JPY 

1,211 

: NOK 

40 i 

, SEK 

63 

ZAR 

168 

.. USD 

3,090 


Destination Option reference # 94150350 
Destination Sub- Account reference # SAl 1 
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From: Brown, Reginald [mailto:Reginald.Brown#»rtlmerhale.com] 
Sent: Friday, August 30, 2013 1:10 PM 
To: Katz, David (HSGAC) 

Cc: Kirschner, Ross K.; Hall, Stephanie (HSGAC) 

Subject: per our discussion 


David, 


Thanks for giving Renaissance the time to respond to the foilow-up questions from earlier this 
month. The folks there have been working diligently to answer your questions. As I mentioned on 
the phone, I am sending you this today and will call to discuss on Tuesday when you have more 
time. 


You asked for greater detail concerning the journal transfws of securities positions between 
Deutsche Bank sub-accounts, noting that the chronology arovided to youran July 31, 2013 "does not 
contain the details on how large each transfer was, the dates they occumed on, nor does it include a 
description of the journaled transactions." Attached please find a char/ which provides the date of 
each journal transfer and the gross dollar value of the long and short positions (that is, the value of 
the long positions, plus the absolute value of the short positions) Journaled into or out of each sub- 
account on that date. I hope this information is helpful and provides what you need. As we have 
previously discussed, the chart shows that journal recommendations were only made during a 
period around the termination date for an option or when a new option was purchased (at which 
time a new sub-account would be established with the purpose of tracking the hedge to that 
option). 


You also asked that we provide "the same information for similar activities/transactions that are 
taking place with respect to the assets referenced in the Renaissance options corresponding to 
those sub-accounts, and why the activities/transactions involving the options took place." Please 
note that the relevant Deutsche Bank options were owned by Mosel Equities L.P., and not by 
Renaissance. Further, there are not two sets of transactions that take place, one with respect to the 
hedge accounts and one with respect to the options. The investment recommendations generated 
by the algorithm are automatically included in the notional portfolio referenced by the options 
(provided they are consistent with the investment guidelines and other requirements of the 
investment advisory agreement ("lAA") between Renaissance and Deutsche Bank), whether or not 
they are executed in Deutsche Bank's hedge sub-accounts. These same recommendations are 
reflected in Deutsche Bank's hedge sub-accounts (including, where appropriate, by means of journal 
entries) provided that Deutsche Bank wishes to hedge the inclusion of these recommendations in 
the notional portfolio referenced by the options. Deutsche Bank has consistently chosen to execute 


Subcommittee Note : 

. * Chronology referred to is RT-PSI-00384764-777. 

I ** Chart referred to is RT-PSI-00384762 and attached to this email. 
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such hedging transactions. 

You also asked for information concerning "transfers related to Renaissance’s options with 
Barclays." As a threshold matter, please note that the Barclays options were owned by Badger 
Holdings LP,, and not by Renaissance. In response to your question, no transfers comparable to the 
journal transfers between Deutsche Bank hedge sub-accounts described above took place with 
respect to the Barclays options. The reason is that no such transfers were necessary given the 
structure of the Barclays options and Renaissance's investment management agreement {"IMA”) 
with Palomino Limited, Barclays' affiliate. In this regard, pursuant to the IMA, Renaissance provided 
Palomino with a single set of investment recommendations. Each option referenced a percentage 
of the performance of the single notional portfolio that would result from these investment 
recommendations. These percentages were adjusted, under a formula set forth in the option 
confirmations, whenever an option was exercised or a new option was entered into. The options 
were hedged by executing the investment recommendations in a set of hedge accounts that were 
not segregated by option. 

You also asked for information about "any loan withdrawals from any option." We understand you 
to be asking whether the option holders (or anyone related to them) ever received cash or property 
with respect to an option prior to the scheduled payment date following the exercise or maturity of 
the option. Although the topic was discussed, this never occurred. 

Your final question asked for "the section(s) of the option agreements that address or permit this 
activity." There does not need to be, and there is not, any provision in the Deutsche Bank option 
confirmations relating to Renaissance's ability to recommend that securities positions be journaled 
from one sub-account to another. This is because, as previously discussed, each option references 
the notional portfolio resulting from Renaissance’s recommendations for an individual Deutsche 
Bank sub-account, and it is irrelevant, from the standpoint of the option, whether Renaissance 
recommends that a position be removed from the sub-account by means of a Journal to another 
sub-account or by means of a sale into the market. 

Separate from the option agreements, note that section 6 of the December 15, 2008 lAA between 
Renaissance and Deutsche Bank confirms that "[fjor the avoidance of doubt, the Advisor 
[Renaissance] may at any time effect bilateral transfers of cash or securities between Sub-Accounts 
(i.e., journals)." 

With respect to the Barclays options, as explained above there were no transfers in the Palomino 
hedge accounts comparable to the journal transfers between Deutsche Bank sub-accounts. The 
formula pursuant to which the performance of the notional portfolio is apportioned among the 
Barclays options outstanding from time to time is set forth under the definitions of "Calculation 
Date," "Calculation Period" and "Calculation Period Factor" in each option confirmation. 

1 hope this information is helpful to you in confirming that Renaissance respected both the form and 
spirit of its option agreements. We look forwarding to speaking with you on Tuesday. 

Reg 
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Deutsche Bank 


0 


Deutsche Bank AG London’’ 
c/o Dcutsclic Bank Secufilics !nc. 
&3 Wail Street 
New York, NY !0005 
Telephone: 1-212-250-2500 


December 17,2007 

UKN/MSSANCE TECHNOLOGIES UX 

8(K) Third Avenue 

New York, NY 10022 

Attn; Mark Silber / Carla Voipc Porter 

Tel: (212)486-6780 

Fax: (212)758-7136 


Iflrst Amcndniait 
to the 

Anictided & Rcirtatcd Investment Advisorj- Agrccmwii 

The purpose of tltis letter agreement is to set forth the terras and conditions of the First Amendment (the 
Amendment”) to lltc Amended & Restated 1nv<smwnt Advisory Agreement, (the “Agreement”) entered into on 
November 1 6, 200? between Deutsche 13ank AG. acting through its London Brarich (the "Ciicnf ') and Renaissance 
Technologies LLC (the "Advisor’T. 

Capitalized terms used but not defined hCTcin shall have the meanings set forth in the above-referenced Agreement. 
Tire Client and the Advisor lave agreed to amend the Agreement as follows; 

1 . Table 1 contained in Appendix 1 of d>c Agreement shall be deleted in its entirely and replaced witli the 
followirtg.; 



A 

B 

C 

D 

Sub Account (M) 

8.4382Yo 


18 

32.490.000 

Sub Account (N) 


■ 1 1 II 1^ 

18 

126,400,000 

■cfflfiVJURfRSH 


■ESiGSHHi 

18 

43,920,000 



■Ti-niTi-— 

18 

9.950,000 




18 

76.788,000 


8,3402% 

ESSEHSHi 

18 

138,000,000 


3.3102% 

■HKHi 

18 

53,950,000 

Sub Account (T) 

6.8750% 

270.000.000 

18 

112.050,000 


’ DeuUctie Sank AG tSfvguiaieU hy ihc fSA tnr (h« conJud of desii&iicd invesiincni l>u$incss in Uic IIK. is » irtumtKir of tiui LoiKlon 
Stock Exchange and is x limited liability contpany iiworporsitcd ici ilic {^dcral Republic ofCcrnuny KR&No. .to UtXi District Court of 
Ptankrun am Main; Branch RegisiratlfHi No. in iuigland aod Wales BROOOOOS. Registered address; Winchester House. I OreaiWliichesntr 
Street. l.on(Jon EC2N 2UU. Tcle|Aone; +44 20 754.S 8000- 

Chairman of the Supervisory Board: Rolf-E. Breuw. Board of Managing Directors: Ctemeox Rotsig. Ifernann-Jnsef Lambertini. JiKsef 
Ackcrmaim, Tesnrn von Heydebreek. 
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2. E\cq)i as expressly modified by this Ajoendmatt, the ^leement shall icmain in full force and effect. 

If the foregoing correctly states your undcr^anding of these matters, please indicate your agreement to this 
Ajnendment by signing in tlic space provided below for that purpose and returning this Amendment bv facsiniiic to 
AdamToichinsky, telephone (212)25{>-253?,fecs!milc{212} 797-4562. 


Regards, 

DKUTSCIIE BANK AG LONDON 


By: 

Name: Satish Ramakrishna 
Title: Aitomey-in-Fact 

By: 

Name: 

Title: Attorncy-in-Kacl 


DEU l'SCHE B.VNK SECURITIES INC. 

acting solely as Agent in connccticai with the Transaction 


By; 

Name: Satish Ramaloishna 
Title: Managing Director 


RENAISSANCE TECHNOLOGIES 
LLC 



By: 

Name: ^iljrk Silbra" 
Title; Vice President 


By:__ 

Name: 

Title: 


«W608v2 


2 
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EXEGtiTION VERSION 


AMENDED AND RESTATED 
INVESTMENT MANAGEMENT AGREEMENT 

BETVVEEN 

PALOMINO UMrrED 

AND 

tUENAISSANCE TECHNOLOGIES CORPORATION 


Effective as of 
October 1,2004 
as ainended and 
restated >vitjK effect 
on December 6, 2006 
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• . PIC, New YOX Bfsneh 

October i,,2004as.aTnmdedjmdr«feit^ ,. -zw 

December 6, 2006 

Renaissance TecbnolQgics^Cojporation 
800 Third Avenge. • 

• kew York,^ew Ywlr'j'te 

. Atttotion: . Mark SUbCT, 

G^tl^en; 

This letter together with the aocompan^g Fa Sched.ulehnd Inyestmeat Guiilebnes (this 
“Agreemat-”) -sets forth oar agreement- r^arding the engagement of Renaissance Technologies 
Corporation (the ‘“Manager”) to manage a seairities trading portfolio for the account of 
Palomino Umit«3,: an cxcmirt«l company inco^oratexi in (he, Gayipan Islands {the; ‘“Client”), 
effective, as of the ddte hereof {the “Effective Date”). This Agreement further amends and 
rotates, , in Its entii^^ that certain Investment Managwnerit Agmcmcnt dated Octol^ 1. 2004 
between foe Manager and foe Client as su^ agreern^t was arnended and restated with efteirt on 
December 21, 2005 (the* “Original Agfeement”}. Upon cxecubon of this Agreement, the 
Original A^eonrat shall be replaced and saperced^m its atir^ by this AgreMnent 

1. Appointment. 

The CUent hereby appoints the Mianagej on the terms reflected in this Agre^ent as 
discr^onary aiicourit manager with respect to the Accoiints .{as defined hebw) on the 
tonns and cpnrfitipns contained heroin, arid the Manager hereby acc^'i siich 
appointra^t- , 

2* • Trbe AccbdntSi 

{a) For purpb,sa. bf this A^ecmcnt, the. term “Accounts” means (i) tbC j'prime 
brokerage adcount established by and in the name of foe Client with ^.arclays 
Capital .Securities Limited (“BeSL”), account no. 400262, purvuant to the. Prime 
Brokerage Agreement, doted 'September 26, 2002, as it may be amended by the 
parties thereto from time to time (the “BCSL Agreement"), {») the prime 
brokerage account cStablisfaeci b y and in fo e name of the Cltem with B.afclays 
.Capital.lnc. account riQ.fHHBpursuant to the Prime BrokerMar^n 

Account Agreement, dated SQitember 26, 2002, as it may be amended by the 
parties thereto from time to time (the “BGI Agreement”, and together with foe 
BCSL Agreement, (he “Prime Brcdc^^, Agreements”), apd (ii i) a record (foe 
"Reference Positions Acebunf^ prepared by Barclay’s Bank PLC^ on behalf of foe 
Client, and titled “Rpfaence Synfoetic Positions”, identil^rig, at all timeS;, (A) the 
outstanding Synthetic Portions, as definwi in. the investment guidelines atta^ed 
hereto ^ Annox A {as focy may be amended by the parties hereto from time to 
time, the ^’Ini'cstracnt Guidelines”) and (B) ;a11 other outstanding Penriitted 

»= Redacted by the Permanent 

Subcommittee on Investigations 


T» .*;» izra <i: 4000 

i^BARClAYS 
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Secunti^. md^ln^g;d«srivativc.finandal-mstEtTOents, ^tercd iniQ in.ac^rdance 
. wjth the tnvestment fiuideynes arvd by the ManagCT to -be included 

withui the R,ef«:ence^^PoatWtB Aieo»«t.. (Sof purposes of this Agre^ept, the 
term “Accounf ’’sh^! oi«a of the Acw^fflts). 

(b) The Atxounts shaft 3aitiaUy e«asist of . cash of the XHient in the amotint of USD 
5,000 Tnsllion that has -placed under the Manager’s supervision in the 
^ Accounts pursuant to Ais A gfc eit ient {djc.'“&iitial Accounts Assets-'). The tmn 

“'Ac«5unts Assets" means (O-fhe -Ifiitial Acasounls Assets, fii) any asse^^property, 
seeunties and other ftnan^ |K^ti©ES (whethcf long or short, actual or syn^tiQ) 
that will b«:ome part of the A$c^sflS as a result of tTMisactions therein, (iti): 
dividends, intenKt, distributions- or. o&cr inocHne :earned- or deemed earn^ in 
respect of, and any pnweeds iwwved in respect of dispositions or other 
terminations of, assets, prop«ty. seomtics afKi odicr financial positions (whether 
long or shorti^ actual or .syndietic) ^edited to. included or deemed included within 
the A<xounts andfiv) ail aft«' assets induded ih.^y of the Accounts .ftom time 
• to time. .. 

(g) The Accoitfits wiU focaK on (actaal of synthetic) -short and long posmons in 
exchange-traded, and ov^^djercounteriJraded equity secunties m Pennitted Equity 
Markets, as-defined in thelnvcstnwMt .GuidduKSSi The Manager wiU-carry out 
Accounteftrading strategy in accoinlancc widi the Investment GunklmeSi as m^y 

he amended m;ivritmg fiom time to time (the *TTading Strateg^l). 

(d); tktii the teniijnation of this A^ccmcot. the Gliept shall ensiffo, whether by : 
obtaiiiii^ credit or m^hg capit8d:caKs, dial Accounts Assets. (induding cash but 
excluding S^thetje .Positions), shall/ at -all tiines be suffici«il .K> permit the 
Mana^r to h^efon bebalf of the Client up to the limits contemplated by the . 
Investment Pm^ciines. 

. 3-i ■ Custody and Brokerage. 

(a) The. Aqcownts Assets pwh^ by Client .and shall be held in; die Accounts 
■ , fieSL BCI, prinic. brokerage divisions of Barclays Bank PlC, a§ ih$ prime 

OfoKK tthc ‘‘Custodians-'), NeithcTpa4y shallcauscorpeonit Accounts Assets (o 
be held by any person other than a Cusi^to, or to be commingled with assets, of 
any person other than the Client or with any odier assets of the Client. 

, (b) The Manager shall not liSe any brokers thibugh whom any transaction; jn fespect 

of the AcxoUats shall be executed (each an , “Executing Broker”) unless such 
Executing Broker has bcai pre-^approved by the Client and the Custodians. Each 
Executing Broker shall be required to enter into an agreement with the Manager 
and the Custodians (the “Executing Broker’s Agreements”) detailing such 
Executing Broker’s rci^nsibilities and restrictions with respect to executitig, 
tK«ics for die Accounts which a^cement or the materiai terms thereof, as 
deteimmed byGHeiit, shall be appn^ved by Client. 
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(e) The Giimt shalJ ntytify-,-the Ma^g^ promptly u{»n rea^ipt of actual 

klKJwie^e of aPy.iK>Ji<»i?|^ance'e.f tlw Acocamts the fny«stm<mt Guideli^ 

or any law (inc|iiding.U,S. UJIG asc^^cs and. hanking laws) applicable 
to the Qjcnt (‘‘Notice, of lioEsj^pliaipi^, Client mayj in Its reasonable 
discretion, speci&' Hi such hfoti^dfNonpojnpliance specific trades effectal by 
the Mafla^ durin^;-^ day on the rwacomplianee- occurs that are H) be 
assumed by the Mariagw to'die.e;d^^ aadorily to die extent necessary to bring 
the Accounts back into , comp^ai^ witit I.nvestrrient Guidelines or such 
appUc^e laws, as the case may he,^ and that such specified trades are chos^ by’ V 
the , client based on coi^i^^ly .reaiwhbble judgme^^ and in good, faith 
(“Noncompliant Trades^). The. eUait :inay tnovc all bloncompliant Trad^ 
imxn^Mciy to a s^arate accQupt of .die *4anager (the “DK Account’’). The 
Manager will haye the ri^t to review. and Pfej®ct not later than the close of 
business on die Business Day following Ihe day on which it receives the 
relev’ant Notiix of Honcomph^ice, to: such detcmimations wd to the ttanster of 
any hade to die DK Accoum.. Iq foe event.of such an objection by the Manager, 
theparties will agree m..goci!d feitb<Hi foe sq»cific NoncompliantTi^ds, if any, to 
be assumed by the and those, if any^ to be mowd back to’ thc' Accounts. 

No Non^mpli^t Tr^es.shall be moved back to the Accounts unless and until 
such an ajp-eement h^ beep reached by the Client and the Wanager. 

Without limiting thefor^ing. as soon as reasonably pmQticable after receipt of a 
Notice of Noncompliance, the Manager lihall take sucit'achon, aft^ faking into 
accQiait the effect of its potential a^mptiOn spepific Noncompliant Trades 
purauMt to the immediatdy preecding paragraph, to the extent it reasonably 
d^emhiiis necessary to bring foe Accounte..back into compliance with the 
Inyestna^t Guideliries Of applicable laws, as the case may be, 

(d) In the course of seleaing broker^, dealers, banks and intermediaries to. ct%t 
transaction? m respect, of the i^ccounts, the Manager may ricgotiate .such' 
coiumisstons, fe« and other charges on bifoalf of the Client as the Maha^ sbal) f 
deem to be commercially reascmable in foe circumsmoccs faking into account all 
such, factors -as it deems relevant, including foe. quality of research and bfoef : 
services made available to it (even if Such services are not for foe exclusive ' 
bwiefit of the CUimt) provided foat such commissions, fees and other’ charge? . 
shall be .subject to the approval of Qicnt. It is understood foat the costs of such 
services will not necessarily rq>resent foe lowest costs available and that the 
Manage is under no oblij^on to combine or arrange orders so 'as to obtoift 
reduced charges. 

(e) i^c^t as contemplated by Section 9 of this Agreement, the Manage shall npt be 
responsible for any acts, omissions or errors of the Custodians or E?wcuting 
Brokers in executing its trading instructions or otherwise. 
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4. Authority of the Manager. 

(a) Subject to the provnsipns of S^oiw3(%3{bX 3(d), 4{b), 4{e), .4(g) and 7 of this 

Agreement the Ii?vestri5«it Omd^nes ahd aiiy other investment restrictions or 
guidelines that may fiprn time to tiflna te WMomumcated in writing by the Glient 
(such pnDvisiwis, the Inveshi^. Ouid^ios. and such restrictions and guidelines, 
being the “Manager R.tstric6ojn$^j ^ Mtmagcr shall have full discretion arai 
authority, without oWaining fte (3^’s jwior approval, to manage the investm^l 
md trading of ibfe Accpwis,.and;SNl u^^ best efforts to_ increase the value of 
the Accounts. In fiiithcrahcei of dte forj^inj^ the Cljeot hereby designates and 
;^points the Manage as Its agent . and attorney-in-fact, with fiill; power arid 
authority, subject to the Maha^ BSSttitttions, and witlput iuriher approval of the 
plirat (except -as expressly j^vldcd herein or as rnay be r^uired by law), to 
carry out the following with reject to the Accounts, in the name and on hehaif of 
the eiient: (i) to designate for tixecatian and to execute any ami all transactions 
related to purities, (as.foat t^rn U defied in foe Securities Act of 1^23, as 
amendrii) and pthef fermitted Securities; to make short-sales and to purchase and 
wnite options; and to obtain credit fonn foe Custodians (or affiliates thereof) 
pursuam to foe Prime Brokera^ Agreemerits; (H) to make all decisions relating to 
the manner, method and thning.ofihvcstirtent bransactions, and to select brokers, 
Subject to the terins of this Agre«pent,for the execution, clearance andsj^jwnent 
any transactions; (iii) to provide any citing broker with such irifijrtnation 
re^rdipg the GliMt as j$ necessary , to eti^le. such, clearing brbks’ fo Open and 
niaiptaift an; account for foe btmefit of the ^ient; (tv) to direct the Custodians to 
deliver Accounts Assets for the , purpose of effecting trmisactiohs on a dclivwy 
y^us pajTOent. basis; (v) to exercise or abstain fiom exercising any privilege or 
ri^it (other than voting and conswt rights, which are subject to the proyisjons, of 
Section 4(g)) attaching to Accounts Assets, or to direct the Gustpdiaris with 
r«pcct-:to any suifo privilege or right; (vj) to hold temporary cash balances in the 
Accounts, with intCTcst foereon credited fo the Accounts; (vii) to transfer any part 
of cash balances and securities dr other property or financial positions (whether 
long or- short) in onedfthe Accounts to foe other. Account; and (viti) to make and 
exeisjite all such additional document and to take all such other actions which the 
Manager reasonably oonsiders. necessary or advisable to carry out its liuties 
hereunder, provided, however , that the Manager may not, except as otherwise 
provided herein, including subsection (iii) above, open securities accounts In the 
name of the Client This power-of-attorney is a contmuing, power and shall 
remain in foil force and effect ttmtll revoked by the Client in writing or subject to 
Section 13 hereof until this Agreement is terminated, but any su^ revocation 
shall not affect any transaction initiated prior to receipt of suoh, notice of 
revocation. Notwithstanding foe foregoing, ,(i) subject to paragraph A(iii) of the 
Investment Guidelines, the Client may, prior fo execution, reject the purchase or 
sale of securities designated for exeaition by the Manager and (it) the Maiager 
shall not: have the authority to retain any sub-advisors for the Client or the 
Accounts or invest Accounts Assets in any collective investment vehicle without 
the prior written consent of the Client The Manager shall be permitted to effect 
transactions between any of the Accounts and any othw account fer which the 
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acts as inv^mrat ^viscr. Iii connection with such transactions, the 
Managa- may act as-^lter foir, comnrercialiy reasonable commissions 

from, ajiU have a |x>^jially cpi^wsuig -diyisiDn of loyalties and responsibilities 
regarding both parties to sijdi trsffls^c^ 

(b) Without the prior writtKi oonsort of the .Clirat (which may be given withresf^t 
, to specific transactions, or ^neric classic of trmrsactioRs). the Manager.shaH not 

cause the Client or the Accounts to: 

<i) : borrow or use: pflier ftnros. of .leverage in excess of that pcTTnirted by Of 

pursuant to the Giii^ines; 

<i{) make or give guarantee warranty or oth^ contractuai 

commitmoit with, rtspert to' the Accounts or the Accounts Assets (other 
thiui cu^omap? underlakirigs and commitoents regarding settiemeot: pf 
irad^ and ca^tMnaay warranties as to ownership of j^ccounts. Assets); of 

(iii) enter into any new (o.r make any material change to. any. 

existing agreement) wifrt any third party service provider, incit^ing 
brokers, dealers, banks and intermediaries to effect transactions in respect 
of the Accounts. 

(c) For the avoidance of doubt, it is agreed that any cash balances in the Accounts 
will aceme interest at the rate and pursuant to the terms provided undCT the Prime 
Brokerage Agreements. 

(d) The Manager further acknowledges its certain other duties and responsibilities set 
forth in SeOion 3,3 of the Prime Broken^e A^cemenls. 

(e) In the event that the Ctetodians determine that the limitation under Section 0.3;, to 
the InvesteJOTt Guidclineis is not complied the Manager shall s^li, frarisfer, 
realize or otherwise deal with, the Accounts Assets or the Collateral (a? defined in 
the Prime Brokerage A^eeraents) stwdihg to the credit of the ^tPfpbntsi'tQ. the 
ektent necessary for such limitation to be coinpli^ with as soon as r««on^j'y 
practicab.lfe- 

(1) The Client represeote that BCI and BSC.L (or affiliates thereof) will provide 
within the Accounts, at all rimes, all of the credit (or, at the Client’s discrc^on, 
cash), that will be reijuired to effect within the Accounts all of the transaefidfri that . 
are in compliance with the Investment Guiddines, and agrees to take, or cause to 
be taken, all actions and to do, or cause to be done, all things necessary t6 cause 
BCI and BSCL (or atfiUates thereof) to provide wiftin the Accounts such, level of 
credit (or, at the Client’s discretion, cash) at aJl umes. 

(g) At the direction {and only at the direction) of Client, the Manager shall exercise 
voting, or consent rights attaching to Accounts Assets and shall, direct the 
Custodians with respect to any such rights. 
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5. : Fees Expenses. 

r For all of the Managea^’s. s^c® li^«mder, the Oient agrees to pay to the 

Manager^, ini.advance^:ir53,8^4M.^ three month pimod, payable on the 
third Busjn(^ Da-y-ai^-^, E^^vc' Date ^ -on the same date of each third, 
month to occur thereafter not a Business Day, on the.first 

succeeding Business £toy).. - 

^ <b) All HWi^tortiaTj- expert^ inapTCd dn^ty tn conuection with the trmisactions 
, effect ftir positions -heid in thexAccountSon behalf of the Cliect . pursuant to this 
A^^ment {including widiottt IjnntatJon trading l<^es, custodiai^f^, brot^erage 
cdrnmissions and ineoro^ withhokimg or transfe- taxes) shall be debited or paid 
; directly the A<*^ts. ^TbcManagear shall not be obligated: to advance 
such expense provided that if Manager ^Kndd: choose to advance any^ such 
expense it shall be reijnbursed-oift of ftinds m the^'^AccOunts and, to the extent 
there insuffici^t ftin^ Accounts, by the Client. Any such customary 
cxpcns!M; at^butebte to the. Client and one or more other accounts managed or 
ad'^ised by ft© Manager or any of Its ntfihtttes shall be allocated on 'an tsjuitable 
basis among dl such account. 

(c) Any expen^ arising in connection with the Managa’s services to the Client, 
other ftari' ^se specified above and fte fees payable to the Manager, shall he 
reimbursed by Cli^t . 

(d) It Is utidcRt^ that the fees and. cdmrhissjons that will be imposed pursuant to 

the Prime Brokerage Agreements is cpnnectibn with tr^tnsactipns effected within 
the Accounts on, b^alf of the Client pumuant to fids Agreem^t shall he as scst 
forth in AiinexB to ftis Agreement. ' : 



Ittveshbents for the Accounts of Othep, 

The Client understands and agrees that, nothing: herein shall restnet the ability of the 
ManagCT t«, engage m any for its o.wm accounf and tor the account of other 

eiieiits except as provided im S^on 7- The Manager shall be under no obligatjon to • 
accodbt to the Client in respect of lor share with; fte-Chent or inform the Client ot). any 
such transaction or apy benefit received by the Manager from any*; su(^ traiiS8Gtioa 
(inclining, for the avoidance of doubt, managcmwrt and/OT incentive 

Allocation of Opportunities. 


The Manager shall act in a fair and reasonable manner in allocating 


investment and 


tiding opportunities bctwcai the Accounts and any other MCQunt over whi<^ the 
Manager or an affiliate exercises iriveshnent discretion (collectively with the Accounts, 
the “Renaissance Accounts”). In fiirthcrarice of the foregoing, the Manager may.cotwider 
participttfton by the Accounts in/all appropriate oppoitunities withft the purpo^ and 
scope , of .the Accounte’ Objectives, and fte Manager may evaluate such ftxctors .as it 
oonsidCTS felcvant in determining wheth«- a particular situation or strat^ vs suitable and, 
feasible for the Ac<»unts (whidi fectors may, but need not, include the capital available 
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for investment at any particular trni^ the opportunity in: the context of tlK: 

Acojunts’ other positions at thpdme. the liquicttty of the itivestmerit feiatiye to the needs 
Of the Aax)unts, the transaction aid bcHrrowng.«>sl5 involved and the tax consKjncnees 
of the inyeshnSsit). When the- Manager dea^tnines that hVwould he appropriate For the 
RmaiS^ce Accounts to participate in Sji investment opportunity, the Manager shall, to 
the extent practicable, execute ord^ on ahasis whidi is equit^Je. 

8. Access to Information. 

(a) The Mapagw will arrange for to be:f^ished.;with, copfirmatiohs for: ail 

transactions for the Accounts. 

(b) Daily rtades tdieets with a smnroaiyd^f the day^s tndes must |5e sent to; thd Client 

e^h day (in electronic or othw jwitteo fonn) regardl^ icit the in the 

Accounts. 

(c) Within three (3) Busiiu^s Days after foe radof each calCtidar jnbhthj the Manager 

shall tran^t to the Ch^it at its principal office a monthly %^luafion report stating 
as of the close 6f business on foe last BusimSs Pay of sUcb calcndar iTjonth the 
value of Accounts Assets aii«i any assoiciatcd Habilities Accounts. 

(d) The Manager shall ^ye immcdfolc; written waic« to the piient in the event thdt 

none of Jim Simons,. H«uy Lau&r. Peter Brown and Bob . (the “k.ey 

Men”) remains atiiv^y involved, in the daily' .supervision of ti^nsacdons and 
positions in the Accounts. 

(e) The Manager shall hiniish such infbnnation as .the Client may reakshably requ^t 
to rhonitor .compliance with foe Investment Guideline, subjjtct to foe Manager’s : 
fiduciary and legal obligations (including obligations having the force of law), 

(f) the Manager fornish the additional, inlpjfoaiion: recfuired pk-suant to this. 
Agreement, subject to the Manager’s fiduciary and legal obligations (ineludihg 
obligations having the force of law), 

(g) The Mana^r shall retain, for a period of at .least two years, copies of any 
documents generated or received by the Madager irl-: the, ordinary eoui^, of 
business pertaining to the financial a)n(iition of the Accounts or to the! , 
compensation payable to the Manager under this Agreemwit. At the request of 
foe Qientj foe Manager Shall afford to; the Client’s independent auditors 
reasonable access to such documwits during customary business hours and shall 
permit the Client’s auditors to make copies thweof or extracts foprefrom at the 
expense of the Client. 

(h) Promptly following tennination of the Agreement, foe Manager shall feifoish to 
the Client a copy of all relevant documentation in the Manager’s possession, 
concerning rights^ priyilt^cs and obligations relating to any open Accounts 
positions at the time of such notice of termination. 


7 
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9. Scope of Lla&iHtles. 

]Slpfttadistandir^ aqytfiirtg die contraiy &e Manager shall not be lidjle to the 
Cli^t &r any act or oraissi^ hi o^mo^fton with the perfontiance of the Manager’s 
services hereunder,, other as a its- gross riegUgence, bad laith, material 

viojation, of applieabJe law or materidi of of the teins of this Agreement 
{including the fnv^tment Guidediaes), IJo^ng herein Sh^U be ednstmed to Iiitnt the 
provisions of S^tion 3<c) above, 

10. Agent 

Thf ail purposes, of this Agroaii^ih ^e-Manager sMl be an ag€^tahd nbt an employee 
of die Client and, noting in this Agreement ^all be, construed as making the Ghent a 
paitoer or co-venturer witii the Mana.gcrW-OTy.bf its ^Uates or other clients. Excqit as 
provide in this A^peement, iheManagi^'^ail not teve any authority to bind, obligate or 
represent the Cliejitv •- 

11. Confidentiaiity^ 

Subject to the Manager’s duty to comply with any d<3nand: of any self-rc^Iutory, 
regulatory, judidal or tajur^ authtrity haying juristfiction over it. or as necessaiy in 
dealing with trading counterparties for the Account^, .ndthcrthc Manager nor the Client 
^all disclose or us© for any purpose, unreined to thfe;AffC^ent,,and each shall preserve 
the Conddentiali^ ol all mtopDation pertaining to the Accounts, the terms -of this 
Agiecment, the Manager’s advice with respect to the Aecotmts and .other. pon-pabHc 
inforniation furnished by the Manager to the Client or hy the Client to the Mahagcr, in 
eithW ease, hereunder, and the Manager’s, other actions in respect foerco^ provided, 
how^w/that (i) the; Manager’s compo^te peffoimance record may include thc^results of 
the Accounts’ trading ahd (it) Client and Managa- may disclose such Wormutibnlo their 
respective lawyem or accountants, (or stinUar {msfession^, but not a frnanci^l of 
investmWt advisor^ ort a “heed-tb-khow^ basis, in: connection with advice directly 
related to the entry, operation or cnforctimOTt of this Agreement provided ftat smih 
p ««)0 agrees, in •wriim& not to disclose sudi informaiioji Notwithstanding OTything to 
the contrary herein, any party to this A^eemcnt (and any cmpJbycei repfestmi^atiye, or 
other agent of any. party to Qiis Agreanefit) may disclc^e lb any arid adl paibhs, jyjtiidut 
limitation of any kind, the tax treatment and tax structure of the- itrahsaetions 
contemplated herein and all materials of any kind (including .opinions or Othbf tax 
analyses) that are provided to it relating to such tax treatment and tax strurtutie .{hut no 
Other details regarding matters covered by this Agreement, including, withdut jiiniration, 
theidentities ofthepartics). 

12. Representations and Warranti^v 

(a) Each pf the parties to tW.^ Agreement herd>y rcpres<3it.s that it is duly authorized 
and empowered to execute, deliver and pwform dtis Agf<«ment and that such 
action does not conflict with or violate any provision of law^ rule or regulation, 
contract, deed of trust, or other instrumOTt to which it is ii party or to whl^ any of 
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its prepay is subjed, and ftis Agreem«?Ms;a valid and Ijindirig obii^tjon of 
such parly, cnforcc^e a^inst it in J«x»rdance-s^th its ternis. 

(b) The Manager repi^ents and cpvanante dial it and will maintain all necessary 
gpyemmeiital and regptatory Ik^ses, ig^vals and/or exemptions to provide the 
services contemplated hereih and aah memberships in self-reguliaory 
organizations as may be reqtrinaJ by law. 

(c) Qicnt is not^ and at ajl times during. die tarn hccCpf shall not he,, (i) an employee 
benefit plan (mi ^^ERISA PiaB^ as defined in Section 3(3) of the Employee 
Retirement Income Security Act of 1974, as amended (‘‘BRISA*’). subject to Title 
f of ERiS. A or Sestton 4975 of tfie Internal Revenue Code of 1 986, as ammded or 
(ii) a p«^n acting on behalf of ^ ^USA Plan,, and where: die Client ae<«pts 
ERiSA Plan assets, the ag^gate of tbV’intcrests in the Cfitmt 's assets held by file 
employee benefit plans will ^ways be less than the threshold at which the Client 
wl l be deemed to l^d assets' Of an ERISA Plan. 

(d) : Cli«)t ^presents Md covenants that it is and. will remain' for the term of this 

Agreemerit a "qualified digible persoiu” as such'tjmn is defined in Rule 4.7 undw 
the Commodity Exchan^ Act Glie'nt hereby consaits to the Accounts being 
treated ts "exempt accounis" pursuant ip the provisions of Rule 4.7, 

13, Tern^riation. 

(a) This A^eemcnt shall Optnmenoe as of the EfFeafiive Date and shall continue ih 
effect untilThe date 00 which the Agreement is tenninated. 

(b") Ibis Agreqnent shall be subject to tenninalibn by the Manager for any reason 
upon ten (TO) Busina Days prior vyrittcnlemiii^tion notice to Sie Cliehf and by 
the CIi«mt ftir any reason upon the latiw of (i) fiic sixficfii (60^) calendar day, and 
(ii) the twentieth (20'*') .Exchange Business Day immediately . .following the date 
on which the. Client delivers apwior written: termination notice tothc Manage. 

(c) The Client will have the right to tenttinatc this a^eement: (xX») for Cause (as ' 
defined below), or(.ii) upon a Change in Tax Law (as sudi term is defined in the 
ISDA Master Agreement - (MuhicyrrenCy - Cross Border)) effected by a U.S, 
federal taxing authority, materially and adversely affecting thc Client’s intwest .in 
the Accounts managed under this Agreement, in each case at My time, by. a 
written notice to the Manager spcci^ng the grounds for such immediate- 
termination, or (y) upon fije occurrence of a Triggering Violation {sis defined 
herein), by a writtwi notice to the Manager specifying the grounds for termination 
for a Triggering Vioiaiion (as defined hcreinl. provided that such notice pursuant 
to this clause (y) is delivered to the Manager not later than the .close ofbu.siness 
on the fifth Business Day immcriiately foilbwing the day on which the relevant 
Triggering Violation (as defined herein) ooMrs. This Agreement shall terminate 
immediately after a written notice pursuant to subsections i3(c)(x) or (yj above .is 
delivered to the Manager. 
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(d) “Cause” with rrajpoS to ^.MaM^r(i) a material violation of law, mle or 

regulation, (ii) mtenriond nuscciiKluet Or;^<^.ne^igcnce, (jii) a material breach 
of this {Other than the Inv^tm^ Giijdeiines), (iv) none of the Key 

Men is t^pi{»y;^ :by the Mana^, (v) joss of any material license or 
revocation qr invo.lunjjay m»>v£d of any i^latory authority of the Manager for 
any reason, (vi) a maten^ violation by . the Managej of the Inycstracnt Guidelines, 
(vii) a Termination Event or an Eveta. of Default as. defined under the Prime 
Brokerage Agrecnients b^eai fite CUjKit and the Custodians which causes 
liquidation of the Accounts’ portions, Cyiii) the Accounts Equity, as defined m 
the Investmeiit Guidelims, is less ^lan equal to One Hundred Seven Millijon 
Do!lan>f{USS1^7,{)pQ,p00), or (ix) proceeding is instituted against (he 
Manager, eidter by dje Mana^ or any.otbri: party, with or without its consent,; 
seeking to adjudicate it bankrupt (H- in^Ivent, or seeking dissolution, liquidation, 
winding up, rebrganizatioth arrarigemcht adjustment, protection^ relief of debtors, 
or seeking the entry of an order for rciMor thc appointmen t of a receiver, trustee, 
custodian or oth^ smilar official jbr the Manager, or for any substantial part of 
its pre^jerty or an ordw for relief shall be entwed against the M^iager, urider any 
applicable b^kruptcy or ihsolvKicy laws. 

(e) “Triggering Violation’’ means the Iasi Trading Vldatioii in a series of non- 
material Trading; Violations occurring during any continuous six-month period, 
which seriw of Trading Violations, xyheri considered as a whole, constitutes, in 
the reasonable jud^ent of the Client^ a material violation of the Investment 
Guidelines. (For purposes of this Scetioh i3(c),. the temi ‘Tiding Violation” 
means a violahon by the Manager of thO Investment Ouidclmcs resulting solely, 
by reason of, and.at the time the cx^tion of any specific transaction within 
the Accounts and notwithstanding that any such violation may have been cured 
pursuant to Section 3(e) or otherwise.) 

(f) Upon tenninatidn of this Agreement, the Manager, at the VflrittCT request: of the 
Ghent, shall conduct <m orderiy disposition pf all Accounts portions (othep than 
^ positions that have been withdrawn from the- Accounts following 
termination), with the objective of mmimizing market impact in preserving tfre 
remaining equity value of the Accounts using reawnable best efforts, given the 
market conditions existing at the lime. Solely for the purpose pf complying with 
such a request (btH not for the purpose of making new purchases or commitments 
which are not intended to reduce risk with respect to Accounts Assets), the 
authority granted to the Manager hereunder ^11 remain in effect for the diifrition 
of .any period during which the Manager is winding up the .A.Ccounts. 
Termination of this Agreement shall be without prejudice to the completion of 
transactions already initiated. The Manager shall make any indKiduai identified 
in Section 8(d) hereof, who is wnploycd by the Manager at that time, reasonably 
available to consult periodically with the Cli«it reprding the disposition of 
remaining Accounts positions. 

(g) TTte Manager hereby acknowledges that in the event the Client terminates this 
Agreement for Cause or a Triggering Violation, then immediately upon such 
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t^ination, the Cliatt may clert in its sole discretion to replace the Manager with 
aaodier investment manajga' with re^wet n? ^ Accounts, v^ch iny^tment 
mamgCT shall have ri^ts and ^bli^ions of the Manager under this 

Agr^ment. 

(h) Notwithstanding termination of this Agrcenent, (Q exeq^t as otherwise expressly 
provided herein, the j»oviaptis of Ak Agreement shall remain in eftect for as 
long as; any positiorts remain in die ACcoemts for disposition hy the Manager at the 
Client'S request or by'-Piern pursdani tp subsection I3fi) below, and (ii) the 
provisions of Sections § rmd 11 teropf shall survive such termination and 
disposition of ail Accounts positioi^ 

(i) If (i) the Client replaces the Manager with anpthCT inveshnent , manager with 
rt^ect to any of the A0«>uhfe, (H)- the Client otherwise assume management qf 
any of the Accounts, (fli) the Manager is prevented, for any reason, 
effrelively managing any . Of the Acetmnts aiid, in each case, unless otherwi^ 
agreed to in writing by the Manager (which for tl«r avoidance pf any doubt does 
apt refer to any replacement manager appointed by the Client), the Client shall 
cause the commencanoit of an orderly liquidation and reduction to USD c^h of 
the assq? and finanqal positions (whether long or short and including S>hthEtic 
Positions) then credit©! to,; incliMied or.dceraed included withirtthc Accounts fthe 
‘'Designated Positions’^ commencing ob the date any of the foregoing events first 
occurs (the ‘Trigger Date”) and ending on the Valuation Date, with the objective, 
of minitnizmg ri^ and preserving the equity value of the assets and financial 
positions foen credited to, included or deemed ihcluded within the Accounts imd 
in the manner set forth below (the "Liquidation’’ and the ‘‘Liquidation Period”, 
respectivdy). The Liquidation shall be effected in: ;an “equal dollar wei^ted” 
mannerlh approximately equal proportions over the Liquidatioii P^od, such that 
approxim.atdy 25% of the financial positions, credited to, mcluded or dc^cd 
included within the Accounts at the be^nning of; the liquidatipn Period 
liquidated on each Valuation Exchange BusineiK Day during such period, and 
with due regard to effecting pioportionaie reductions of “long” positions and 
corresponding “short” positions, provided; howevy. tiiat the Client may effect 
surfi liquiduiibn in a different comrnercially reasonable rnatmcT that would- 
minimise risk and preserve the equity value of the Designated Positions, if and to 
the extent so consented to by the Manager (which for the avoidance of any dqufat 
does not refer to any replacement managw^ appointed by the Clifent); provided 
howevCT; that no such consent of the lylanager will be required in the event, that on 
the Trigger Date the Accounts Equity, as define in the Investment Guidelines; is 
less than or equal to One Hundred Seven MilHon Dollars (USS107,000,Op()), 

14. Certain Deflnitlpos. 

(a) ’’Business Day’’ means any day on which banks arc open for business, in New 
York City. 
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“Exchange'’ means each . ex^ai^e or quotation system, if any. which omstitutes 
with respect to any of flie Pe^^tated Positions, the principal exchange or 
quotation system oh which Dcsignat«3 Position is actively traded, as 
reasonably dt^cnnincd by the Giient. 

(c) “ExcMnge BLBincss Day" tneans^^y day that is (or, but for the occurrence of a 
Trading Susp^sion wotUd haye’be^i) itr^ing day on Exchange other than , 
a; day on whi#i trading on any sj^h . Exchange is scheduled to close pnor to its 
re^iar weekday closing tiin^ : 

(d) “Valuation Dale” ihems the. earJiS’ of the 4*^ Valuation Exchange Business, 

Day after the Trig^ . Date and Business Day after the Trigger Date. 

(C) ‘‘Valuation Exchange Business Day” means an Exchange Business Day during 
which there has not been (i) a Trading Suspeision In securities that comprise^ on 
the commencement of sudi day, more than ^0 percent in value of (A) the loiig 
Designifted.PositiohSv orfB) tfie Desi^ated Positions; in eiwh case, then 
credited to, included or ideem«J jnejuded within ibc Accounts, or (it) an ev^eait of 
fortto majaire beyond the contnft of theGli^ait (or any AfRUate Ihtaeot) o^^ttiring 
after the date hereof preventing the ^ecutidn of transactions within the Accounts 
or the exettofipn of su^ trsmswifws impossible or im|n:acticabK 

(^, ^Trading Suspension*’ means, witii rt^ct to -any security, a suspension of trading 
(by re^on of movements in price exceeding limits permitted by the relevant 
Exdtange or otherwise) on the relev'aoi Exchange for a period of more than one- 
(Dhuur. 

I5i Notices. 

Any commtMlications or notices provided for .in-ihis' A^cement^ shaU be sent to the; 

Manager and. to the C^^tv.in wiitihg to the following addresses, dr to, sui^. other 

addrefees as the parties may direct by written.notice hcicunder 

Ift&theMoftoger: 

Bwaissance Technologies Coiporafion - 
800 Third Avenue 
New Yoiit, NY 10022 

AtteEtioD: MarkSilber 

Telqihone: (212)486-6780 
Telecopier: (212^758-7136 
Eotnail: sjlber@r^tec.coro 

with copies to: 
sdafB:on@rentec.com 
carla@rentec.com 
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mero?r@rCTlec.com 

mikcQ@fOTteG.coin 

tk«7is@ren!ec.com 

with a to: 

Kcnaissancc Technologies (^rj^ratioa 

6{X}Route25A 

East Setaukei, m- 11733 

Attention: , Peter Brown , 

Telephone (631)444.7010=- 
Telecopier; (631)689-4495 • • 

E-mail: pclcT@rOTteCiC^ni , . 

If tb the Client: , . 

Palomino Limited 

c/o Barclays Bank PLCj Now Branch 
- 200 Pari? Avenue ... 

NcwYotk, New York 10166 

Attention; h>hn Slracquadanio 

Telephone; ^I2)412-2a80 
Telecopier: (2:12)412-7463 

Ail communications or notices sent 10 the adtlresses or telecomniiunictttion nujnbers 
provided above (or as otiterwise djrixted by the parties by notice hereunder) shall be.' 
deemed tp have been duty ^ven on (i) the date of rectript if deliye;^ by haw4; (H) the 
date five (5jf Business Days afto: posting if transmitted by first- class niaU, postage 
prepaid; |[iii)the date of receipt if transmitted by telecopier or electro.njc maif; or (iv) the 
date one (1.) Business Day after delivery to an internationally recognized ebiiOTer service, 
whichever shall first occur. 

16. Assignment 

This Agrccrncnt niay not be assigned, nor may any obligations hereunder be transferted 
or delegated, by either party without die prior written consent oi' the other-party. 

17. Modification; Waiver, 

Extrept as otherwise expressly provHded herein, iWs Agreement shall not be supplemented 
or amended, nor shall any provision of tliis Agreement be conridcred modified dr- waived, 
unless evidenced by a writing signed by both ptaiies. 


13 


Confidential Treatment Requested by Renaissance Technologies LLC 


BA000345 

RT-PSI-00134976 



1098 


18, Governing Lawv; 

This Agreement ^all be.gtn'Kroed by jronstrucd in aucordahce with the laws 
of tjW Stete of New Vi^' 

(b) All transactions for tfe Accsoimts dwH be subject, to all applicable rul^, 
regulations andfoistoms of apy »cdiange or market and Us cieiringhouse on 
whicti transactions are exewitol aid to.all apphcablc;govemm«it acts or statutes 
and to the rules, and rc^iat>ons1lMateumler. Except as expressly provided herein 
to the contrcaw-, the Manager shall not be.liable to the Client as aUesult of^y, 
actions taken to comply vyith sudi nUes, relations orciu^oms. 

19, Gensent to JurisdUetion; Arbitration. 

The parties hereto agree that any MSum or proceeding arising direcily or tndireedy jn 
connection with, oyt of^ relate to or trom this Agreement, any breach hereof or ^y 
transaction covo-ed h^by. shat! be resolved, whether by arbitration or otherw'is^ within 
the County of New York, Gity of New York and .Stale of New York. :Ae*»Ttiing|yy lhe 
partis and submit to the jurfedictiai of the federal and state courts and any 

applicable arbitral body located within the County of New York; City of New York and 
State of NeW: York. The parties furthr?- agree that any such acticHj or proce^ing brought 
by ’either p;^y to entbree any right, assert any claim or obtain any relief whatsoev^ in 
connection widi this Agrcem^t shall be brought by su^ party. exGlusi'vely in federal or 
state epurtSj or, if af^ropriat^ before any aj^licable arbitral body, located within the 
County of New York, City of New York and State of New York, ; 

Tbe Client hereby irfevocabty appoints. Barclays Bank PLCj New Yodc Branch, at 2CKj 
Parit Avenue, New Yorkv NT 10166, to- receive, for it and oii, its b^aif, seri.’i<» of 
process in any proceedi ng. 

20, Client Receipt of Manager’s Brochure, 

The Client hereby, acknowledges receipt of the Manager’s current Fbnri ADV Part ifcit 
brochure statement in lieu thereof. 
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PURSUANT TO AN EXEMPTtON FROM THE COMMODITY FUTURES TRADING 
COMMISSION IN CONNECnON WITH ACCOUNTS OF QUALIFIED ELlGlELi 
PERSONS, THIS ACCOW DOeUMENT.I^ NOT REQUIRED TO BE, AND HAS 
NOT been, filed WITO the COMMISSiONi the commodity FUTURES 
TRADING COMMISSION EX)K NOT PASS UPON THE MERITS OF 
PARTICIPATING IN A, TRADING PROGRAM OR UPON. THE ADEQUACY OR 
ACCURACY OF COMMODITY TRADING ADVISOR DISCLOSURl. 
CONSEQUENTLY, THE COMMODITY FUTURES TRADING COMMISSION H*AS 
NOT REVIEWED OR APPROVED THIS TRADING PROGRAM OR THIS 
ACCOUNT DOCUMENT. 


page follows] 
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Kindly confa (hat this Agrament accurately reflects our entire understanding by 
agnJng and returning a countcipart of this lettCT. 

Very truly youre, 

PALOMINO LIMITED 

By: 

Name: W 

Title: 5y^frcr(5/s 

Confirmed as of ike Effective Date: 

RENAISSANCE technologies CORPORATION 

By: 

Name: 

Titlp: 
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Kindly confitra Aat dys AgreenvyA ac&ratdy reflect our entire lindeijtanding by 
signing and returning a counterpart of this lette'. 

Verytnslyi^uns, 

PALQMmoXilMITED 


By: 

Naibc:- 

Title: 


CoT^rmedm ^ the Effective Date: 
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Annex A 

iNVKTMpft'GOTDEUNES 


A. Pemiitted Investments : 

The Accounts shall ccwisist solely oft , . - 

(i) ,' Cash; 

(ii) U)ng and short pQ^tiCT»s in= shares of stock, equity securities. Amcri^ 
depository teccapts, ^ohal <i^)ostory receipts siniiiar wjuity-rdatcd. 
financial instrumejts, and otfier derivative and financial positions as may 
be agreed upon bydie CSioit and die Manager ftom: time to titne, actively 
iradwl m .the countries listed below or in any other countries as may be 
perrnitted by the GHert ^aid the Custodians from, tirne to tirne upon 
recommendation of the Manager (collectively, and together vvith 
derivatives and oAw finmeial positions authoazed pureuant to Section 
A(iv) hereof, “Permitted Securities” and “Peamitted Equity 
respectively): 


Argentina 

Noiway 

Australia 

Philippines 

Austria 

Portugal 

Belgium 

Russia 

Brazil ' 

Siiigtqforc 

Citflada 

South -Africa 

Dorun^ 

South Korea 

■Finland 

Spain 

France- 

Sweden 

Geraiany 

Switzerland 

HphgKong 

Taiwan 

Indonesia 

Thafland 

.irdand 

Turkey 

Itdy. 

United Kingdom 

Japan 

United Slates; 

Malaysia 


Mexico 


Netherlands 


New Zealand 



(iii^ Any transaction, that the Manager designates for execution in ascordance 
with these Invcstmrat Guiddines and that is not timely executed, or is not 
executed, for any reason of for no reason whatsOcviy, will be treated, for 
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purposes of this AgreanasE; as If it w«e acniaily timely ex«aited in 
accordance with aich desi^^W-of the- Manager and, therefore, (i) any 
s^<^ntics fiiaacial positions {whether long or short) that 

would haVie be^ qhldit^ to (w included in the Accounts if such 
transacUoh were actually - tandy executed m accordance with such 
desigiation of the Mana^ will be treated as included in the Reference 
Positions Accouift ^ ot^ date (and firae) designated by the Manage for 
the eicecutiah of iHe'relevanf transaction (a. Synthetic Position^') and will 
be treated as disposed of'or.odierwise -tenninated on fte day (and lime) so 
designated by the Maoaga':^ as appUcsdj)e;-{«) any stock, securities- and 
x>ther: !tTndncia1 positions (whether- long or short)- that would have been 
disposed of or otherwise tciminated if such transaction were actually 
timely executed in accordance with such designation of the Manager shall 
be h’cated as if «toally disposed of w othewise terminated, and excluded 
from dici relevant Aconint, on the day (and time) so designated by the 
Manager; and (iij) any dividend, tnt^c^ or any other inwme that would 
have been received or acemed on pr in respect of Synlhttic Positions if 
sudi trans«;tfon. were actually timely cxecut^ in accordance ivith such 
designation of'tl» MiUiagcr WiH bfe cnxlite^ to the relevant Aeoount in 
which such Iransaction'would have been exiKutcd. 

(iv) Other derivatives and financial positions substantially relating Or foferring, 
directly or. indireetly,. to Pennitted Securities, as maybe agreed upon by 
the Manager and thp.Client in writing time to tiitie, \vhieh Permitted 
Securities designated be deemed included in the Reference 
Poritions Accounts, forallpuqjoses. 

B; Positiun Limits : 

Tbe limitations set forth below shall apply to the aggregate position or positions, as 
applicable, credited tOr included or de«ncd indrid)^ in the Aocounls. 

1 , The, value, of the aggr^lc position in any security, on any day that is a trading 
day on the principal exchange on which such relevant security is fradi^ (a ‘.Trading’ Day”), 
detemithedat the doseoftradinson such Trading Pay, will not exceed the lesser of : 

(i) The greater of (A) 3 (ihree) times the arithmetic mean of the Daily 
Trading Volumes (as defined b^ow) during the first 10 Trading pays immediBtely preceding 
such day in the relevant security and in other related securities of the same issuer, and (B)' 5% of 
the Accounts Equity, as defined below; 

(ii) 1.5% (or such greater perecritj^e as hOtified by the Client to the Manager 
from time to time) of the value of the total outstanding shares of stock and other related 
securiti^ of the issuer of the relevant security; and 

(iii) 55% of Accounts Equity. 
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For purposps pt' this Section BJ, AoKsm D^Iy Trada^ Volume shall mean, with respect . 
to any secmity .arid:ani 3 ? TrE^ihg (A^.^ number of such secuntics traded on 

such Trading Day, multipli^ hy (B) the oonc^rfiiig closing price for such security on such 
Trading Day. ,/ 

2. The value of thC: aggregate in sccunties of issuers with the ticker, 

symbols list^ hn Schedule 1 attached h^et^Tas it. niuy he amended from time to time by mutual 
agreement of the parties) shall not wtceed oh anjt- day GBP miliion or such other amount .as 
may be agre«f by the CliCTii Manage. 

3. No positions (whether long or ihoit)m securities issued by Barclays B^k PLC br 
its affiliates, as listed. in Annex K Schedule^2 att^hed h»a^o, will be included in the Accounts, 
Client will bchcsponsible for ^vising the Manager-of any changes, to the list pf s^uiities issued 
by Barclays Bank PLG or its affiliates which can notbc traded. 

4. Client will be responsible , for advi^g^the Manager, on 3 daily basis; in an 
electiohic format that is accessible by the Mana^v <if any securities that are restricted m 10 
liquidation only br fii) no change in the current position, as listed by security and brie of ISIN: 
SEDOLorCKS'lP. 

5. No positions that consist ofequtty in pass-tftrtiy^-eqtities (for U.S. Ub^ purposes); 
including passive foreign investmesit cbropanies delmed in Section 1297 of tW Internal 
Revenue Code of 1986, as amended), li^ed (by security and ticker syrnbo!) in Annex A, 
Sch^ule 3, Will be included in the Accounts. Client will be responsible for advising the 
Mana^, on a daily basis, of any changes to Annex A, Schedule 3, in an electronic format that is 
accessible by lhe,Manager. Any additions to ;tiic list will cause the Manager to liquidate any 
positions in a rea^nable pWiod of time, as drterminCd by the Manager in its sole discretion. 

C. Trading Limits : 

I-. All borrowing, financing, or ofter leveraging transaction will be effected within 
the Accounts only \vith the Cusitxiians (or any Affiliate thereof) pursuant to the Prime.Bfokcrage - 
Agreements (or My successor thereto). 

Z Ihe value of L + S, as defined below in Section C.3 to these Investinent 
GuidcUnw, shall not be, at any time, greater than 500% of the Base Amount, as defined below in 
.Soctio.n C, 3 to these Investment Guidelines. 

3; The Accounts Equity, as defined below, shall at no time be less than the greater of 
(i) 5% of L + S, and (ii) the sum of (A) 4.166% of L + S, plus (C) 20.833% of the absolute value. 
ofL •• S, where: 

“L” me«t 8 , at any time, the simi of the absolute values of all long posidohS 
credited to, included or deemed included within the Accounts; 

“S*’ means, at any time, the sum of the jd)solutc values of all short positions 
^edited to, included or deemcilincluded within the Accounts; 


Hi 
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‘;Base Amount’’ means USD'^SjOOO raillk^j and 

"Accounts Equity” me^ .ihe sum of 0) US„D 1,070 million, plus (ii) the 
cumulative profits., whether reatiii^ or unr^ 2 «d, in respect of Pennitted Securities, Synthetic 
Positions and Other finatteial positiais long or credited to, includei;! or deemed 

included within the Accounts at any fime Pt^itionS”). minus (iji) the cumulative 
losses, v^hcdicr realized or unreal jzcdj ;in respect of Accounts Positions included in the Accounts 
at such tirhe, minus (tv) the amount of my.oct profit '^thdrawn from the Accounts hy the Client 
with the GJnscrit of die Maha^r., 

D. Sector Lirhits : 

1 . The isum of (a) the abSfOlute value of Ml long pp^itions plus <b) the afasQliite vMue of all short 

positions, in «^ch case cr^ited lOy ihcludcd OT- deemed iiicludcd within the Accounts which 
relate to one particular sector ta:'^roK.S«MtM-Positioft”) s^all not exce^ 32% dfthe sum of 
LpluS;S. , . 

2. Subject to Section D,1. above, if any. individil^ Grd^ Sector Position exceeds 27% of the^ 
sura of L plus S, then no other ^ross Sector Ps^on sM) exceed 2C% of the sum of L plus 
S. If the iaj^est Gross Sector Portion is le^ Qf to 27%;rOf the sum of L plus S. 
then each other Gross Sector Portion shall ncH exceed 27% of the sum of L plus S. 

For purposes of this section, the definitions in the US portion of die Global Barra model 
B1ME2. 1 shall be us<^ to identify which positions belong to which ‘-^tof”. Each position 
first ly assigned, to die. single "industry” within its local market to which it the 
hipest exposure accoiding to the B^rra risk matrix and, in the case of npn-U.S- scciaitics, 
ftiTther mapped to one industry in the Barra USE3L Modd. If a position is equally exposed to 
2 m mdre. industries and die a'liibunr of such exposures is . any other exposure for 
such positiph, then the position shall belong to the indu^ that ranKs fifst alphabetically, 
•Once identified with an indpspy, die position shall belong to the sector associated with that 
industry in the US portion of me Globa) Bjura model BIMB2,, I . 

E. . Legal Limits : 

All transactipns will complywith applicable laws and regulations. The Manager shall not be 
in breach of these Investment Guidelines in respect of any law or regulation if Manager could 
not reasonably foresee, and Client has not notified Manager in writing, that sueh law or 
regulation would be applicable to Client. 

F. General Strategy : Long/Short Statistical Arbitrage 
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SCHjEp]Ui£l 

The parties agree that the ticker syn^ls listed. OMTjprise Annex A. Schedule 1 to the 
Amanded and Restated investment Management A^#nent between Paiomino Limited imd 
Renaissance Technologies Corporation datedTfet«iTj&cr6,-2p(^ and replace any priora^eement 
related to the stane subject matter. 


s«dol 

6097976 

2013233 

6708289 

0038614 

2825052 

2619578 

4235864 

4022624 

2023492 

2024-0^ 

2596950 

B0LX483 

2761'543 

2935664 

2906850 

2029467 

6580368 

0198789 

2^6780 

6045823 

2629179 

2051374 

60^334 

2647256 

6065586 

6071668 

7128541 

5528604 

5628596 

4116099 

5566259 

6432771 

7622225 

5501906 

5777570 

S071517 

5724587 

207.8782 

5812493 

2080174 

5458392 

2075039 


prpd_code 

SAP£»7879113 

US01Q317i056 

iNE42aA010is 

GB00003S6143 

US01 85351 048 

US0192051037 

GRSQ1K)i3006 

DK0010116771 

US0239121082. 

US0236131027 

US0277451086 

US62407E1CW7 

US0243431055 

US030.58P1093 

US03074A1025 

US0328391026 

tNE4MA6l013 

IE0001987894 

lJS03584ai002 

JR3106000007 

US0376751055 

US0427441029 

MAOO0q0V0688 

US0504731078 

AUOOOObOANZS 

0HOOO464895O 

1T0001 334587 

1X0001254884 

1X0001254892 

IT0000066123 

1X0000060878 

MA0000011173 

1X0003487029 

ES011 321 1835 

ESOil3211835 

1X0001007209 

1X0001-073045 

US05945F103C 

FTECP0AM0007 

PEP1 16001004 

ES0113140133 

COP092521C)06 


secufHy 

ABB^ NATIONAL PUC 9.3375 PERPETUAL RG 
AaiED. lRISrfBANK8 LTD EUR 0.32 
NOf^^ ROCK :PLC GBP 0.25 
KENSl^TON GROUP PLC GBP 0.1 
ANSLOIRISH BANKCORP ORD EUR0,32 
BRADFORD & 9INGL6Y PLC GBP 0.25 
STANDARD-CHARTERED PLG OSD 0.5 
HSBC-HOLOINGS PLC USD 6.5 . 

PARAGON GROUP OF COMPANIES GBP QA 

ROYAL BKOF SCOTGFtP PLCGBP O.25 

STANDARD CHARTERED BANR 7.375 PERPETUAL RG 

LLOYDGTSB GROUP PLG GBP 0:25 

BANCO SANTANDER CHILE SA CCP NPV 

BAN'K OF south CAROLINA USD NPV 

CITIZENS SOUTH BANKING CORPORATION USD 0.01 

AMSOUTH BANCORP USD 1 

ALABAMA NATIONAL BANCORPGRATiON USD 1 

BBVA BANCO 6H1F CLP NPV 

AMCORE FINANCIAL USD 0.22 

AMERIANA BANCORP USD 1 

IBt BANCORP.INC USD 1.25 

PLUMAS BANCORP USD NPV 

BANCO iNTERNAGiON/L DEL PERU PEN 1 

ANCHOR.BANCORP WISCONSIN INC USD 0.1 

UNION BANKSHARES INC USD 2 

DIME COMMUNITY BANCSHARES INC USD 0.01 

FIRST SOUTH BANCORP iNC-YVASHiNGTON NC USD O.Ol 

SOUTH STREET FINANCIAL CORP USD NPV 

ABC BANCORP USD 1 

SKY FINANCIAL GROUP INC USD NPV 

FNB CORPORATION/PA USD 0.01 

PULASKI FINANCIAL CORP USD 0.01 

ARROW FINANCIAL CORP USD 1 

ASTORIA FINANCIAL CORPORATION USD 0.01 

BANCSHARES OF FLORIDA. INC. USD 0.01 

CAPITAl CROSSING BANK USD 1 

ASSOCIATED BANC-CORP USD 0.01 

BANCO DE CREOrrO DEL PERU PEN 1 

BANCO DE CREDITO E INVERSIONES (BCI) NPV 

BANCO LATINOAMERICANO USD NPV 

BANK OF MONTREAL CAD NPV 

BANK OF HAWAII USD 0.01 
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sedol 
545841.1 
2100845 
5458433 
2067854 
2069355 
S457849 
2^9380 
572175,8. 
.5857636 
2107727 
.5620704 
2026769 
2069485 
2080505: 
B05BRL7 
2624668, 
2053369. . 
2570482 
• 5705946 
20M)257 
2075675. 
2077273 
2077284 
2102391 
6727121 
BOGZNPO 
516675S 
6468022 
6074991 
6116462 
6075756 
2761.554 
2076009 
6101855 
5860618 
2007708 
2073174 
805HHR1 
2085856 
6074968 
6076351 
6545248 
4640048 
5473113 
0OK82Z2 
6986449 
8038282 
5107854' 
2681492 
7153639 
2088402 


pro!d_code 

ES011 3243135 

CLPQ939W1081 

ES0113381133 

PEP 12000 1008 

CIP321331116 

ES0113515136 

.ARp69669il33 

PTBPi0^f40004 

ESQ1.13790531 

AR.BraQOigi94 

£50113^0239 

PEP1 48001006 

PAP1 6994 1328 

ARBANSOIOOIO' 

yS05969A1051 

US0596901076 

US05976U1025 

US05978R1077 

ESOl 13900337 

CLP1506A1070 

COP.1SP651083 

COP356111Q56 

COP151631019 

•COB07AO00048 

1D1000096605 

ID10Q6096007 

R.B6S0OOOO19 
JP31 52400002 . 
JP3699200006 
TWQ002a36004 
JP3251 200006 
•US0635541099 
CA06367ii0ie 
US0605Q51046 
;US060.5651046 
030650661020 
CA063e711016 
US06423T1025 
US063Q041062 
PHY0967S1694 
JP3975000005 
101000092703 
0306445-12065 
PLPEKA00001'6 
US0658201027 
JP3^5400001 
US06643P1049 
DE0008023227 
OS06646R1077 
PLB200000044 
US0659085015 


secur^ 

BANGORPSOUTN INC.USD 2.5 

BeVAfiANGaiJRi^ES SA ARS 1 

VEME20LW^-15E.CRE0IT0 SA banco universal VEB500 

8AWX5 DE 8CK50TA COP IQ 

B^l^pF GRANfre USD 1 

BANCO SWTANDER COLOMBiA SA COP 525:1 1 

BANK OF MONTREAL CAD NPV 

NOVA SCOTIA CAD NPV^ 

BANCO SUPERIOR S A COP 64 
B/yiiCO.UNiC»3'c6LOMBlANO (BUC) COP 10 
l^tlONAL bank OF CANADA CAD NPV : 

,LAURENTI4N bank OF CANADA CAD NPV 
SANCFIRST 001^ USD i 
BANCO CONTINENTAL PERU 1 v: 

BANCO' fw^RQ BANSUOSA 
BANKUNITED.FINANCIAI. GORP USD 0.01 
UN'rTY BANCORP INC USD NPV 

. BANCO DE 6eClDENTE S.A. COP 30 
BANK OF THE OZARKS USD 0.01 
NET BANK INC JJSD 0.01 

BANESCO BANCO UNIVERSAL S.A.C,A. COM VEBIOO 
BANKATLANTIC BANCORP INC USD 0,01 
PARKE B/^CPRP«^ USD 0.1 

MERCANTIL SERVICIOS FfNANCIEROS C:A. VE81 50 CL‘A‘ 

MERCANTIL SERVICIOS FfNANCIEROS G.A. VEB150 GL'S’ 

BNCCORP INC USD 0.01 

BANCO DE CHILE CLP NPV 

BANCOLOMBIA SA COP 500 

CAPITAL CQRP OF THE WEST USD NPV 

BANCO RIO DE LA PLATA' 'B'ARSI 

BOK FINANCIAL corporation USD 0.00006 

CAMDEN NATIONAL CORP USD NPV 

RIVERVIEW BANCORP INC USD Q;0'l 

JACKSONVILLE BANCORP INC/FL USD 0.01 

CENTER FIN/WCIAL CORPORATION USD NPV 

PROVIDENT financial HOLDINGS USD 0.01 

B4TERVEST BANCSHARES CORP USD 1 

FIRST MARINER BANCORP INC USD 0.05 

PATRIOT NATIONAL BANCORP USD 2 

MAiN street BANKS INC USD NPV 

tiMBERLANO BANCORP USD 0.01 

SANDY SPRING BANCORP INC USD 1 

NORTHWEST BANCORP INC USD 0.1 

SYNOVUS FINANCIAL USD 1 

LIBERTY SELL BANK USD 5 

CVB FINANCIAL USD NPV 

SOUTHCOAST FINANCIAL CORPORATION USD NPV 
CITY HOLDING COMPANY USD 2.5 
UNIONBANCAL CORPORATION USD 1 
CANADIAN IMPERIAL BANK OF COMMERCE CAD NPV 
PROVIDENT FINANCIAL SERVICES USD 0.01 
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sedol 
61 5811 8 
208TCO3 
23460D3 , 
2618111 
296444S 
2100522 
277.0442 
5324783. 
4149396 
2763475 .. 
2277^ 
2419820 
2413026 
6181459 ; 
2492917 
2420736 
■23540Sr • 
2041308. 
2441-3W ■ 
2329327 
2548616 

■' 

4076^- " 
4076847 
.2084916 
6523341 
7095388 
S679223 
5458165.. 
'4115740 
5608636 
, 4072533' 
2328595 
4072^9 
4058061 
2076281 
29S7665 
6657^3 
6159652 
6078243 
6359933 
6075938 
6075949 . 
6073341 . 
6099778 
6075648 
607.5693 
2075589 
73.76492 
4083610 
7097384 


prod code 

TH0041010D08 

US06652B1035 

U.S06652V1098 

US0668491006 

US0S566T1016. 

US0559361086 

U509661 11082 

C'HQ007:b6089b •• 

CH0001 642682 

US1080301070 

0S14149F1O93 

, 

.US1 534601031 
t'^eQ02k7OQ3 
US19623 Pi 6-12 
US3374;iHi077 
. yS302509'i048 
US3025201019 
US30293b.1021 
US3025261088 ' 
US5528481030 
JP31268qO0Q6 
lf00000726l:8 ' ' 
110000072626 
CGB23AQ00045 
:^,O561Ql068, 
eS011386fe32 : ' 
ES0113980330 . 

, .ES011 39971 36 
iTobb.1041QOOi . 
110001281374 
IT0001 005070 
8F^BASACNOR3 
£50113440038 
Pt8eS0AM0OO7 
.GAQe4i.49lb75- 
CA0641431075'- 
JP3i84600007 
•TW0005818009 
AUOOOOOOBOQS 
TH0023010R10 
TH0023010000 
TH0023Q1001'8 
•BH0004659916 
|NE023A010-1'3 
HK0023bC)0190 
JP3804000002 
US0624O1.1O47 
GRS00401300'9 
CH0001473559 
CH000923e461 


sepMri^ 

'RA0MU4 6B0i^ B4C.USD 0,001 
CAPITOL B^WCORPXTD. USD NPV 
.C(^i^lA BAji^NG SySTEMS !NC USD NPV 
THESOMTHPiNANaAL GROUP INC USD 1 
GAS.GAi)E FiN/^ClAL CORPORATION USD 0,01 
•COMPASS BANCSHAReS INC USD 2 
COMMWHITY SHORES BANK CORP USD NPV 
CENTR^L'ViFSSINlA BANKSHARES INC, USD 1 .25 

CAF»!tAL..C!TYBANK-:GROUPlNCySD0..01 ' ‘ 

CANADIAHWESTERN BANK CAD NPy . 

CHEMfCsli'FiNAhlCIAL eORP USD 1 
COMlwfeRCe BANCORP INC USD 1 

CHITTENDEN CORP USD 1 
CltlZEf^^B^KING CORPORATION USD NPV 
-CITY ittfibNALCORPORATiON/BEVEBLY HIlLS CA USD 1 
SlIMMlt BANCSHARESiNC (TEXAS) USD 1.25 
COMMUNITY BANKS1NC USD 5 
COMM^IAL BANKSHARES INC/FL USD 0.08 
. COMEM^'INCUSD S:, 

COMMERGE BANGSIfARES iNCUSD S. . 
CyPTONSAVINGS BANCORP INC USD 0.01 
FRAN^'N BANK CORPORATION USD 0-01 
COMMUNITY BANK SYStEMS NY USb i 
HPRBOR FLORiDABANGSHARES USD 0.1 
INO>i«AC MORTGAGE hLpGS INC USD 0.01 
COMMUNITY BANK. SHARES OF INDIANA USD 0.1 
independence COMlwWNlTY BANK CORP USD 0.01 

^ COUNTRYWIDE FlNAj^dAL CORP USD 0;.Q5 
CENTRAL PACIFIC FINANCIAL GORP USD NPV 
.GREATER^y BANCORP INC USD NPV 
CREOICORP LIMITED USD S 
CULLEN.FROST BANKERS USD 0.01 
NATIONAL BANK OF CANADA CAD NPV 
^ERNATIONAL BANCSHARES CORP ttSD ,1 
DOWNEY FINANCIAL CORPORATION COM USDO.OI 
COBI2 INC USD 0.01 

DELTA financial CORPORATION USD 0.01 
CATHAY BANCORP USD 001 
FRONTIER FINANCIAL CORP USD NPV 
STERLING FINANCIAL ,CORP(PA) USD 5 
SUSSEX BANCORP USD NPV 
POCAHONTAS BANCORP INC USD 0.01 
FIRST FINANCIAL BANKSHARES INC USD 10 
REPUBLIC BANCORP INC^Mi NPV 
CARDINAL FINANCIAL CORPORATION USD 1.'- 
FIRSTBANK NW CORP USD 0.01 
NORTH CENTRAi BANCSHARES INC USD 0.01 
CRAZY-WOMAN CREEK BANCORP USD 0.1 
SAUSBURY BANCORP INC COM USD0.10 
SANK OF AMERICA CORPORATi.ON USD 0,01 
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sedol 
B0tC1N4 
2830904 
.7378261 
2018131 
2074371 
2783462 
B015LD3 
2^6570 
5565253 
567:9546 
2436960 
2i;i3575 
4082491 
41:32017 
411448.8 
6536112 
■ ^9681 
2ld9(»1. 
:^81133 
0222815 
6673907 
2967675 
2«.4515 
7138636 
2164517 
2116659 
2170525 
2418872 
2188283 
65800.12 
265403D 

BoiTwpe 

1186759 
2104096 
. ^76669 
•■B058V38 
2184236 
2179179 
2264235 
80LNTQ6 
2494485 
2’125224 
a683ai3' 
2185552' 
2619675 
218SS63 
61878^ 
2287135 
6198954 
6190563 
6190585 


prpd_CQd€ 
US07262L3096 
US0549371070 
170003262513' 
dPi0241.i004 
, ARPl,259'9iq90 
US0733341046- 
yS0845972027 
,1)30846301076 
E?EOQ0.8029000- 
Ct100O9e9l6O6 
U^878661Q91 
WS0553842008 
AT()Q006255.04 
AT0000^38 
ATOQ0O624739' 
HK2388Q11i92 
FR000013il04 
US05561C12012 
'US 101 1191 053' 
680002228152 

TwoqbsgiQooe 

y5t1373Ml071 
US12466Q1040 
FR0000044.S47 
US1 9261 81 096 
US1 330341 DB2 
CA1360691010 
CA1360691010 
CA1^77F10T8 
lNf478A010i4 

USI #931031 
US;T39B74.1050 
US1396741050 
. USi400652020 
118143785,1033 
DS.1442001020' 
US1471541088 

.US1472721083 
■US1491S01045 
US16134S3035 
USi514081017 
US15146E1029 
US15568510Q4' 
U$1557921046 
US1524181096 
US1564321065 
. TW6002801008 
.US12525D1028 
TW0002820003 
JP3511 800009 
JP351220O0O1 


.sprarity 

F1f^TBA?!iGORP--P.UERTO RICO USD 1 
PE^ACK-Gl*DSfrClNE FINANCIAL: GO USD NPV 
PROSPSlITY BANCSHARES INC USD 1 
SANTAM3ER BANCORP USD 2.5 . 

:FLA<3!STA« a‘«4C©RP USD 0,01 
FAF^ERS CAPITAL BANK CQRP USD 0.125 
. BRASIL SA BRL NPV 

FIRST pEb BANCSHARES OF ARKANSAS USD 0.01 
I^BFBiaMeiALSERVICES tORP USD 1 
FiR^'.FE'b FINANCIAL OF KENTUCKY USD. 1 
FANNE MAE USD NPV 
EPIC BANCORP USD NPV ' 

CORPBANCA ADR REP 5000 ORD 

FIFTHTTilRD BANCORP USD NPV 
SYNERGY FINANCIAL GROUPifNC USD 0.1 
FIR]#iilERlT qORP USD NPV 
M&T B^K CORPORATiCH^ USD 0.5 
TRUsTMARJ< CORP.USD NRV 
FIRMED Pli^NCiAL corp.u8d o'oi 

FlRsf^NANCiAL HC^INGS INC. USD O.Ot: 

rrsT'Midwest8/wc6rp usd o:ot 

FIRST HORIZON NATIONAL GORP USD 0:625 , 

FIRST FEPUBLIG BAWK SAN FRANCISCO USD 0.01 

FIRSt SQURCE COFtf* USD NPV 

WACHOVIA CORPORATION USD 3.333 

FIRST MERCHANTS CORP USD NPV 

DORAL financial CORP USD 1 

FIDELITY BANCOf^TNC/PENN USD 0.01 

BANNER eORPORATION USD 0.01 

flag pINANCIAL.qORP USD 1 

FIDELITY SOUTHERN CORPORATION USD NPV 

FIRST STATE BANCQRPORATION USO NPV 

FIRSTCHARTERCQRP USD NPV 

BANK OF bAK RIDGE COM USDS 

FIRST COMMWTH FiNt'CORP PA USD 1 

FIRST WEST VIRGINIA BANCORP USO 5 

FREMONT GENERAL CORP USD 1 

FIRST FINANCIAL BANCORP USD NPV 

FIRST NATIONAL LINCOLN CORP U8D 0.01 

FMS FINANCIAL CORPORATION USD 0.1 

FIRST CITIZENS BANCSHARES INC NRTH USD 1 

FIRST INDIANA CORP USD 0.01 

FIRST MUTUAL BANCSHARES INC USD 1 

FIRST OF LONG ISLAND CORP USD 0.1 

FULTON FINANCIAL CORP USD 2.5 

BANCO OE GALICIA Y BUENOS AIRES S.A OE C.V. *B ARS1 

aUSHING FINAI^IAL CORP USD 0.01 

FIRST FINANCIAL CORPORATION USD NPV 

FEDERAL AGRICULTURAL MORT6AGE.GORPORATION USD 1 

GLACIER BANCORP USD 0 01 

great AMERICAN BANCORP USD 0.01 
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s^o} 
6431756 
6310?, 47 
219^15 
,8196594 
8^493 
2651592 
2740973 
2618166 
2644248 

2161778 
2619705 
2837488 
2257752 
2619716 
- 2176608 
2213204 
2656873 

2211598 
2003364 
6243898 
. 5975266 
2493750 
2739034 
6215035 
6249799 
6367776 
6175203 
2264116 

, 7255^9:; 
25025S9 
2496782. 
6654316 
B00K2L4 
5946842 
2334042 
6325279 
5269837 
7440621 
2482468 
0019783 
4020684 
2404172 
2590178 
2897211 
2230946 
21991-11 
2239556 
6251147 
4267641 
4616023 
4263304 


p«>d_code 
TW0CX)2883006 
GNQ005910772 
■US1703281(X37 
JP3S20000005 . 
HK0183011623 
.US1 746151042 
, US17461R1068 
US1747151025 
US17770A1t)97 
US1 778351056 
: ..US;1261281075 
US19035410bl 
U31908971088 
US.1972311039 
.US1972361026 
US200S251036 
US2008451054 
US2Q16O71084 
US20162L1052 
EG^121C018 
060005428007 
052022171056 
US2208731032 
AUOOOOOOCBA7 
HK0440001847 
SG1J9^92514 
SGUdl001701 
y62479181;0S7 
iebo^^994: 
US25q37Viq9i 
052682^1015 
GRS32^'13603 
052936681095' 
,P)0Q09008676 
. US29425bl<^S , 
PHY229gCi02S 
AT000065201'1 
AT00(Ki652Q1 1 
US26884F1021 
iEOOOOl97S34 
IE0.0001 97834 
US0488771041 
US0549481044 
US 153770 1:021 
US1547601021 
.USl7fi566l059 
US229a99l090 
J.P348380q003 
PE00.08042003 
DK0010018092 
NbOOl.0031479 


security-. 

GCa.DE^i'WEST F^ANCIAl CORPORATION USD 0.1 
-GREAtERDELAWARE VAaEY SAVINGS SANK USD 0.01 
GOLD ING USD4 

WILBER-^RP0RATION USD0.01 
GREATER COMMUNITY BANCORP USQ 0,5 
FIRST R^JONAL BANCORP USD NPV 

MERCHAhlJS AND MANUFACTURERS 'BANCORPORATION INC USD 

Great southern .bancorporation inc usd o.oi 

S.Y. SAI^ORP INC.USO NPV 

HAB^NAM BANCORP USD 1 

GRUrtjAVAU ACeiONES Y VALORESGOP 1 

ATJ,AMTid_SbUTHERN FINANCIAL GROUP INC USD 5 

CARiTpL federal FINANCIAL USD .0- 01 

WEST BANCORPORATION USD NPV 

Fl^T FED BANCSHARES INC. USD 0.01 

CENTWa-FEDERALCORPORATION USD 0.01 

UNITED COMMUNITY FINANCIAL CORP USD NPV 

MID-STATE BANKSHARES USD NPV 

HAfaeOCK HOLDING CO USD 3.33 

ABIGAIL ADAMS NATL- BANCORP USD 0.01 

COC»=EFWriVE BANKSHARES INCORPORATED USD 1 

CARROLLTON BANCORP; USD 1 

META Financial GROUP iNc USD 0.01 

CITIZENS & NORTHEN CORPORATION USD 1 

FIRST UNITED CORP USD 0.01 

HARLEVSVILLE NATIONAL CORPORATION USD 1 

GRUPO FINANCIERO BANORTE S.A, DE e:V. MXN NPV 

NEW HAMPSHIRE thrift BANCSHARES USD 0.01 

FIRST NIAGAiRAFINANCIAL GROUP INC' USD 001 

PARK BANCORP INC USD:D.tl 

PAB BANKSHARES INC USD NPV 

PVF CAPITAL corporation USD 0.01 

UNlONBAWiQRP INC (DEL)USD 1 

LAUREL CAPITAL. GROUP INC USD 0.01 

SUN BANCORP (NC-NJ USD 1 

WESTBANK CORPORATION USD 2 

HF FINANCIAL CORP USD 0.01 

SUMMIT FINWGIAL CORP USD 2.5 

WINTRUST FINANCIAL CORP USD NPV 

HMN FINSANCIAL INC USD 0.01 

HINGHAM INSTITUTION FOR SAVINGS USD 1 

COMMUNITY BANCORP INC USD 0.625 

TEAM FINANCIAL INC USD NPV 

INTEGRITY FINANCIAL CORP USD 1 

PENNSYLVANIA COMMERCE BANCORP INC USD 1 

HOME FEDERAL BANCORP USD NPV 

BEVERLY HILLS BANCORP INC USD 0.01 

PEOPLES-SIDNEY FINL CORP USD aOl 

HUDSONCITY BANCORP INC USD 0,01 

HORIZON FINANCIAL CORP USD 1 

FIRST M 8 F CORP USD 5 
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sedof 
2768869 
5526341 
2552565 
2604217 
633.1867 
2328153. 
6328450 
.2363381 
61.39845 
9750678. 
2444811 
4346915 
726611-7 
BOFODZO. 
2334150 
2356585 
2S32140 
2502151 
7127935 
2375643 
2379957 
5675931 
2647751 
2964438 
439.1090 
: 2403942 
• 2421 04.r 
2822398 
2503035 
2'5026Q1 
6^088 
2400697 
2415497 
6076470 
6430582 
2603526 
2226837 
2420822 
.2^125,' 
2962394 
97507Q4. 
2424471 
6432362 
6433066 
6336879 
5859144 
6006370 
2590219' 
2898652 
6251-727 
2534148 


procl_code 
US29371-21059 
.DE0OOaO76OOT 
U,S29911Q2084 
US3013091000 
TWG002822004 
US3095621062 
TW0002845QD5 
-US31.31 483063 
INE171A01011 
US33716210.18 

US3449051Q40. 
.DKOOIOOITOfi' 
.BEOdb3801l81 
.US30254Mldl'8 
US3134003al7: 
US36027110q0 
tJS3.ei4621p49 
US373865lb;47 
PLGSPRd.0dpt4.. 
.US3813171069 
. 033.799071 085 
DEOOOsaoosas 

US3943571071 

0.33943612081 

DK00lO23063d 

C,OY29A000044 

MXP370711014 

MXP370641013 

034007641065 

US4QV68P1012 

JP3276400iM3 

,034044591081 
03410^2010,97 
KR7d02'860005 
, KR702i966oOO 
US41'649,51052 
US41 1.9011017 
US41 26501099 
034128651076 
US41383L1044 
US41"57811039. 
US4041721089 
JP3851 400006 
JP3841000007 

AUOObOOOHOM4 

CH00082517S6 

WA8000028003 

031495471013 

US15201P1093 

JP34a3400002 

US25392210&3 


secunty 

n4B-CORPOfWTlQf;i/VA.USD 5 
METROCORPBANCSHARES INC USD 1 
SLADES FERRY BANCORP USD 0.01 
FOOTHILL INDEPENDENT BANCORP OSD OlOOl 
SEDUarTY BANK CORP USD t. 
hunTin-GTon bancshares usd NPV 
SOUTHWEST GEORGIA FlNANGiAL CO USD 1 

INDEPENDENT 8W4K CORP(MASS) USD 0.01 

IBERIABANK Cd^. USD 1 

NORTH BAY BANWP USD NPV 

INTERCHANGE:.#INANaAL SERVICES CP/NJ USD NPV 

CHESAPEAKE FINANCIAL SHARES, INC. USD 5 

ira/viN FiNwcyU- coRP USD NPV 

ITLACAPITALCi^f^RATION USD 0.01 

MAB4SOURCE'-FI^CIAL GROUP INC USD NPV 

MIDWEST BANC HLDGS USD 0.01 

CHESTER BANCl^ INC USD 0.01 

CENTIME FINAf^lAL CORPORATION COM USDO.DI 

UMPCIUA holdings CORP USD NPV 

SUMliilt BANK CDRP (GA) USD 0.01 

301^SIDE BAN^HARES INC USD 1 .25 

PRIVATEBANCORP INC USD NPV 

EAST- WEST BANCORP INC USD 0.001 

COMMUNiTY WEST BANKSHARES USD NPV 

COWLITZ BANCORP USD NPV 

WAYNE SAVINGS 8ANCSHARES INGUSD 0.1 

FIRST BUSEYCORP USD NPV 

INDEPENDENT BANK CORP - MICHIGAN USD 1 

COLONY BANKCORP JNC USD 1 

CODORUS VALL^ BANCORP [NC USD 2.5 

COMM BANCORP 11^ USD 0:33 

commercial NAtlONAL FINANCIAL CORP/PA USD 2 

UNITEOTENNESSEE BANKSHARES. INC USD NPV 

CENTER BANCORP INC USD NPV 

ECB BANCORP INC.US03.5 

MAYFLOWER CO-OP BK MOL8RO USD 1 

ROME BANCORP INC USD 0.01 

GBST BANCSHARES INC USD NPV 

GERMAN AMERICAN BANCORP USD NPV 

DESERT COMMUNITY BANK USD NPV 

GUARANTY FEDERAL BANCSHARES INC USD 0.1 

GREATPEE DEE BANCORP INC USD 0.01 

GUARANTY BANCSHARES INC USD 1 

HERITAGE COMMERCE CORP USD NPV 

AETHER HOLDINGS INC USD 0.01 

GREENVILLE FIRST BANCSHARES INC USD 0.01 

WACCAMAW BANKSHARES INC USDN^'^ 

PELICAN FINANCIAL INC COM USDO.OI 
FNB CORP/NORTH CAROUNA USD 2.5 
UNION FINANCI/^ BANCSHARES USD 0.01 
COASTAL FINANCIAL CORP USD 0.01 
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sedpi 
2122106 
2714042 
6142917 
6479767 
6479983 
6480781 
6480844 
, 01^333 
6494257 
2668592 
6498900 
.571 202-1 
5512770 
2620020 
4629363. 
2423296 
2077347 
2159825 
6101026 
451791.5 ^ 
6577508., 
0870612 
6525035 
2653822 
2580373 
25^905 
2095156 
2095190 
2795285 
2620257 
2578389 
2823238 
2553;S33 
6575881 
64^87 
2457808 
6755821 
2822600 
2689441 
B033TG4 
4072113 
4Q72168 
4115223 
4072146 
2352680 
2264257 
6460233 
2550354 
2503916 
2619880 
2544993 


pr6d_cotJe 

US4692491065. 

US4703381040 

.(NSieSAOlQI? 

JP3.394200004 

JP3392600007 

J,P320.6400008 

JP32078Q0008 

GB0001663334 

JP32382,d0d04 

,US48292i1.030 

KR7010460004 

OK0bi0253764 

>3245300003 

055021001004 

DK0010201:532 

US51 86291002 

'CA51925Di.069 

US53{K33TQ54 

(NE1i5A01O18.' 

LI00007S3264 

ID1000093701 

.060008706128 

.HK1111'002544 

US554225102i 

US5603621054 

US576152i021 

.Ve.V0019410A8 

VEV001941087 

US58734Ptq57 

•.US58737610"44 

.U$.587405ldi5 
US.60037aiDei 
US.598S10V06$ 
JP3681200004 
JP3,90800b0O7 
US65747710S0 
ZAe600624501 
USW590510S7 
US01 26841 065 
U^484251022 
IT0000064441 ' 
170000064482 
IT0000784196 
tToooooe436o. 
US3572881P98. 
US35907Ki051 
HK063603b.667 
US42724P1077 
US42^271098 
US4272'2J<1063 
UiS42965Qi076 


security . ^ 

UC8H yotDlNdsjNC USD 0.01 
W Hpi.DiNG CO INC OSD 1 
NATIC3|?1^ BWSHARES INC USD .2.5 
MAN SANG HOLDINGS.i.Ne OSD 0.001 
COMMUNITY aWKSHARES.. INC. COM NPV 
LSB.BANCSHARES INC USD 5 
LAKEUAhp FiNSANClAL CORP USD NPV 
wiLSHiR€:BANCORp.1Ne USD NPV 
VlRGiNfA C^MERCE BANCORP USD 1 
WASHINGTON BANWNG CO USD NPV 
EASTERN VIRGiNlA; .BANKSHARES INC USD 2 
FEDERALTf^JST GORPOf^TION USO 0.01 
JEFFEfiSQNViaE BANCORP USD 0.5 
Pf=^WER:!GOMMUNltY BANKSHARES INC USD 1 
OHIQ iEC^CY CORP USD NPV 
PREMIEF^EST BANCORP USD NPV 
PROVIDENT: BANCORP INC USD 0.01 
MGiC -iNyESTMENT CORP USD 1 
OHIOVALLEYBANC CORP USD 1 
MATRIX BANCORP INC USD 0.0001 
NORTH VALLEY BANCORP USD NPV 
NORTHWAY FINANCIAL INC USD 1 
NORWOOD FtNAI^IAL CORP USD 0.1 
ST JOSEPH CAPITAL CGRPORATiON USD O.Oi 
VAIL BANKS INC USD 1 

community centi^ bank corporation usd 5 

CRESCENT FINANCIAL GORPORATipN USD 1 

EVANS BANCORP IMG USD 0.5 

PENNS WOODS BANCORP. INC, USD 1 0 

SOUTHERN COMMUNITY FINANCIAL CORPORATION USD NPV 

MIDWESTONE FINANCIAL GROUP INC USD 5 

TEXAS UNITED BANCSHARES, INC. USD 1 

VINEYARD NATIONAL BANCORP COMPANY USD NPV 

TST CONSTITUTION BANCORP USD NPV 

WVS RNANGIAL CORP USD 0.01 

HARLEYSVILLE SAVINGS FINANCIAL CORP USD 6.01 

PEOPLES BANCORP/AUBURN IN USD 1 

NORTHERN EMPIRE BANCSHARES USD NPV 

MASSBANK CORP USD 1 

SHORE FINANOAL CORP USD 0.33 

SOBIESKI BANCORP INC USD 0.01 

TIB FINANCIAL CORP USD 0.1 

ROYAL BANCSHARES OF PENN-A USD 2 

BANCTRUST financial GROUP INC USD 0.01 

SOUTHERN MISSOURI BANCORP USD 0.01 

UNITED BANCORP IMG USD 1 

MAF BANCORP INC USD 0.01 

MERCANTILE BANKSHARES CORP USD 2 

MAIN STREET TRUST INC USD 0.01 

MERCHANTS BANCSHARES INC USD 0.01 

ANNAPOLIS national BANCORP INC USD 0.01 
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sedol 

2428439 

261.5048 

2896564 

254.5015 

6337876 .; 

BOOHOMa 

61;^^ 

4082480 

6364766 

6888794 

64945^ 

6419365 

6495,042 

6501358 

'6361'466;'' 

6482838 

6492827 

2620042 

2620086 

2536871 

2507190 

eaii'saa. 

8054^5 . 
2475156 
2533883 
6556938 
2549147 
2497558 
.6444066, 
:2477947 
6587615 
6® 7843 
4625959 
2^556 
2591494 
2086655 
2711656 
2640277 
2654739 
0614036 
5685694 
2547969 
'2706384 
B01R311 
2670809 
2277114 
2731933 
2421546 
2288257 
4771799 
6182043 


prod_code 
, yS4333231029 
US45814P1057 
US472375.1040, 
.US47559Ai034 
1<R7024100000 
•US4824^1015 
JNE614BQ1.018: 
AT00006247q5 
TH0.016010R14 
TH001 601001.7 
JP3248000006 
^ KR706000QOd7 
KR7004940003 
KR7025610fl07. 

. TH0150010R11 
TH01 50010211 
TH0 15001 0203 
US51504L1070 
US5328791034 
US5021581088 
US50215P1Q03 
AUOOOOOOMPB4 
US554571i686 
US56062'71029 
US5616512092 
MYL248800004 
US5768191067 
US5783301022 
TW0002886009 
US5982511066 
JP3888000001 
JP39D585000g 
GRS003013000 
US6348651091 
US638.9 122063 
.US6409331070 
'US6494451Q31 
US6667621097 
U^757461016 
GBO:006140361 
PHY7027H1583 
US744O281019 
US7438591007 
US7591EP1005 
US7597OE1073 
US7802812049 
US7602821032 
US7604iei072 
US7952261094 
DKQ01 0017367 
CN0609282731 


&9Curity 

B W C FINANdAL CQRP USD NPV 
MIDSOUTHBANGORP USD0.1 
BCSB BANKCORP WC USD 0.01 
.^VALRY BANCORP INC USD NPV 
FIRST KEYSTONe FiNANCIAi. INC USD 0.01 
. . m-TKWALMERCA BANCORP USD NPV 
. cfeAFSO^ BANCORP INC USD NPV • 
nRSTT^TIONAL BANCSHARES INC USDO.1 
.PE(^ES-COMMUNlTY BANCORP USD 0-01 
. mEHiCA NATIONAL BABCSHARES/DANVIILE VA USD 1 
H/^I FINATCIAL CORPORATION USD 0.001 
. EJCCHANQE NATIONAL BANCSHARES INC USD 1 
NATTOANL reNN BANCSHARES USD NPV 
NORTHE^T BANCORP'USD 1 
BERK^IRE HlUS BA^iCORP INC USD 0,01 
. : SOUTWVEST COMMUNITY BANCORP USD NPV 
., GRUPO F1NANCIERO, GALICIA S.A.ARS1 
INTEG^iBANKCOra?ORAT!ON USD 1 
NBG CAPitALCGRP USD 1 
. BAR HARBOR BANKSHARES USD 2 

CITIZENS HOLDING COMPANY COM STK USD0.20 
MID PENN B/U4CORP INC USD 1 
WASHINGTON SAVINGS SANK FSB USD 1 
. >U.Li^CE FINANCIAL. CORP USD 1 
BANC CORPORATION USD 0,001 
BRYN MAWR BANK CORP USD 1 
CENTRAL BANCORP IN USD 1 
CNB FINANCIAL CORP PA USD 1 
COLUMBIA BANCORP/OR USD NPV 
RRST COMMUNITY BANCORP USD NPy 
1$T INDEPENDENCE FINANCIAL GROUP INC USD 0.1 
HERITAGE FINANCIAL CORP USD NPV 
HOPPED BANCORP INC USD 0.01 
L N B BANCORP INC USD 1 
LAKELAND BANCORP INC USD NPV 
LANDMARKBANCORPINC USDO.01 
LINCOLN BANCORP USD NPV 
MERCANTILE BANK CORPORATION USD NPV 
MERRILL MERCHANTS BANCSHARES USD 1 
MUTUALFiRST FINANCIAL INC USD 0.01 , 

PACIFIC MERCANTILE BANCORP USD NPV 

PEOPLES BANCORP OF NC USD NPV 

UNION COMMUNITY BANCORP USD NPV 

UNITED SECURITY BANCSHARES/THOMASViaE USD 0.01 

WESTERN SIERRA BANCORP USD NPV 

BANCORP RHODE ISLAND INC USD 0.01 

NATIONAL CITY CORP USD 4 

NBT BANCORP INC USD 0.01 

APPALACHIAN BANCSHARES INC USD 0.01 

NASB FINANCIAL INC USD 0.15 

NEWMIL BANCORP INC USD 0,5 
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sedol - 
2808053 
7207019 
: 2905299.- . 
6009454 
4604259 
7454439. 
201.2070 
4089953 
44463S8 • 
4077323 
2734^1 
2619642' 
2483S3 
.2205041 
2542Q72 
. .234^29^ 
2336747. 
2344Q85: 
2596949 
•2351494^ 

• 2619761; 
2296956 
2750080 
.2488477. 
B0M62F6 
.2847160 
2350178 
2409519 
2329264 
2^0727 
B09TNS6 
'2734910 
2^026 
2362515 
6580119 
2341376' 
2747611 
.236^582 
.2619772 
2648710 
2863074 
. 2351846 
2590231 
2441373 
2137898 
23424T0 
2341439 
2355902- 
2761333 
2596325 
2353047 


prod_code 
US7^86Q1013 
.DK0010282359 
US.8959251054 : 
MYL51 8500003 
■DKOp 1001 7797 
DK0010:29S.g22 
US0321'651020 
ITOOO1D00725 
ITOOOO074O77 
PLBIGGOOOO.IB 
USd63'75ai034 
US.1176651099 
US1649031069 
.US1954933099 
US314Q121050 
US3t63941053 
US3167731O05 
US31^311072 
US3175854047 
.US3ifi.9i01062 
US3i86?Tl034 
.■PR3186721027 
■ US'3186.8F1021 
US3193831050 
US31 93901002 
US31942S1Q42 
US31 94391 054 
US32020V-1008 
.US32020F1057 
^53202201081 
•U83202bY1O47 
U532021B1035 
•US3202bR,ld9S 
US32O218iO0O 
TW0002892007 
US3202391062 

053194592024 
US,31 946^1036 
.US31983B101.7 
US31983A1034 
US31.98351047 
US3198291078 
U.S3206551034 
US3207441052 
US3207951076 
US'3208171Q96 
US320.8671046 
US32190E1029 
US32iri8l044 
US32110J1088 
US3357161062 


$e<»rify 

NORTWRft* BANK USD 1 

STATES FINANCIAL CORPORATION USD 0.4 
CITY LYNNWOOD USD 1 
FiRSTfiACE RfWWClAL CORPORATION USD 0.01 
Fife.TJAPitAL USD 0.01 

AUBURN ?4ATlONAi. BANCORPORATiON INC USD 0.01 

LEtSRckr FINANCIAL CORPORATION USD 5 

BANK^F MARIN USD NPV 

THE PEC^ES BANOTRUST COMPANY INC USD 0.1 

CK.F BANCORP INC USD 0.01 

PATHRNDER BANCORP USD 0 01 

FAUQUiCRBANI^HARES INC USD 3.13 

peoples rnanclal corporation com USDI 

GR^NE COUNTY BANCORP INC USD 0.1 

ONEIPA FINANCIAL CORPORATION USD 0.01 

OLD F^INT FINANCIAL CORPORATION USD 5 

MibOLKURG FINANCIAL CORPORATION USD 2.5 

EAGfeE BANCOW' INC USD 0.01 

F1F#T.CpMMUNltV B/UVICSHARES USD 1 

WELLS FARGO COMPLY USD 1.666 

CITIZ04S FINANCIAL SERVICES INC USD 1 

MACATAWA BAW CORP USD NPV 

home FlNANaAL BANCOf^ USD NPV 

CAPITAL BANK eORPORATION USD NPV 

OAK hill FINANCIAL JfC USD NPV 

OMEGA FINANCIAL CORP USD 5 

OCWEN RNANOAL eORP USD 0.01 

COMMERCEFIRST BANCORP COM USD0.01 

OPTIMUMBANK HOLDINGS INC USD 0.01 

OLD SECOND BANCORP !NC USD 1 

OLD NATiCNAL BANCORP USD NPV 

ORIENTALFINANCIAL GROUP INC USD 1 

PAMRAPO BANCORP INC USD 0.01 

PARKVALE FINANCIAL CORP USD 1 

RENASANT CORPORATION USD 5 

PRINCETON NAtlONAL BANCORP USDS 

PARK NATIONAL CORP USD NPV 

PINNACLE 'FINANCIAL PARTNERS INC USD 1 

CAROLINA BANK HOLDINGS INC USD 1 

AMERICAN RIVER HOLDINGS (CA) USD NPV 

CRESCENT BANKING GO/GA USD 1 

EAST PENN FINANCIAL corporation USD 0.825 

PEOPLES 8ANCSHARES INC USD NPV 

PENNFED FINANCIAL SVCS INC USD 0.01 

BANKNORTH GROUP INC COM USDQ.01 

ATLANTIC BANCGROUP Inc COM USDO.OI 

PEOPLE'S BANK - BRIDGEPORT USD NPV 

CENTRAL VALLEY COMMUNITY BANCORP US'D NPV : 

ALBEMARLE FIRST SANK USD 4 

GLEN BURNIE BANCORP USD 1 

UNfVeST CORPORATION OF PENNSYLVANIA USD 5 
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sedbt 
2421171, 
2341440 , 
2355913 
2976778 
2341484 • 
2355634 
6123815 
2351870 
2828073 
22822^ 
2341161 , 
2339434,. 
2645915 
2383992 
234-1547: 

BOGReCO 

2341848 

2037909. 

2349400 

B03F0L:2 

2618229 

4401687 

BoiZsza 

2619987 

6436892 

64364.50 

6889656 

4097279 

054Q52S 

61,58163 

5510883 

6171900 

6411877 

6683438 

2437952 

2445966 

6115696 

4449610 

4437176 

6859666 

8659707 

2474926 

6586325 

2568119 

2817651 

5568088 

2384672 

2580715 

2618348 

6591014 

6986085 


prod_code 

US33582V1089 

US335S472088 

US3207341O62 

US33589yi.0i7 

US32051710S7 

.□S32054R1086. 

110005930388 

US3374931000 

US33761G1040 

US33762X1063 
. US337907.1091 
US3379151026 
US33610T4097 
US33615C101.8 
US3361 581008 
US33631:2.1035 
US3369bl1032 
US336.4^1009 
US3364531059 
US3370BM2061 
US383584;i09.5 
Dk001Q015,825 

US42366620^ 

US4397:341045 
MYL581 900007 
MYL108200006 
eMG4586T1036 
GB0005405286 
GB.0005405286 
660005405286- 
0EOOb81151O6 
l«K01A01028 
TWp0028800g2 
Cr^001214203 
US44368'31071 
US44ei50104S 
'^0001236008 
PKO, 0.10016716 
CH0001341608 
JP3793800008 
JR379.4200000 
US4505651061 
^1YL1 15500000 
OS5718341002. 
US55264U10S8 
NCXI006001908 
US5863271067 
US5884481004 
US59S40G1076 
JP38857B0001 
JP3932800000 


sepurtQr 

MBT CORPORATION USD NPV 

PNC SERVICES GROUP USD 5 

BANKS OF FLORIDA USD 0,01 
PREMIER f#^NeiAL BANCORP USD NPV 
SOMERSET^HiaS BANCORP USD NPV 
PFF BANi^P INC USD 0.01 
PMl GROUP INC USD 0,Q1 
- COMMUNITY TRUST BANCORP INC USD 5 
NEW YORKfeOMMUNITY BANCORP INC USD 0.01 
JAMES MONROE BANCORP INC USD 1 
OCR HOLDINGS fNC USD 1 

UNITED SECURrfY BANGSHARES/FRESNO CA USD NPV 
NARA BANCORP INC USD 0,001 
YADKIN VAllEY BANK AND TRUST COMPANY USD 1 
COMMONWEALTH BANKSHARE INC USD 2.5 
sterling BANK.USO 2 . 

REPUBLIC BANCORP INC/MI USD 5 

FIRST FEDERAL BANGSWR.ES/DE USD 0.01 

bank MUTUAL COPORATION USD 0,01 

US BANCORP USD 0.01 

CORUS BANKSHARES INC USD 0.05 

ClTlZENSiFIRST BANCORP INC USD:0;dl 

UNITED BANC^RES INCyOHtO USD i 

COMMLWiTY CAPITAL BANCSHARES INC USD 1 

FIRST CITIZENS BANC CORPORATION USD NPV 

SHORE BANCSHARES INCUSD 0.01 

FIRST BANCTRUSt CORPORATION USD 0.005 

VILLAGE BANK AND TRUSTFINANCIAL CORP USD 4 

RQYAL BANK OPCAN/^A NPV 

ROYAL BAN K OF CANADA NPV 

NB &T FINANCIAL GROUP INC USD NPV 

FIDELITY BANKSHARES INC USD 0.1 

AMERICAN BANK INC USD 0.1 

BANK OF MCKENNEY COM USOOiOOl 

MONROE BANCORP USD NPV 

bridge capital HOLDINGS USD NPV 

PREFERRED BANK LOS ANGELES USD NPV 

ENTERPRISE FINANCIAL SERVICE USD 0,01 

GATEWAY FINANCIAL HOLDINGS INC USD NPV 

CORPBANCA cup NPV 

SECURITY NATL FINL CORP-CL A USD 2 

PACIFIC CAPITAL BANCORP USD NPV 

S & T BANCORP INC USD 2;5 

BEACH FIRST NATIONAL BANCSHARES INC USD 1 

SOUTHERN CONNECTICUT BANCORP INC COM USDD.01 

savannah BANCORP INC USD 1 

SEACOAST BKG CORP FU A USD 0.1 

MERCANTILE BANCORP USD 1.25 

STATE B/mCORP INC NY USD 5 

DEUTSCHE BANK AG EUR NPV 

SVB FINANCIAL GROUP O.Obi 
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sedol 

681144.0 
6^92 
6621^24 
6625281 
,2077303 
2239686 
.4242455 
. 2757274 
' 2618014 
2626459 
2036315 
2636555 
B0ii)lK4 
0145279 
. 2647762 
6121507 
^ ^ 2062453 
.. 40^60767 
4678704 
7320.154 
2143787 
- 2670274 
9751025 
2673251 
^5.145' 
262C603 
2561419' 
2679419 
2^671 
2847676 
2437145 
2682406 
2675097 

2025056 

269:»65 

2763602 

2547334 

2701657 

2671073, 

246657S 

2136055 

2171603 

4072326. 

8795435 

880.4143. 

5453289 

4232445 

4235422 

5968006 

4931593 

BOOHQSO 


prpd_codB 

JP391 2800004 

JP364S300006 

JP365'3^0Q06 

B,H0008568773 

CA63^671034 

CA6330671034 

FR(»0012d68'5 

US62874)^1045 

US6287291Q57 

US6287781024 

US843§,2D1019 

US65i633iD9e 

US65333R2004 

GBCK»1452795 

US6^4781024 

iNE14lAbl014 

PR6S6i8Wl001 

DKOQ100:i7607, 

USX607461166 

HUOOOo661726. 

US7Q;336K104:9 

US6977381028 

US&79382073 

US700658.i075 

US7008851G62 

US71 05771072 

US7097881038 

US7097e91011 

US7l086er073 

US711Q3B1026 

US7123081058 

US7101981022. 

US72346Q1040 

U47.29273102Q 

yS693475l057 

US7403671Q73 

US7409211015 

US74OSOM1053 

US74228210e3 

US7429621037 

US7438661014 

US74386T10S1 

110000064680 

JP3424200G08 

JP3350000000 

US9601515074 

170000064854 

110000064839 

110010737216 

DK0010019306 

OK60i0304500 


eHARTER iflNW^tAL CORP/GA USD 0.01 

FIRST NATJOfJAL CORPORATION -USD 0.01 
WE^e.D FtNANCi;% INC USD 0.01 
BURBAbiPlhM^AL CORPORATION USD NPV 
MB FiN4J^iClAL i.l«0 USD 0:01 
SM-CHlL.e SACLP NPV 

GRt^ rt^CIERO INBURSA S A. DE C-V. MXN 1 .00023 
SOVEREIGN BANCORP USDNPV 
MlLLailCfM BANKSHARES CORPORATION USD 5 
/M-UA^E‘8ANKSHARES CORPORATION USD 4 
SOUTWiBST BANCSHARE USD 0.01 
HEARTL/^ financial USA INC USD 1. 

SOUTHWfeST BANCORP INC/OKU USD 1 
BB&t'CORPOSDS 

COAST FINANCIAL HOLDINGS INC USD 5 
SAXON' WfTAL.INC COM USDO.OI 
WGNB C^PORATtON USD 1 .25 
STERLB^ BANCSHARES. [NC USD 1 
STERLING BANCORP USD i. . 

STERUNGFINANGIAL corporation USD 1 
SUFFOLK Bancorp usd 2.s 

SUSQUittAI^ BA.NGSRRAES INC USD 2 

SUNTRUST BANKS INC U^ i 

UNITED COMMUNITy BANKS INC/GA USD 1 

FIRST COMMUNITYCORP USD 1 

P/tflTNERS TRUST FINANCIAL GROUP USD 06001 

WILLOW GRO^ BANCORP INC USD0.01 

TEXAS REGIONAL SANCSHARES INC USD 1 

TECHE HOLDING CO USD 0;dl 

TF FINANCIAL CORP USD 0.1 

TOMPKINS TRUSTCQ INC USD..0.1 

JEFFERSON BANCSHARES. INC, .USD 0.01 

CENTRAL JERSEY BANCORP USD 0.01 

TRICO BANCSHARES USD NPV 

TRIAD GUARANTY INC USD 0:01 

united BANKSHARESiNC usd 25 . . 

TRUSTCO BANK CORP NY USD 1 
AMERISERV.FINANCIAL INC USD 2.5 
UMS FiNiWClAL CORP USD 1 
SUN AMERICAN BANCORP USD 0.01 
MONARCH bank usd 5 
WAINWRIGHT BANK & TRUST COMPAJJY USD 1 
VALLEY NATIONAL BANCORP USD NPV 
AMERICAWEST SANCORPORATiON USD NPV 
UNION BANKSHARES. CORPORATION USD 2 
WSFS FINANCIAL CORP USD 0,01 
WASHINGTON FEDERAL INC USD 1 
WASHINGTON MUTUAL INC USD NPV 
USB HOLDING COMPANY INC USD O'O.I 

WEBSTER Financial corp usd q.oi 

HOFUZON BANCORP INDIANA USD 0.2222 
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sedo! 

prod code 

2940375 

US9293281021 

2966036 

US00437P1Q75 

^14469 

BHOQ05508765 

7028599 

GRS41 401 3003 

2619590 

US05.944B1035 

7340817 

lTodo3270102 

7277528 

ITt)0D3211601 

7385487 

1X0003308878 

6075745 

MYL1Q23.00000 

7154S39 

IT0003121495 

2175081 

US14Q56D1054 

2407762 

051405701062 

4235950 

FR000006456d 

24^110 

US16517A1097 

6S18723 

CN0005421275 

2521-640 

US19046E1056 

2216225 . 

US18712Q1031 

2493192 

US2004681068 

2192295 

US2005191067 

233S885 

US21987A2096 

2773311 

CLCOW290014 

248i^7 

US2237671043 

2803025 

OE00051.40008 

245245Q 

US45Q8281080 

2024848 

US44923Fn084 

6100368 

iNE090A010l3 

6099K2 

INE008AD1015 

2490911 

US4932671088 

2420316 

US59100U1088 

2625047 

US6354051038 

4753935 

CH00039r7193 

2421148 

US8447221062 

2956468 

US6438632027 

BdVY4J7 

US6438632027 

2263771 

US6502031023 

6374970 

MA0OO0bt1i40 

5380031 

SE0000427361 

5952496 

SE0000427361 

4310211 

DK0010001288 

9750781 

038587881045 

2644837 

036594241050 

2549181 

US86304M1053 

2605373 

US6639041002 

2561970 

US6651121068 

■^1184 

US66S751103S 

2549200 

USe67270l025 

2154347 

US6673281084 

2549233 

086695491075 

2654513 

US6713371036 

4112611 

AT0006625132 

2546472 

US6773991079 


security 

VIRGINIA FINANCIAL GROUP INC USD 5 
WEST GOAST.b'aNCORP QRE USD NPV 
W^AMS?tCA BANeORP USD NPV 
WESBANCO INC USD 2.0833 
WESTQORPUSD1 

TEMECULA VALLEY BANCORP INC USD NPV 
NBV ENGLAND BANCSHARES INC USD 0.01 
SN8 BMMCSHAI^S INC USD 0.01 

Bank OF nova scotia cao npv 

TAYLoaCAPfTAL GROUP, INC; USD apI 

SEVE^ BANCORP INC USD 0.01 

WHUNE^HLOGS (iORP USD NPV 

GRE^fe COUNTY BANCSHARES INC USD 2 

8NC BjWCOf«3 USD NPV 

ACCREOrrS) HOME LENDERS USD fi.OOl 

BROOKLINE BANCORP INC USD 0 01 

(XD Cine awtCSHAf^s INC USD a.oi 

TIERC^.CORP usb.o.oi 

FIRST PACTRUST BANCORP INC USD 0.01 

TEXAS CAPITAL BANCSHARES INC USD 0.01 - 

DACOTAH BANK INC USD NPV 

monarch GOMMUNirYBANCORp USD0.01 

HARRINGTON WEST FINANCIAL GROUP USD O.OI 

TCWER FINANCIAL CORPORATION USD NPV 

YARDVILLE NATIONAL BANCORP USD NPV 

ZiONS BANCORP USD NPV 

HBOS PLC GBP 0.25 

BANK OF IRELAND EURO.64 

BARCUYS PLC GBP 0.25 

KOMERCNI BANKA AS GDR REP 0.333 ORD 

ALANDSBANKEN NPV 

ALANDSBANKEN NPV 

ALLIED IRISH BANKS LTD EUR NPV 

ahaGerbanken A/s okk Too 

FIONIA BANK A/S DKK 100 
BANCO ESPIRITO SANTO SA' EUR 5 
SANCA LOMBAROA E PIEMONTESE SPA EUR 1 
BANCA POPOLARE Dl INTRA EUR 3. 

BANCA POPOLARE Dl MILANO EUR 3 
RETI 8ANCARIE HOLDING EUR 3 
CREDitO VALTELLINESe EUR 3 
BANCO Dl SARDEGNA S.P A EUR 3 
BANCO ESPANOL OE GREDITO SA EUR 1„16 • 
BANK LINTH CHF80(REG0) 

BANCA INTESA spa EUR 0.52 
BANCA INTESA SPA EUR 0.52 
BANK MILLENNIUM SA PLN 1 
ROTHSCHILD S-A. CHF 500 
OBERBANK AG EUR NPV 
BK TIROL & VORARLB EUR NPV 
VORDINGBORG BANK A/S DKK 100 
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sedol prod_code secprt^ 

2549136. USe777191064 BASEtLANDSC.HWnljC.HE KANTONALBANK CH.F 100 

2968173 , US67984M1009 B^GA CRFjREN^ EUR 0,57 

2658441 US6800331075 HSBC.HOLDJNQS ^GUSD 0.6 

2658429 US6802771005 BKS BANK.AG PRF NPV 

2657705 US684Q1P1066 BANGA PpPOLARE D! SONDRIO SCRL EUR 3 

2433972 US69412V1089 &y4CO pESJO DELLA BRIANZ EUR 0 52 

B019FY4 US6948641p96 BAWCA POP EMILIA ROMAGNA EUR 3 

6410391 MYL4782b6008 BANIF SGPS SA EUR 5 

9750713 US70213A1034 Pl^BJS BANK SA EUR 4.77 

2872382 US7Q213F1021 -BK TIROL iVORARLB PRF NPV 

2552866 US7084301032 ING BANK.SIASKI SA PLN 10 

B01C1P6 ID1000098403 BQUECANTONALEDE GENEVE CHF lOO 

6709099 ID1 000096001 EMPORIKf BANK OF GREECE SA EUR.5.5 

2041483 US7455481074 CREOnTO BERGAMASCO EUR 3 

6526759 !NE,160A01014 UNICREOITO ITALIANO SPA EUR 0.5 

6075552 KR7005280003 UNICREDITO fTALIANO SPA EUR 0,5 

2421405 US6936«1050 ALPHA BANK a;E EUR 5 

2737458 PR749136i072 CFCAL-BANQUE EUR1525 

2173911 US75Q23ei014 NATEXIS BANQUE POPULAIRES EUR 16 

4079998 CHC«)01 347498 DNB NORa^NK NOK 10 

2781109 US7838591Q11 DVB BANK AG EUR NjPV 

2838469 US80S56P3029 EBH BANK AS DKK. 50 

B02YLK6 US80556T1060 NORDJYSKE BANKAS OKK 100 

4781408 CH0001319265 BAYERISCHE HYPO-VEREINSBANK EUR NPV 

2445353 US8140471066 . COMMERZBANK AG EUR NPV 

2775317 US8147853092 FORSTAEOERNES BANK AS OKK 100 

6804240 JP3347600003 GRAUBUNDERKANTONALBANK PTGCHF100 

B0TJHL5 US78425W1027 GRONLAJDSBANKEN OKK 100 

2586315 US82620P1021 HADSTEN BANK AS DKK 100 

6525875 TW0002a90001 HYPOTHEKARBANK l,ENZBURGGHF5p0(REGD) 

2957052 US78460M2098 BANCA INTERMC^ILIARE SPA EUR 1 

2886613 US8901101092, HVIDBJERG bANK A/S OKK 100; 

2862156 US90984P10S,7 LIECHTENSTEIN LANOESBANK CHF 50 

5763267 US9b98391025 KOMERCNI BANKA AS CZK 500 

2413297 US9098391025 LAN & SPAR BANK DKK 100 

52501^69 NLOb00301109 KREDYT BANK PBI PLN5 

5250781 NL0000301 1 09 DANSKE BANK A/S OKK 1 0 

2647438 US12561J1043 MOMS BANK AS OKK 1W 

2729370 ,U^027361 045 AKTIESELSKABET MORSO BANK DKK 1 00 

243248S US20342P1 093 DIBA BANK AS DKK 1 00 

B0,34L81 US20343Tiq07 NATIONAL BANK OF GREECE EUR 4.8^ 

2227476 US2035991056 BANK PEKAO SA GDR REP 1 ORD 

2211087 US2036281028 NORRESUNDBY BANK AS OKK 100 

2536008 US20343F1003 OSTJYOSK BANK AS OKK 100 

2745075 US2036341004 OTP BANK RT GOR REP 2 ORD 

2222545 US20363C10.27 WEBAC-HOLDING EUR NPV 

2552468 US20363J1079 NEUE AARGAUER GHF 50 

80LFWR4 US2037192083 SBERBANK RUB 50 

2183761 US2040461061 SAaiNG BANK AS DKK 100 

2706470 US2041491083 SCHWEIZ NATIONALBANK CHF 250 

2488024 US2041571017 SKANDINAVISKA ENSK1LDA SEK 10 
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sedol 
, 2419035 
6227256 
2229676 
7135251 
2232986 
7110463 
7262610 
6166229 
5487471 
5725870 
4228552 
4072362 
2552479 
2160645 
4870210 
2979487 
6249476 

2593627 

4846523- 

221983? 

2370585 

2428228 

.W71796; 

.647.4030 

61.90648 

7052275 

2575971 

6916703 

2554591 

2307732 

B00N3B0 

2265807 

2077121 

2310257 

B0S4UD8 

B00FGG8 

5060106 

7821415 

2446259 

2754353 

2756196 

0754783 

2389439 

2312747 

5839621 

4767981 

2793621 

B0188C0 

©504518 

6843663 

2748869 


prod_cc>tJe 

US2168,441002 

TW0002837002 

as:222372l042 

iTb0031216h 

BMG2519Y10S4 

FR0000045528 

FR0000045072 

MA0000010381 

FR0005025004 • 

fTO^I 070769 

1T0000064359 

IT0000064516 

US2257441012 

US1266001056 

DE0005072300 

US2334221049 

KR7005270004 

.US24242Rl0a6 

SEOQ00242455 

US3524511082 

US37837Q1058 

US4D424Gi085 

KR700635000'3 • 

KR7607200p09 

JP3281600001 

CH0011693600 

US55261.R1086^ 

1100069543 ^' 

US68209210i2 

US7046991078 

US7260791063 

US7302341018 

PR733.t74106i 

US7436b61052 

US7443-191041 

US75687Ul0ie 

NO0Q06390400 

DKO01 0300193 

US7084751O57 

CA7800871021 

CA7S00871021 

SB00Q7547838 

US7850801045 

PR8028091034 

PR8028091034 

RU0QG9029540 

088117073069 

US8'1 756X1037 

JP3358400004 

JP3369100007 

US8251Q71051 


s«cur^ 

SPAREBANkEN MORE NOK100 GRUNNFONDSBEVIS . 

•SPAR NC«D BANK A^S DKk 100 
.^ARE^KEN MIOX^ORGE NOK 25 
FORENlh^SSPABBANKEN AB SEK 20 
BANKAG EUR NPV 
TOTALBANKEN A/s DKK 100 
VESrTF>1»iS BANK 10 O 
VC^ VEKSEL -00 lANDM/ySJDSBANK ASA NOK 160 
WALLIS^ KANTONALBANK CHF 100 
203B? KANTONAtBANK CHF 500 
Rlh^ERUkE SPRE 8 ANK NOK1O0(GRUNNFONDSB£V1S) 

BANCA PQfikJtARE SPOLETO EUR 2:58 
StATE BANK OF INDIA GDR REP 2 OBD 
BANKOCHRONY SRODOW15KA SA PINIO (BR) 

IKB DEUTSCHE INDUSTRiEBANK AG EUR NPV 
UNfGREDTTO ITALIA^ SPA EUR 0-5 
BMW miDlNG AG EUR NPV 
ABN AMRO HOLDING EUR 0,56 
ABN AMRO HOLDING EUR 0.56 
BANK H.ANDLOWYWARSZAW1E PLN4 
YAPI VE KREDI BANKASI GDR REP 1000 ORO 
ERSTE SANK OESt SPARkASSEN ATS NPy ’ 

BQE CAI^ONALE pU JURA-CHF150(3R) 

NQRDEA AB EUR 0.^632 

BANCO DE GALICIA EUR 0.3 

BANCO DE VASCeWIA SA EUR.0.3 

BANCO DE ANDALUCIA EUR 0.75 

BANCO OE CASTPUA EUR 0.6 

BANCO DE CREOITO 8 ALEAR SA EUR0.75(REGD) 

BANKPEKAdSAPLNl 

K 8 C GROUPE EUR NPV 

CREDIT INDUSTRIEL ET COMMERCIAL SA EUR 16 
VAN LANSCHOT EUROPEAN EQUI7Y.FUND E0R NPV; 

BANCO BILBAO VIZCAYA ARG EUR 0.49 

HSBC TRINKAUS & BURKHARPTkGAA EUR NPV 

EUf^YPO AG EUR NPV 

BANCA NAZIONALE LAVORO EUR 0.72 

8 ANCA NA2ION/U.E LAVORO EUR 0.T2 

SAN PAOLO-JMI SPA EUR 2.8 

MELHUS SPAREBANK NOK 1 00 

WELLS FARGO COMPANY USD 1 .666 

BANGA POP ETRURIA LAZIO EUR 3 

BANCO 01 DES10 £ DEUA BR1AN2A SPA 01 RISP EUR0.52{NON CN* 
BANCO GUIPUZCOANO EUR1 (REGD) 

EFG EUROBANK EUR 3.3 

COMMERCIAL INTERNATIONAL BAN.< GDR REP 1 ORO 
GONTARD & METALL BANK ORD NPV 
BANCO DE VALENCIA SA EUR 1 
BERNER KANTONALBANK CHF 35 
SVENSKAHANDELSBANKEN SEK 4.3 
SVENSKA HANOELSBANKEN SEK 4.3 
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2977209 

USe8224Qi076 

BANGQBPI SA-.EUR 1 

2879758 

US8826731064 

BANdAPTOFBjD'SPAEUR 0.52 

2554260 

.US882838-1058 

Cf5£OrrO A^GIANO EUR1 

6887809 

JP3805100Q09 

EGNATIA BAWSA EUR 1-17 

6400626 

jP37690.0000:6 

UNITED COMWJNITV FINANCIAL CORP USD NPV 

6426042 

JP37838o6oOO 

BANCO BlL8>b^2CAYA ARG EUR 0.49 

607S723 

JP3797000001 

A/SJY5KE-^KDKK20 

6468282 

JP31 49600003 

■ BANCQiGOMaReiAl. PORTUGAL NPV . 

•68041-65 

JP33S2000Q08 • 

SANTANDER. BANCORP USD 2.5 

6196550 

JP31 0300001)6 - 

BANCO PO^LAREURO.5 

BOOJQMO 

US88331E1047 

ACORN alternative STRATGS AG 

6620093 , 

JP3648800065 

BANK OF AMERICA.CORPORATION USD 0.01 

..6886475 

JP3486700002 

MITTeLSPA EUR 1 

6772853:. 

JP332400000.3 

EQOY3EURNPV 

6805328 

JP33512Gob05 

NOFUDEA AB EUR 0.39632 

2178734 

US83784.11.057 

SOCIETE GENERALE EUR 1 .25 

6148766 

TH0^7020005 

VERWALTUNGSOND-PRIVAT SANK VADUZ CHF 10 

6892858 

TH0597QlO0i4 

GOMDIRECT BANK AG EUR NPV 

6894810 

JP3624400002 

ACRED MAD. 100 

,2083^8; 

uB9iS2goi029 

AFFIN HOLDINGS SERHAD MYR 1 

2.904337- 

US9099191Q28 

Akita npv 


631093Q JP34292000G3 AHL1 UNrtED BANK 8SC USD 0 25 

.2989828 US989701107t MAGHREeAIL MAD 100 

499G505 CH0001308904 AOMORI BANK NPV 

2504492. US068b9G1062 ACL BANK PUBLIC CO LTD THB 10 

4012625 FI06O9b0Ti27 AWA BANK LTD NPV 

4019927. 00009000163 BAHRAINI SAUDI BANK. BHD 0.1 

2586832 JJS0560421644 BAHRAIN ISLAMIC 0.1 ' 

6078625 .MAP000010043 BANK OF BAHRAIN ^KUWAIT BHDO 1 

6077^3 ftflAObOOQI 081 1 BANK OF THE PHILIPPINE ISLANDS PHP 1 0 

7621363 At00«)995006 BANK OF JAPAN NPV 

7288876 PL8PH0000019 CHEJUBANK.LlMlTEDKRW 5000 

B0PD1F7 , CHeto2127374Q PUSAN BANK KRW 5000 

6580034 Hbl0bbQ94204- WNK OF EAST ASIA LTD. HKD 2.5 

5256068 PLBH00000012 BANK OF FUKUOKA LIMitED NPV 

6075808 IL00066.25771 THE HIROSHIMA BANK LTD 

8076425 1L06060461 1 9 BUMII^RA-COMMERCE HOLDINGS BERHAD MYR 1 

4075048 , CH0001 307757 : BANK OF KYOTO NPV 

66510.48 tDlOb0O95OO3 BANK HAPOALIM LtO ILS 1 

2282583 US2252331051 BANK OF AYUDHAY PUBLIC COMPANY LIMITED THB 10 

2502612 ,US39,115R1005 WESTPAC BANKING AUD NPV 

2387002 US3909051076 BANK OF QUEENSLAND LTD AUD NPV 

4383451 CH0001340204 SANK OF THE RYUKYUS LIMITED NPV 

2373766- US38982K1079 BANK LEUMI LE-ISRAEL 1LS1 

6451 271 IL0DO691 21 20 BANK OF SAGA LTD NPV 

5169665 DE0008b63306 HANA BANK KRW 5000 

6575159 TW00028090D1 BANGKOK BANK PLC THB 10 

6431 897 JP38921 09003 BANGKOK BANK PLC THB 10 

5946284 110001447348 BANQUE MAROCAiNE POUR LE COM MAD 100 
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sedo! prod.code 

2415174 US5954401080 

2647#6 : / USSSSO^iOZO 

a^7'159 JP392^00008 

2920850 US60902N1028 

2979539 U.S6¥9Q45,1 096 

2762483 US6l03l3tO5l 

4601744 okMi 0017870 

2620343 .US8284Sai044 

2723^2 US63080P1057 

2634612 • • US6289681099 
.2775793 US6^04P1Q12 

^7472 US7Q320A1034 

2670724 US7014921008 

2545242 US7404731 Q33 

8724735 Mm 30500003 

8244675 . MYL106600009 

777^91 DKOOt0303452 

5556575 ■ 1X0001269361 ■ 

2148254 ■ US8003631038 • 

2784346 US8047481 010 

2388737 US78401V1026 

679347S KR7018560005 

639750.2 KR7055550008 

800JQL9 11S82669G1O40 

9750866 US8270641066 

2810133 US8287302009 

281:9431 CLP8716M1101 

2444770 US83.68961064 

e012OY8 US8324491021; 

6263432 KR70078b^6 

2701873 USS347281078 

2620707 US83607V1044 

2037910 US84046ai020 

2161671 US84129R10Q5 

2570501 US8433801060 

2264291 • US859'3171098 

2845674 US8593191054 

B05Q2O9 US87235A1016 

2954161 US87972L1044 

2886093 USB723911074 

2147734 US8870981011 

2647405 US7097961061 

2524382 US90262T3086 . 

6579634 INE692A010ie 

6923372 TW0002838000 

2939298 US90539d1017 

2620796 US9060541011 

2494203 US91307P1030 

6079275 THOq380lOQ11 

6916,781' .SGlM3i.001969 

6079284 TR003B010003 


security . . 

BW^QUE M/M=«XWNE DU CQM.WieRCE EXTERIEUR MAD 100 
LWTODQVEfiS^ BAIWK THAI PCL THfB 10 
UNfe:Oifei^EA$'BANK (THAI) PGL.THB 10 
ATTii/^AFA BANK Mad 100 
B^DKSO BANK. LTD AUD.NPV 

AL*JVUH| .eANK«NG & INVESTMENT CORPORATtON SAR 50 
TAIWAN BUSINESS BANK 7WD 10 
IND.DEVBANK OFjNDIA INR 10 
BAkc'OFBARODA.INR 10 
OF INDIA INR 1.0 
HDFD SANK LTD INR -10 
icid:BAr«<uMrrEbjNR 10 
if^AJSlND BANK LIMITED 1NR10 
. STATE bank OF INDIA INR 10 
COJ^C^tlDN BANK 1NR10 
LH^.HOUSING FINANCE LIMITED INR10 
Hunya Fbdbseo T\(V,oio 
BANK OFkWSJUNG TWD10 

oriental bank of boMMERCE'NEW DEHLI BRANCH INRIO 
FIRSf .WtL BANK ISRAEL (1 ) ILS 0.01 
FIRST INTERNATIONAL BANK OF ISREAl'LTD ILS 0.05 
SIAM CITY BANK PUBLIC C» THB 10 
SIAM CftY BANK PUBLIC CO THB 1 0 
KARNATAKA BANK LTDINRIO 
UTIBANKLIMITED INR 10 
BANK OF OVERSEAS CHINESE TWD10 
.FEDERAL BANK UMl'lED INR IO 
TAIWAN ENVELOPMENT corporation TWD 10 
JAMMU & KASHMIR BANK Ltd INR 10 
SIAM COMMER'CIaL SK 5.25% CNV PREF THB 26 
SIAM COMMERciAL BK 5:25% CNV PREF THB 26 
BANKTHAl PUBLIC CO LTD THB 10 
HSBCHOLblNGS PLC USD o;5 
CREDIT DU MAROC MAD 1 0O 
-HOUSING development FINANCE CORP LTD INR 10 
• DBS GROUP HOLDINGS LTD SGb l 
CHINA UNITED TRUST 4 INVEST CORP TWD10 
SHANGHAI PUOONG DEVELOPMENT BANK CO LTD CNY 1 
CHANG HWA COMMERCIAL BANK TWD 10 
CHJBA BANK LTD NPV 
CHIBA KQGYQ BANK LIMITED NPV 
CHINESE BANK(THE) TWD1 0 
THE GHUGOKU BANK LIMITED NPV 
THE AlCHl BANK LTD NPV 
CHUKYO BANK NPV 
CHINABILLS FINANCE CORP TWD10 
ADELAIDE BANK LTD AUD NPV 
COSMOS BANK TAIWAN TWDIO 
COMMERCIAL INTERNATIONAL BANK EGP10 
RHB CAPITAL BERHAD MYRI 
DAEGU BAN,K KRW 5000 
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sedoi 

prod_code 

. security- 

2949327 

.US9278101012 

SINGfllWICIAt HLDGS HKD 2 

2488466 

US94624Qt013 

QAIBHI BAlk LTD NPV 

•2953782 

-US9S08101014 

DAISAN BANK UMITED NPV 

2555597 

UB929358.1Q99 

SOiOMON MUTUAL SAVINGS BANK KRW 5000 

5786792. 

DK0010258482 

DIACS^FMADIOO' 

7380052 

Dt00054C^1,l6. 

' THWCitorBKFl'QTttBIO 

2038849 

US03076K108S 

AEFIAN^ GROL# LIMITED AUD NPV 

2676946 

US0293261055 

, ElGFfrcQ^'BANKiTD.N^^ 

2052689 

US0462651045: , 

CwiiA MINSHENG BANKING: GORPCNYI 

4116765 

PTBNFOAMOOOS:.-, 

ZEtfeMiREN BANK PREFVPY NPV 

2087777 

V'EVGOa671008, ' 

MACI<AY:PGRMANENT BUILDING SOCIETY LTD NPV 

6368360 

TH0001010R1B . ■ 

ENTl^ eOWWlERCIAL BANK TWD 10 

6077008 

THOOO,1010006' - 

EQUITAStB PCl BANK PHP 10 

607701,9 

TH0001010014 : • 

FAR EASTERN INTBRNATIDNAL BANK TWD10 

7023011 

DE0008022005 > > 

-PARMERSBANK OF CHINA{THE) TWblO 

B070FQ3 

USOa2073iO75 

SAPPORO HOKUYO HLDGS NPV 

6091280 

■ AU0000008EN6 

JEIL MUTUAL SAVINGS BANK KRW5O00 ' ; 

5235528 

DEO0OS2238O3 

-HQhKLOANS LTD NPV 

2190277 

US1637311028 

^i^'lBANKNPV 

6527666 

: TW00028S1009 

BANK OF AYUDHAY PUBLIC COMPANY LlMiTED RECEIPT REP 1 OF 

61943^,. 

: TWQ0Q2S31Q05 

' KRUNG THAI BANK PU8UG CO LTD RECEIPT REP 1 ORD 

2493073 

LIS,1,92025i048 . 

SIAM commercial BK RECEIPT REP 1: ORO 


4588825 OK00'!0274414 SIAM CfTY SANK PUBUC CCiRrCEi^^^^R^^ 

2343372 PR25811P1(»5 KASIKORNBANK PUBLIC CpMPANY LIMITED RECEIPT REP 1 ORD 

5759932 , GRS0d9013004 TMB BANK PCL RECEIPT .R6P1 ORD: 

-6307Q28 4P3rl66400006 DBS SANK LIMITED PR6F SGO 0.01 

2^303 US28556250D8 BANGKOK BANK PLC RECEIPT REP 1 GRD 

4212823, 6RS00^13007 NEXANS MAROC MAD 100 

26901-53 . US3774071010 SHWHAN FINANCIAL GROUP CO LTD KRW 5000 

.^9316 US4404071049' GUNMABANK 

2441 157, US44041F1057 THE HACHUUNI BANK.LTD NPV 

B,04TFW9 US43709A10i6 MINATO BANK LTD NPV 

2434T46 -ilS43S9^1098 HANGSENG BANK LTD HKD 5 . 

2654007 ,US43708T1016 . PACIFICMAS'B£RHAD MYR1{P0STREC) • 

6Q1.70S2 MAOOOOOli21S HUA NAN FINANCIAL tWD 10 

2444725 :US5916S0i06a KOOKMIN BANK kFW SW 

6514442 PHY6D28G1361 RESONA HOLDINGS NPV 

4813345 SE0Q00148ea4 THE HIGO BANK LTD NPV 

4812740 . SEOOOOl 20784 Mr/AZAKL BANK LIMITED NPV 

2040521, US830a0P11330 HANMI CAPITAL CO LTD KRWSOOO 

6819211 MA00Q06i 0522 CHINADEVELOPMENTFfNANClALHLDGCORPTWDlO 

6828949 , MYL133300003 MITSUI TRUST HbLDINGS INC NPV 

9750888 US84263NT054 HOKKOKU BANK LTD NPV 

2653030 US8426321Q19 BALIMAMADIOO 

2784249 US842^A1025 HOKUETSU BANK NPV 

4846114 , .N00006390301 HONG LEONG CREDIT BERH AD MYRI 

4831660, N00006390004 HONG LEONG BANK BERHAO MYR1 

6766421 AUGOOOOOSGBO MEGA FINANCIAL HOLDING COMPANY LIMITED TWO10 

B030GJ7 ZAE00P057378 ISRAEL DISCOUNT BANK ILSO.IOSER'A' 

084!0‘132 GB0008401324 TAISHIN FINANCIAL HOLDINGS CO TWD 10 

0408284 060004082847 BANK OF ‘KED A NPV 
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655S484 GB0004082847 ;«^BON BANK {HON6 KONG) LTD HKp 1 

2802(»5' US8557161069 .• BANK pFIWVATE- LTD NPV 

5131091 US8565522039 - . . THE IVO BANK LTD NPV 

610079? 1NE062A01012 -40NBUK BANK KRW 5000 . 

BPLN3M0 US8571241012 MUTUM..SAViNOS BANK KRW 5000 

2845276 US8591581074 V^OK^BANK 

2843720 LjS8589071088 . - B/^K NPV 

6563024 JP38S0350006 BANK LTD NPV 

2860990 USa679141031 KWOtSUKUBABANKNpVNPV 

6873143 PW0002847CX}1 - KA^AI BANKING CORPORATION NPV 

6451680 PA/0002887007 CmC INTERNATIONAL FINANCIAL HOLDINGS LIMITED HKD 1: 

2432526 US87ai5Xl090 - THAI BANK PUBLIC CO LTD THB 5.15 

6302238 TH03020i0Y01 kI^I^ THAI BANK PUBLIC COUtO THB 5. 15 

6893806 JP3601000007 KITA^IPPON BANK NPV 

6895493 JP3587000005 WYO BANK LTD NF^ 

2918510 039027881088 KORRa DEVELOPMENT LEASING KRW5000 

24^389 US9042141039 KOREA MUTUAL.SAVINGS SANK KRW5000 

2521059 US9066111082 . HOME BUlLOlNG SOCIETY LTD AgO NPV 

2570534: US90991 11091 KTUSHU-SHINWA HOLDINGS INC NPV 

2744685 US9094S81017 METROPOLfTAN SANK 4 TRST PHP20 

2714569 US91 14601035 CHINA MERCHANTS BANK CO LTD CNY 1. 

2620815 US9114591053 BANCO OEORO UNIVERSAL BANKPHPlO. 

2950374 US9570901036 LIU CBWS HING BW^K {TBDj HKD 0.^^ 

2424028 US957ri61069 SINOPAC HOLDINGS TW0 10 

2815871 039600801019 PUNJAB NATIONAL BANK INR 10 . 

2620826 . US9595221030 CHINATRUST FINANCIAL HOLDING TWD 10 

2963424 US9666121036 WOORl FINANCE HOLDINGS .KRW 5000 

287427,0 US97V11W1018 BOC-HONG KONG HOLDINGS LtD HKD 6 

2968537 U89718071023 BANK'RAN INDONESIA TBK IDR lOQ 

2537658 US97186T10S8 MALAYAN BK BERHAD MYR 1 

9750732 .. US9718672051, MALAYSIAN PLANTATIONS BERRAD MYR 1 

60X644? JP331 5200000 SUMITOMO MITSUI FINANCiAL GRQUP INC NPV 

6075541 KR7QO622O(KJ0 HSiNGHU'jNtERNATlONAL BANK TWD 10 

7147610 BEb003796134 MEOlUMBUSiNESS BANK OF TAINAN TWDlO 

7147621 BE0093796134 THE MEDIUM BUSINESS BANK OF TAITUNG TWD10 

626688Q MAq000010639 MIE BANK LIMITED NPV 

2254162 U5.2610181057 LIPPO BANK LKD SHS (IDR500C & 1DR100) 

4270499 -DE0008045501 UNjON BANK OF INDIA LIMITED (NR 10 

2648055 US2689481065 CANARA BANK INR 10 

6433912 TWQOOM&4004 BANK DANAMON INDONESIA !DR NPV 

2678472 US2742871013 FIRST FINANCIAL HOLDING COMPANY TWD1Q 

4296924 OKQ060035327 ANDHRA BANK INR 1 0 

2487407 US27579R1041 MICHINOKU BANK LTD NPV 

2348388 US33832M1077 FIRSTRAND LIMITED ZAR 0 01 

2327826 US3379301019 . MUSASHINO BANK LTD NPV 

2508030 US39607Y1001 THE BANK OF NAGOYA LTD 

6656485 . JP31 76000002 NANTO BANK LTD NPV 

2517274 US7058081032 NATIONAL AUSTRALIA BANK AUO NPV 

2714257 US74727A1043 NATIONAL BANK QF BAHRAIN BHD D.1 

6730936 JP37290q0004 NEDBANK GROUP LTD 2AR 1 

7058262 CH0011484067 NAGANO BANK LTD NPV 
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2550086 

US7906951023 

; C3TY BANK LIMITED NPV 

6664329 

JP34110000I37 

MANDIRI reRSERO TBK PT !DR 500 

2^8876 

US86‘9099lbi8 

OiSAKI KYCHfTSU BANK LTD NPV 

6674001 

iN£667A01018 

- - BAfiK OF OKINAWA LIMITED' NPV 

2339025 

US87162V1026 

HYAKUGO BANKLtDTTHE NPV 

5703661 

SE00001 93120 

HYAKUJUSHI BANK NPV 

5703672 

SEOOboi 52084 

BOWACOfcWWERGlAL BANKGO LTD TWD10 

6871493 

. 3P344160b008 

- SYNCHCATEBANKJNR IO 

6869971 

TVy000261:2005 

HUAj^BAM<CNY1 

2958561 

US87e8511060 

WKUHOKU FINANCl/so. GROUP INC NPV 

2868455 

USS722751026 

PHIUCT*ENE NATIONAL-BANK PHP 40 

6893^0 

JP36278000QO 

, . 'JNblAHOV£RSE4^BANK INR10 

2570051 

US8724491035 

VIJAYA BANK LTD INRIO 

6892977 

JP3604200000 

• PT BANK RAI^AT lNDC»iESJA 500 

6777159 

JP3630500001 

RASHID HUSS/MN BERHAD MYR1 

4897060 

DK0010120450 

BANK NEGARA INDONESIALKD SHS(lDR7500 & IDR375) 

6897905 

JP3a22400004 

SHINSEI BANK LTD- NPV 

2983863 

US89 17691 011 

WESTCOMB FINANCIAL GROUP LTD 0.02 

6892171 

JP3628600003 

Rfc/IB.rtOLDiNGS LIMITED ZAR 0,01 

6898339 

JP3632000000 

ROGk BUILDING SOCIETY LTD NPV 

2906429 

US8S83491056 

ST. GEORGE BANK LTD AUD NPV 

2340210 

US8984b2i027 

THE SAN4N GODO BANK LTD NPV 

2165145 

USaQ^Q61009 

TOMAtb' BANK LTD NPV 

2630636 

US.91 52711001 

SENSHU BANK LTD NPV 

804H4K4 

US91528W1D18 

SHENZHEN DEVELOPMENT BANK CO LTD CNY 1 

63T4631 

TW00028490Q7 

EWVAKO BANK NPV 

3058750 

GB003O587504 

SHIKOKU BANK NPV 

6100131 

INE04dA0101S 

THE 77 BANK 

2828147 

1^422340:1022 

SHIGA BANK 

6683591 

JP3842400b88 

SHIMI2XJ BANK LTD NPV 

6689953 

JNE565A01014 

THE SHIZUOKA BK ltd 

2227584 

US4534141043 

SOFAC CREDIT MAD 1D0 

2492133 

US4S 38381041 

SOUTHERN BANK BERHAD MYR 1 

2447821 

US453836i084 

SHOKUSAN BANK NPV 

610Q454 

lNE095Abl0l'2 

SUMITOMO TRUST 8 banking COMPANY LIMITED NPV 

2227250 

US45e6071001 

TAiCHUNG COMMERCIAL BANK TWDIO 

413234.1 

PLBSK0000017 

TAIKO BANK NPV 

2433327 

US46820M1045 ' 

TA CHONG BANK LTD TWDIO 

2460196 

US4584471092 

THE DAITO BANK NPV 

2243911 

US4590441030 

THE FUKUSHIMA BANK NPV 

•2136839 

US4609271O63 

TMB BANK POL THB 10 

2473S81 

US4841 191063 

TMB BANK PCL THB 10 

2943363 

US9029101089 

KASIKORNBANK PUBLIC COMPANY UMITED THB 10 

6138482 

iNE238A01028 

HONGKONG CHINESE LIMITED HKD 1 

2551915 

US91 87791 093 

SIAM COMMERCIAL BKTHB 10 

2935326 

US91 97941 076 

SIAM COMMERCIAL BKTHB 10 

5490703 

NLO0G029253O 

TOTTORI BANK NPV 

5716302 

NL0000302636 

TISCO BANK PCI THB 10 

2074412 

VEV000031006 

TOHOKU BANK LTD NPV 

6701686 

INE7O5A01dl6 

T0CHI6I BANK LTD NPV 

2751908 

ltS9270STl016 

TOHO BANK LTD NPV 
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7327598 DKOOl 0289875 - HIGASHi-NIR50N BANK NPV 

2554323 US9274261057 - TCSCOSHWA BAM< LTD NPV 

2537692 US92778Q1 Q94 TOKYO TOMIN BANK NPV 

4Q83535 DKQ0106i9652 TC5WA BANK- NPV • 

4935175 NP0003025009 . TOY.Wi^ BANK LTD NPV 

2508762 :US9297411061 LfTAIi^^aANWNG GROUP BERHAD MYRI 

2341860 US9299031024 A^i^Q^UP UMJTED ZAR2 

2537993 US9373031056 INQLSTKiAL A COMMERtCAL BANK OF CHINA (ASIA) NKD 2 

^1^1 US9388241£Se MIZRAHI TEFAHOT BANK LTD iLS 0.1 

2618456 U,S9396961008 UNJONBANK OF TAIWAN TWDIO 

2042025 US94D61Gi082 W^TPAG BANKING AUD NPV 

2:^5143 OS9478»)t096 • LUPiG LTD HKD 5 

4735267 DEd(^8103102 . . WWG j^G BANK ITG HKD 1 

5568989 - : US9497461015 WIDg.BAY CAPRICORN BUILDING SOCIETY AUD NPV 

2649100 US9497461015 YAMAGUCHI BANK NPV 

2408840 US95123P1066 YAMAGATA BANK NPV 

2950244 US952145i008 YAMANASHI CFttJO BANK NPV 

6732017 SG1P04916Q67 MIZUHO-TRUST & BANKING CO LTD NPV 

2953975 039579071088 BANK OF YOKOHAMA LTD. NPV 

B0CGGJ4 US9576381092 BAYERISCHE HYPO-VEREINSB-^K EUR NPV. 

6076146 AUbQOOpQWBCI AGRICULTUTWL BANK OF GREECE EUR 1.91 

2839729 , US92923Ki(!ieO. ST CALLER KANTONALBANK CHF 100 

237^79 US9677971015 . ^NCO DE-SABADELL SA EUR6.5 

6977120 AU00Q000W883 8ASLER KANtONALBANK PTG CHF10 

6972374 HK0302001547 CREDIT AGRICOLE D*ILE-DE FRANCE EUR 4 

6972211 HKq69600O564 GETIN SERVICE PROVIDER SA PLN 1 

24252S8 US9765CR/V1080 BANCA MONTE DEI PASCHi DI SIENA SPA EUR O.67 

6534268 KR7053000006 CREDEM EUR 1 

2728214 US984308.1061 CAISSE REGIONALE DU CREDIT AGRIGOLE MUTUEL D' AQUITAINE 

6985242 JP3934800008 DEXIA BANOUE SA BEF NPV 

6985219 JP393520QOOO DEXIA BANQUE SA BEF. NPV. 

6985361 JP3942P0000S BANK^AQHQDNIWBKSAPLN 10 

2986294 US9350211049 BANCO ^ASTQR SA EUR 1 

2554345 US31986N1028 SVENOBORG SPAREKASSE A^S DKK 100 

2619868 US32053S1078 DEPFA BANK PLG ORD EUR3 

2417437 US0033901010 CREDIT AQRICaE SA EUR 3 

B055ZK4 US0035QR1068 FORTIS SAWV EUR NPV 

6056405 TH004001 0YO7 . BANCA CARIGE SPA EUR 1 

B01Y8T5 US0043371014 BANK BPH SA PLN 5 

6220875 AUOOOOOOADB5 8NP PARIBAS SA EUR 2 

804TL76 , US0310011004 OTP BANK RT HUF 100 

2055718 US0454871O56 BANCA ANTONVENETA SPA EUR 3 

7520794 GH001S251 710 BANK OF GREECE EUR 5.6 

2074070 US062540ld38 BCA POPOLARE 01 VERONA EUR 3,6 

6457268 JP31 32400007 AAREAL BANK AG EUR NPV 

6099789 INE084A01016 BANCA CARIGE SPA EUR 1 

3060625 iB30306Q$259 ERSTE BANK OEST SPARKASSEN ATS NPV 

3070732 IE0030606259 WIESELSKABET SKJERN SANK DKK 20 

6357067 JP380360000C VALIANT HOLDING CHF 5.8 

4497749 BE0003565737 BANQUE CANTONALEVAUOOISE CHF 62,5 

5476673 BE0005538096 BANK AUSTRIA CREDITANSTALT NPV (8R) 
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sedol 

2537S2S 

2691167 

2605157 
6624603 
6639721 
4644998 
4645.399 
6657541 
2125901 
2620473 
2680035 
6421553 
2501170 
6335472 
6602006 
2B27467 
2485876 
28299^ 
2608509 
2447746 
2158974- 
6098816 . 
6141:088 
2879855 
6887876. , 
6887887 
7517893 
B02I2K8\ 

2933870 

252W1D 

4936888 

6910794 

6011'653 

2420662 

21S8563 

432SS38 

6100993 

6606996 

2231057 

2383828 

2378471 

6511852 

ei034L93 

6484084 

4519449 

33^5916 

6335171 

6628008 

2702865 

6756415 

B081PW1 


procl_code 

US511656i003 
US5788771021 . 

US637138i087 

AU60000QN.AB4 

JP36530K)(H39 

DKooiooisora 

DK0010125251 
JP31 75200009 
US6752341080 
.056945521002 

US7081671015 

JP3500610005, 

US77^7P1030 

JP3320950003 

03^00(^10378 

058442711060 

OS84470Pi093 

US8447671038 

US84479DiC«7 

058450^1043 

USa716lCH)53 

TWO0O2834OO9 

Twob(i284l604-. 

,US8783301091 

THoqesoiooOe: 

TH0068010014 
CHOQi47M50b 
U59l929Rrl077 
11593.(17051 089. 
PR92925il061 
CH60Q0288735 
ZAB)06013389 
'3P3i076Q00.03' 
-US1 723221 069 
, ,U'51744201'096 
DE000QQ320b4 
lNE112A01Oi5 . 
2^000066304 
US3916'481027 
US39167M1O80 
US391 6881 085 
AUOOOOOOHME5 
US4871691048 
JP3227600008 
CZ0008019108 
055004594090 
JP3902900004 
2AEOO,OO04875 
US69331W1045 
AUOboOQOROK? 
•US7741861006 


seiAir^ 

BANCi^-POPOtARI UNire SCPA EUR 2.5 
HYPgF^U ESTATE HOLDING AG EUR NPV 

ROSJ^E sank: DKJC ^ 

FIF^ TENN^SEE NATL GORP COM USD0.625 
HARRODSSURG FIHST F1NL GROUP COM USD0.10 
PARTNERS TRUST financial GROUP COM USD0.10 
WliisHIRE FINANCIAL SERVICES GROUP COM USD0;01 
WILSHIRE ST BANK-L.A, CALIF COM NPV 
NORTH GOUNTRTf INANCIAL CORP COM NPV 
SILICON. VALLEY-'^NCSHARES (30M USD0.001 
liPROVlDENTeANKCOM USD0:10 
A^rtCR.;SySTEMS4NC'COM USD0.01 
. PAMAMERICAN BANCORP USD 0.01 
RAINIER PACIFIC FINANCIAL GROUP INC USD NPV 
K-FB3 BANCORP USD 0.0 1 
VESTJYSK BANK A/S DKK 'iO 
SIGNATURE BANK USD;:0;0I 
THE BANK HOLDINGS INC USD 0.01 
ENTERPRISE BANCORP INC USD o:0l 
AMES NATIONAL CORPORATION USD 2 - 
PLACER SIERRA BANCSHARES USD NPV 
BANK NIaGA TBK FT lOR 5000 
SmITHTOWN BANCORP- INC COM USD1 :25 . 

BERKSHIRE BANCORP INC USD 0.1 

SERVICE BANCOPR INC USD 0,01 

PACIFIG STATE BANCORP USD NPV 

BAY VIEW GAPITAL.CORR USD 0.01 

PT BANkCEIvrri^ ASIATBK iDR 125 

SI, financial GROUP INC USD 0.01 

REGIONS FINANCIAL CORPORATION USD 0.01 

ACCESS NATIONAL dORP USD 1 ST 

HEMLOCK FEDERAL FINANCIAL CP USD 0.01 

VAaey BANCORP COM USD0.73 

SAXON CAPITAL INC REIT USD 0.01 

STANDARD BANK GROUP LtD ZAR O.I 

NEW CENTURY FiNAI^IAL CORP REIT USD 0.01 

ATLANTIC CO/^T FEDERAL CORPORATION USD 0,01 

COMMUNITY BANCORP USD NPV 

KEARNY .FINANCIAL CORPORATION USD 0.1 

PRUDENTIAL BANCORP iNC OF PENNSYLVANIA COM USDO.OI 

BANKFIf^CIAL CORPORATION USD 0.01 

FIRST STATE FINANCIAL CORPORATION USD 1 

UNI2AN FINANCIAL CORP USD 1 

HOME FEDERAL BANCORP INC USD 0.01 

AMES NATIONAL CORPORATION USD 2 

MACKINAC FINANCIAL CORP USD NPV 

ABINGTON COMMUNITY BANCORP USD 0.01 

CAROLINA TRUST BANK USD NPV 

BANCORP INC USDI 

BANK OF THE CAROLINAS (NC) USD 5 

TD BANKNORTH INC USD 0:01 
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sedoi 
2962443 
6363202 
6125844' 
•6'1 25833 
.6153696 
6153726 
•63531.72 
6889924 
6889935 
5966516 
6859002 
2201867 
248.5757 
2424835 
2919643 
2679141 
2648088 
6070784, 
71,61:461 
•20741 It 
2647375 
229567:7 
5474008 
4143053 
2519269 
4071875 
2350781 
3134865 
6804132 
25.57924 
2053831 
2«35ai 
2009^8 
5668287 
6307169 
2809982 
2333889 
27^1304 
281331,0, 
6408374 

2736035 

4534099 

214-3839 

2282271 

2682224 

6893947 

6888783 

2340168 

2587233 

9750890 

6305583 


prod_coc}e 
US81811M1009 
TH0119Q10R16 
TH0119010208 
TH011901.Q216- 
TH001.5020009 
TH001502001'7 
.TH001501QR16.. 
THOOT501,0000' 
TH0015010Q18 
FR000Q130809 
JP34QK)00005 
US866011.1092. 
US8660iai058 
US86606GT013 
US8&664At034 
• US01446U1Q34: 
USO252OVyi062 
BH0004669287 
ES01 13770236 
US0596921033 
US063431t007 
US0605051046 
ES01:13679338 
PLBREQO0OO12 
US3O25191038 
IT0000062197 
USQ641801Q24 
GB0031348658 
,JP380050000S. 
US1.170301063 
US140.07riD16 
US15641R1032 
US1766821029 

US2b,17122050 
J'P33922000b6 
US16-122M1009 
US31 35861 090 
US3681401P93 
ARP49S251018 
HK0011 000095 
US9629733048, 
PLKRDTB00011 
US5e034R1023: 
US6S84181084 
US04a2211051 
JP37^70002 
THOO.:i6O10O09 
.US5526.1Fi049 
US5980391057 
U§7438iAl097 
AUOOOOOOAFS4 


BENAJMIN Fli8MKl.lN BANCORP INC. USD ,NPy - 
ROCI^LLE FWANCIAL INC USD NPV 
- FIRSTVeDERAL bang of" the southwest INC USD 0.01 
WESt^ ALLIANCE- BANCORP USD 0.0001 
. ST GALLEN CHE 100 

FPB BANCORP USD 0.01 
FIRST SECORltY.GRbUP iNC USD 001 
BANK OF WILMINGTON NPV 
NEXITY 'financial CORPORATiOIN USD 0.01 
COMM.UNrrY INVESTORS BANCORP INC USD 0.01 
STAtE NATIONAL 8ANCSHARES INC USD 1 
C^TEi^JAL BANK HOLDINGS INC USD 0.001 
AMERICAN BANCORP OF^ NEW JERSEY INC USD 0.1 
FIRST BUSINESS FINANCIAL SERVICES INC USD 0.01 
NEW ENGLAND BANCSHARES INC USD 0.01 
ALUANCE & LEICESTER GBP 0.5 
COMMERCIAL CAPITAL BANCORP USD 0,001 
NEW century' FINANCIAL CORP COM USD0.01 
POPULAR INC USD 6 

BOSTON PRIVATE FINANCIAL HOLDINGS INC USD 1 
BFC RNANCIAL CORPORATION USD 0.01 
OCEANF.IRST FINANCIAL CORP USD 0.01 
CAMCO FINANCIAL CORP USD 1 
CASCADE.BANQORP USD NPV 
COLONIAL BANCGROUP INC USD 2.5 
COMMUNITY CAPITAL CORPORATION USD 1 
NEWALLlANCE BANCSHARES INC USD 0.01 
CFS BANCORP 1NCUSD 0.01 
FREDDIE MAC USD oil 
FlR^ OAK BROOK BANCSHARES INC USD 2 
FIRST BANCORP NORTH CAROLINA USD NPV 
.FIRST DEFIANCE FINANCIAL CORP USD0.01 
SCBT FINANCIAL CORPORATION USD 2.5. 

CANADIAN IMPERIAL BANK OF COMMERCE CAD NPV 
REPuBLic,jFiRST Bancorp inc usdo.oi 
PAGIF' lGCONflNENTALCOiRP USD NPV 
RIVER VALLEY BANCORP USD NPV 
ESB FINANCIAL CORP USD 0.01 
KEYCORP USD 1 
. C & F FINANCIAL CORP USD 1 
LSB CORPORATION USD 0.1 
HIGW COUNTRY BANCORP INC USD 0.01 
HERITAGE OAKS BANCORP USD NPV 
BRUNSWICK BANCORP USD NPV 
MARSHALL & ILSLEY CORP USD 1 
SIERRA BANCORP USD NPV 
FINW4CIAL INSTITUTIONS INC USD 0.Q1 
GOUVERNEUR BANCORP INC USD 0,01 
FIRST BANCORP OF INDIANA INC USD 0.01 
SOUND FEDERAL BANCORP USD 0.01 
NORTH FORK BANKCORP INC USD 0.01 
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sedol 
2758233 
2352806 
2358701 
•6123804 
2360111 
6875096 
7^1248 
262Q279 
B032YT9 
2fei32Q, 
2704032 
.5179712 
2212870 
2647289 
5888115 
.•4081294 
. 2647773 
2433938 
2570471 
2905794 
2222062 
2183330 
2676993 
6483838 
.4122678 
2117820 
2569446 
6195^3 
9750901 
4033626 
2817468 
2569488 
6575182; 
2031923 
0006439 
4325419 
2647632 
4834373 
2731126 
2904133 
9750738 
2538^3 
2265487 
2968935 
2421588 
^12530 
69(^8 
2942188 
6956527 
5270154 
BOOMZOO 


prpd_c9de 

US31.60'4Q1076 

US3202091C»2 

US32006#1062 

• .110005930123 
US^3873i057 
TW00028Q7Q05- 
DE0608b277O7 
US5^1H1032. 
US6435EV1082 
.US,700,16410e4 
US69344M1018 
»T0000064854 
US2003401Q70 
US524477i060.^ 
FI000990253G 
AT0000625108 
ussaoi 94,1 070 
US70a6771091 
US78b08110S8 
US90®071071 
US2036071G64 
US20449H1O95 
US2256461088 
JP3231 000005: 
GRS01401S007 
US7693971081 - 
US82511E109T 
,JP3521 000004 
US00808V1052 
b}<0010169895 
US78176P1084. 

. US8335821091 

••tiwoooasiioo,?. 

US90540bl071 

GB00b0064393 

DE0008022005 

1163120591 082 

OK001 01 50366 

US85891 01026 

US8960951064 

US97200A1016 

US2771961Q16 

US86924S1003 

ussaes'ORioee 

US90890S1064 

HK0349001625. 

MYI663100001 

US9393221034 

AUOOOOOOW8C1 

US9e48482009 

US0310011004 


semnty 

AMERICAN COMMU»4TY 8ANCSHARES INC USD 1 
KNST BANCORP INC USD 0.01 
AliSlUS FINANCIAL USD 1 

- RRdviD^BANKSHARESCORPO^tlON USD 1 

FINANCIAL CORP USD 0;01 

- Fffi©T.NATlONAL BANCSHARES INC USD 0.01 
eOAREWALK BANK COM USDO.Ot 
EUEOmONtC CLEARING HOUSE INC USD 0-01 
Ffl^TSANK CORPORATION USD NPV 
TCpipINAMClAL use oil. 

UNITED FfNANCIAL CORPORATION USD NPV 
:W#«>«N<5TQN TRUST BANCORP INC USD 0;0625 
WILMWGTON TRUST CORP USD 1 
-SANiCOF IREUNO EUR NPV 
BANGA'RQPOURE ITALLANA EUR 3 

KARNTEN^iSTCIERM, NPV 
OBER8ANK AG PRF NPV 
BRE BANKSAPl:N4 

peUT^NE Ht'POTHEKENBANK AG ORD NPV 

KBC GRQEP NVEUR NPV 

NOrajFYNS 100 

SKANDINAVISKA-ENSKIIDA SEK 10 

^NKG^SaLSCKftFT BERLIN AG EUR NPV 

uiRKlYE ISBANKASI AS GDR EACH REP 25’C‘REGTRY 1 

SANKINtERSAEURl.S 

BERLiN HANNOVERHYP8l< AG EUR NPV 

BANCO SANTANDER CENtRAL HISPANO SA EUR 0.5 

NORDEA AB RECEIJ^ P£P 1 ORD 

AUSTRALIA & NEW ZEALAND BANKING GROUP AUD NPV 

BANK OF AYUDHAY PUBLic COMPANY LIMITED THB 1 0 

BANK OF AMERICA CORPORATION USD 0.01 

TISCO BANK PCL 2.3% PREFTHB 10 

KBYG BANK LTO NPV 

COMMONWEALTH BANK AUST AUO NPV 

EHIME BANK LTD NPV 

MITSUBISHI UFJ FINANCIAL GROUP NPV 

MOMIJI HOLDINGS NPV 

E.SUN FINANCIAL HOLDINGS CO LTD TW0 10 

KAGAWA .BANK NPV 

KOREA EXCHANGE BANK KRW 5000 

STANDARD CHARTERED PLC USD 0.5 

MIZUHO FINANCIAL GROUP INC NPV 

OITA BANK LTD NPV 

ALU^U^AD BANK LTD INR 10 

SEOUL MUTUAL SAVINGS BANK KRW 5000 

SURUGA BANK NPV 

KASIKORNBANK PUBLIC COMPANY LIMITED THB 10 
UNITED OVERSEAS BANK LIMITED SGD 1 
lUZERNERKANTONALBANK CHF 50 
CAPTTALIASPAEURI 
VTNDERUP BANKDKK 100 
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sedoi prpd_cpd8. 

2620031 .US511637rOp7' 

2421342 .US69313P1012 

6365145 . TH0068010R15 


s^iirity 

RiNGKJOBiNG S/^K DKK 20 

SOUTHERN COMM.UNJTY BANK & TRUST COM USD0.01 
CAPITAL City &^K.GROUP INC COM USDO-01 
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SeHEpULE2 

The parties agree that the ticker svmbgJsJist^b^low comjmse Anisex A, Schedule 2 to the 
Araendcd and Restated Investment Manag^ot^ A^e«ttrat between Palomino Limited and 
Renaissance Technologies Corporation datcd. pt^nbOTb, 2(K)6. 


sedot 

prod_cpde 

.security 

2077756 

US06738E2046 

B^Cla^ Pic W3R Rep 4 Orel 

2677767 

US06738E2O46 

Bairfays-PIc ADR Rep 4 Ord 

3134865 

GBb03l 348658 

g.^cldysRtc GBP 0.25 

6507312 

686631348658 

Barclays Pic GBP 0.25 

5273249 

GB0031 348658 . 

fer^ysPLC 


660031346658 

Barclays PLC 

B02S6S1 

680031348658 

Bardays PLC 

.3134865 

GS0031.348658 

,B'ard,ays PLC 

2193458 

USQ6738E2046 

Barclays PlC-Spons ADR 
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SCHEDULE 3 
Pass-Through Entities 

% 

, Shares 


Ticker 

Naate 

is the 
Index 

in the 
index 

Last 

Price 

SECURITY TYP 

SECURITY TVP2 

AHGPUW Equity 

Alliance Holdings GP LP 

C.406 

12 

18.91 

Ltd Pan 

Partnerehip Shares 

ARLPlfW Equity 

AtluBKC RcsoMce Partners 

LP 

1.283 

20.«i7 

34.72 

Ltd Part 

Partncndi^ Shares 

APU UN Equity 

Anwrigas Partners LP 

1.785 

3t.627 

3136 

Ltd Part 

PmtnersKi'p Shares 

APL UN Equity 

Atlai Pipeline Partnen LP 

0.935 

TUB 

46.74 

Ltd Pan 

Partnership Shares 

BWPW. Equity 

Boardw^k PipeUne Partners 
LP 

0.779 

147 

- :29.65 

Ltd Part 

Partnership Shares 

BPL UN Equity 

BtKkej^ Partnws LP 

2.966 

34762 

45.11 

LttiPart 

■Partoer^ip Shares 

CHC UN, Equity 

QtarterMac 



21.47 

Ltd Part 

,Partticr^p Shares 

CLMTUQ Equity 

Calumet Specialty Products . 
Partners LP 

. ,0.624 

T0.398 

33.58 

Ltd Part 

PartuCTShip Shares 

XTEXUW Equity 

Cfosstex Enogy LP 

0.932 

14.228 

36.61 

Ltd Part 

ParGiership Shares 

DPM UN Equity 

E>CP Midstream Poftners U* 

0.509 

8.82 

3235 

Ltd Part 

Partnersbip Shares 

DMLPUQ Equity 

Domhester Mineals LP 

L055 

24.58 

,24.01 

Ltd Part 

Partnership Shares 

EEP UN Equity 

Enbridge Energy Partners 
t^. 

4339 

48.94 

49.57 

Ud Pan 

Parmerehip Shares 

EEP US Equity 

Enbrit^ Energy Partners 

LP 

0.788 

1 

. 49.56 

Ltd Part 

Partnership Shares 

EXE UN Equity 

Encigy .Transfer Equity LP 

,1.07 

20.895 

28.63 

Lid Part 

PaitDcnjiip Shares 

ETP UN Equity 

ErJMgy Transfer Partners LP 

6.921 

72.827 

53.14 

Ltd Part 

Pai^rship Shares 

EPE UN Equity 

■Enterj3.risc GP Holdings LP 

0.748 

11.832 

3534 

Jjd Part 

Portnei^ip Shares 

fyo UN Equity 

Eoteqnrise products Partners 
LP 

13.992 

278.129 

28.13 

Ltd Part 

Partnership Shares 

EPD US Equity 

Enteiprise Products Parmers 
LF '■ 

0:447 

1 

241 

Ltd Part 

PartRSTtihip Shores 

FGP UN Equity 

Pen^llgas Rwrrwrs-LP 

!;525 

36.898 

23.11 

Ltd Part 

Partner^Tp Shares 

GEL U A Equity 

Energy LF- 

0.431, 

1231 

1925 

Ltd Part 

Partnen^ip Shares 

GEL US Equity 

. . Genesis Energy l.P 

0.305 

I 

19.2! 

Ltd Pan 

Partnendiip Shares 

GLP UN Equity 

Globi! Partners LP 

0.205 

4.802 

23.9 

Ltd Pan 

Parttiership Shares 

HLNDUW Equity 

WiaRd Partners LP 

0.334 

3.783 

494 

Lid Part 

Partnenlup Shares 

HEP UN Equity 

Hotly Energy Partners LP 

0.56 

8.007 

39.1 

Ud Part 

Partnerahip Shares 

NRCiP UW Equity 

Itie^ Holdings LP 

0.257 

3.91 

36.7 

UdPait 

Partnership Shares 

NRGY UW Equity 

iTvergj' LP 

1.451 

27.744 

29.25 

Ltd Part 

Partnership Shares 

KMP UN Equity 

Kinder Moigan Energy 
Partners LP 

12.088 

144.667 

46.72 

Ud Part 

Parmersliip Shares 

KMP US Et^ity 

Kinder Motgan Energy 
Partners LP 

0.743 

1 

46.73 

Ltd Pan 

Partnenhip Shares 

KSP UN Equity 

K-Sea Transqrortaiion 

Partners LP 

0.354 

5,64 

35.1 

Ud Pan 

PanneRddp Shares 

MGG UN Equity 

Megelian Midstream 

Holdups LP 

0.86T 

21.998 

21:88 

UdPart 

Partnership Shares 

MMP UN Equity 

MageEan Midstream 

Partners LP 

4.446 

65033 

38.23 

Ud Part 

Partnership Shares 


BA000379 
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% 

Slarcs 






ia rke 


I;8St 



Ticker 

Name . 

Index 

la'd^ 


SECURITY TYP 

SECURITY TYP2 


' Markwcst Enej^y PaituUrs 






. WWEUA Equ^. 

1:? " 

Martin MidiUream Partoeis 

1^3 

13.161 , 

54.94 

M Part 

Partrieislnp Shares 

Mi;p^yWEq«ih’ 

IP, 

• Natyfal'Reaource Partners' 

0.42 

7.8J2 

30.06 

UdPart 

Pannendtip Shares 

'NRPUNEquity,: 

IP , 

Natoiii Resourtje Partr^ 

1042 

Ii-L5i 

5224 

Ltd Part 

Partnership Sharos 

,1^SP UN Equity 

LP ■ . 

Natural RftsQiirce ParOieTS. 

0.284 

3.087 

53 ;5 

Ltd Pan 

Partnership Shares 

NRHUS^Equity 

l.P 

0.R3 

• -A 

52i24 

t,td Part 

Parmers^iip. Shares 

OKS UN Equity 

ONEOK Partners IP 

4.899 

44;9:i9 

60.9 

ltd Part 

PartHCTship Shar« 

PPX.UN Equity 

Pacific Enqigy Parir^ IJ* 
Plains AU A^rkaa . 

1.871 

28.^ 

J7.01 

}Jd Part 

Partner^ip, Shares 

PAA UN'Equtly 

Pipeline UP 

Ptons AH Amwicqn 

4.834 

SS-SS” 

48.4 

Ltd Part 

Partiwridiip. Shares 

.PAA-US-Equity, 

PfpeHnelJ 

0.77 

1 

48.44 

Ltd Part 

Partnershty Sl^es ■ 

RONC UQ H^ty 

Rceeiicv Energy Partners LP 

0.876 

I9.I4B; - 

25-59 

ltd Part 

Partnership Shares 

SGU'UN equity.:' 

StarGasPanhetslF , 

0318 

68.729 

2.59. 

Ltd Part 

Pattnersi^ Shares 

TCLPUIW Equity 

TC PipelioK I-P 

0^7 

15-083 

32;25 

Ltd Part 

PartiwRdiip Steres 

TGPUN'.Equity- 

Te^y LNG Partners UP 

0.625 

1U73 

31 

Ltd Pan 

Partnership Shares 

TPP UN Equity 

TEPPCO Partners LP 

4.895 

71.749 

38.15 

Led Part 

Partnership Shares 

TPP US Equity 

TEPPCOPartnereLP 

0.607 

1 

38.22 

Ltd Part 

Partnership Shares 

TLP UN Equity 

tTsqBiaaaKagne Partners U* 

0.176 

■ 3.283 

30 

Ltd Part 

PajTOMship Shares 

USS UN Equity 

US ^hipping Partneni LP 

0.222 

6.762 

18-37 

Ltd Part 

Partnership Shares 

VLI UN Equity 

.Vd.ero.lP 

3.571 

35.857 

55.69 

Ltd Part 

Partnendup Shares 

wK^utceiiuty 

Wiifwns Partflers U* 

0-928 

13.079 

,39.67 

M Part 

Partnership Shares 


Confidential Tmatm^ Requested by Renaissance Technologies LLC 


BA000380 

RT-PSI-00135011 



1133 


ANNEX B 
Fes SCHEDliiE 


0«;Ul2i^3J 
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To: Mark Silber[siiber@rentec.com] 

From: Thomas Kerns 

Sert; Wed 5/21/2008 12:09:31 PM 

importance: Ntxmal 

Subject Legal Entity Org Chart PowerPoint 

Qfaanlzation.PDt 

Mark 

see attached. To run this file; open it using powrerpotat, cfick on 
"Slide Show” and then "View Show". You can didc m entity names to 
bring you to the relative slides about those entities. THIS IS A 
PROTOTVPE and may have bugs. The goal is to have this on the web with 
propertechnology supporting it. Trffany has some questions she needs 
to run by Carla, but for your purposes I tWnk this is fine. 

Let me know if you have any questions. 

Regarding the questions labeled Page 20: Hje $26M contributkm came 
from 3 partners: S.Robert Foundation ^1M). Sea Change ($15M) and Lemma 
Foundation ($10). The $76M redemption was actually the Perfonnance Fee 
paid to RTLLC. 

The explanation of the Option premium is as follows: 

Ffremium is comprised of two components; the "Fixed" premium and the 
"Amortizable" premium. The fixed prenrMum represents collateral required 
by the counterparty and the amortizable premium is the prortion of the 
premium that will decay over the life of the option. Premium decay can 
be calculated a number of dif^rent ways, however the straight line 
amortization method has not been s^hted by BDO as not being in 
compliance with GAAP. 

TK 
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Medallion Feeders 


HEtJAXJJOS CATITAt 
arvssimim.TD 
(Becnrada) 


KBDALUON 

A^OCUTBSi;.? 

{Osbcwaie} 


UEDALLIOS 

SUPrUNDU* 

(Selnrare) 


The 6 Medallion Feeders are stmctured to meet a variety of legal and tax requirements 
Please click on the buttons above to get more information : 

Medallion International Ltd is the feeder fund for non-U.S. investors. 

li/tedaition Capital Investment Ltd is the feeder fund for U.S. Tax Exempt Investors who 
are considered Qualified Purchasers. 

Medallion Associates LP Is the feeder fund for Non-U.$. investors who required flow- 
through (or non-PFIC) inveshnents. 

Medallion Fund LP is the feeder fund for U.S. Taxable Investors who are considered 
Qualified Purchasei^ 

Medallion USA LP is the feeder fund for US. Taxable Investors who are considered 
Accredited investors (not Qualified Purchasers). This fund Is used for Accredited 
investors who are not Renaissance employees. 

Medallion RMP Fund LP is the feeder fund for U.S. Taxable investors who are 
considered Accredited Investors (not Qualified Purchasers). This fund is used for 
Accredited investors who are Renaissance employees. 
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Medallion Feeders 


XEIMXIION 

MEDALLION CAFTTAL 

MEDALLION 

UZDALUON 

UEDALUON 

UE9ALUOK 

atTBsnA-nosAi. ltd 

StVXSTHSITLTD 

ASSOQUITSSLP 

Ftn»DU» 

DSALP 

RMPFUNDLP 

(Benvda) 

(Benxradft) 

(Delawsre) 

(D^Bware) 

(Delawaxe) 

IDeiawBi*} 


Medailion International Ltd Is the feeder fund for non~U.S. investors. 

in addition to its investm ent in the Meda llion ma ster funds , Medallion international Ltd 
has small investments in I^^Bjl^HiS.A. and ■■■ Trading Ltd. (Please click on the 

following buttons to get m ore information on the se 2 e ntities.) 

I Tfrading fctd. ] 

Along with Medallion Capital Investm ent Ltd (ano ther Medallion Feeder), Medallion 
international Ltd has an investment Inl^^H^radlng Ltd. (Please Click on the 
Allowing button to get more information Trading Ltd.) 

Tiadiiv Ltd] 

Medallion International Ltd operates under Oie 4.7 exemption of the CFTC Rules. 
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Medallion Feeders 


HEDMUOIt UEDALLIOHCAFlTAt 

orrsssA'nosAi. ltd nrvssTUEHT ltd 

(Beisada) {Bezmudu) 


Medatlion Capital Investment Ltd Is the feeder fund for U.S. Tax Exempt Investoi^ who 
are considered Qualified Purchasers (a.k.a.; a 3fc)7 Fund ). 

In addition to its investment in the Medallion master funds, Medallion Capital 
investment Lt d, along w ith Medallion Associates LP (another Medallion Feeder), has an 
investment In BHHiT^ding Ltd. Please Click on the following button to get more 
information about Cachaca Trading Ltd. 


I Also, along with Medallion Associates LP, Medallion Fund LP, Medallion U SA LP an d 
Medallion RMP Fund LP, Medallion Capital Investment Ltd is an investor in 
I Holdings LLC. Please CIM( on the following button to get more information Holdings. 


Medallion Capital Investment Ltd operates under the 4.7 exemption of the CFTC Rules. 

I CFTC Rota* &jii>iiiptiog» j 
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H2DAUION H£QAI.tK>KCAI>ITAI. 

ncrSECRA'noXALLTO I nrVE 5 TM 3 ESt LTD 

(Bemsda) j (Benatsda) 


Medallion Feeders 


UEDAttlon > KEDALLION 

ASSOCIATESLP | FOND LP 

(Ddamz«) I {Odbt«H«) 


UBDALUOS 

RMPrUSDLP 

(Dnlawaxc) 


Medallion Associates LP is the feeder fund for Non-U.S. investors who required flow- 
through (or non-PFlC) investments. An example of an Investor In this fund would be a 
foreign trust with U.S. beneficiaries. 


In addition to its inve sbnent in the Medallion master funds, Medallion Associates LP 
has an investm ent In WB BBI Trading Ltd. Please Click on the Allowing button to get more 
infbrmabon aboutf/f/j/h^Trading 

Also, along with Medallion Capital Investment Ltd, Medallion Fund LP, Medalli on 
USA LP and Medallion RMP Fund LP, Medallion Associates LP is an inve stor in BUB 
Holdings LLC. Please Click on the following button to get more information aboutW///^<^dings. 


I Medallion Associates LP operates under the 4.7 exemption of the CFTC Rules. 
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Medallion Feeders 


HB&AUION 

SEBDALLIOS CAPITAL 

aSDALUON 

MEDAmOS 

MSDALUOir 

EBDALUOS 

nmEKSATlOHAl. LTD 

DTVSSTMSHTLTD 

ASSOCIATES LP 

7UKDLP 

USALP 

lOSPruSOLP 

(BeRoradm) 


(Dttlnnue) 

{Delaware) 

(Defanntre) 

{Delaware} 


Medallion Fund LP is the feede r fund for (y.S. Taxable investors who are considered 
Qualified Purchasers (a. k.a.; a r3<c)7 ihmdl) . 

in addition to its investment in the Medallion master funds, Medallion Fund LP, along 
Medallion US A LP and Me dallion RMP Fund LP (other Medallion Feeders), has an 
investment inUHHULLC. Please Click on the following button to get more 
information aboutfKgtf^ggMLLC. 


Also, along with Medallion Capital Investment Ltd, Medallion Associates LP, Medallion 
USA LP and Medallion RMP Fund LP, Medallion Fund LP is an investor In'niBIK 
Holdings LLC. Please Click on the following butk}n to get more information abouiW/MHoldings. 


I Medallion Fund LP operates under the 4.7 exemption of the CFTC Rules. 
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Medallion Feeders 


MSQAttlOS 
UnSSKATIOHAL LTD 
(Beimsda} 


UBDALUOHCAmAL 

(Bonuida) 


UBSAlLiOB 

ASSOCUTBSLP 

(Deisware) 


MEDALUOH 

RUTiTOBDLP 

(Delawaw) 


Medaltion USA LP is the feeder fund for U.S. Taxable inve stors who are c onsidered 
Accredited Investors (not Qualified Purchasers) (a.k.a.; a{ 3(c)l Fund ). This fund 
is used for accredited Investors who are not Renaissance employees. 

In addition to its investment in the Medallion master funds, Medallion USA LP, along 
Medallion Fu nd LP and Me dallion RMP Fund LP (other Medallion Feedeis), has an 
investment infUHHi^^^* Click on the following button to get more 

information ahoirf— ILLC. 


Also, along with Medallion Capital investm^t Ltd, Medallion Fund LP, Medallion 
Associates LP and Medallion RMP Fund LP, Medallion USA LP is an investor in ■■ 
Holdings LLC. Please Click on the following button to get more informahon about 


Medallion USA LP is not exempt from the disclosure and registration provisions of the 
CcMnmodIty Futures Trading Commission Rules. 
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Medallion Feeders 


HSDALm>K 
INTSRHATIOnAL LTD 
(Bcnaadal 


HSDALLION CAPITAL 
QIVXSTaiEirTLTD 
(Beniradit) 


MEDALLION 

ASSOCIATSSLP 

(D«!a«azei 


UBSALLTOB 

RMPrUNDL? 

(Delavare) 


Medallion RMP Fund LP is the feeder fund for U.S. Taxable investors who are 
considered Accredited investors (not Qualified Purchasers) (a.k.a.; a | 3|c)l Fund |) 
This fund is used for accredited Investors who are Renaissance employees. 

In addition to its investment in the Medallion master funds, Medallion RMP Fund LP, 
along Medallion Fun d LP and Medallion USA LP (other Medallion Feeders), has an 
investment in LLC. Please Click on the following button to get more 

information about— II^M llc. 


Also, along with Medallion Capital Investment Ltd, Medallion Fund LP, Medallion 
Associates LP and Medallion USA LP, Medallion RMP Fund LP is an investor in 
Holdings LLC. Please Click on the following button to get more information about ^////jj^iddings. 


Medallion USA LP is not exempt from the disclosure and registration provisions of the 
Commodity Futures Trading Commission Rules. 


= Redacted by the Permanent 
Subcommittee on Investigations 


Conlidenljal Treatment Requested by Renaissance Technologies LLC 





CFTC Rules Exemptions 


Secfion 4.7 of Commodity Future Trading Commission Rules provides for certain exemptions from 
certain r^uirements with respect to commodity pool operators making o^rings to qualified etigibie 
persons or commodity trading advisors with respect to adwsing qualifl«i eitgiUe persons. Under 
Section 4.7, the poo! operator is exempted from certain disclosure compliance requirements. Specifically, 
Section 4.21 with respect to required delivery of a pool disclosure docummit, Section 4J24 with respect 
to the contents of the disclosure document in general, Section 4.25 vMi respect to requirements relating 
to the disclosure of past performance and Section 4.26 with regard to use amendment and filing of a 
disclosure document The Section 4.7 ex^ption is not an exemption from registration as a commodity 
pool operator commodity trading advisor. 

Section 4.13 provides for exemption fiwn registration as a commodity pool operator. Before Its 
amendment in August of 2003, a person was not required to register as a commodity poo! operator if the 
pereon did not receive any compensation or payment directly or indirectly; operated only one commodity 
pool at a time; was not otiierwise required to register with the commission; and either the person or other 
person involved the pools does any advertising in connection with tiie pool or to tiie total gross 
capital contiibutlons for participation units in all pools that are operated, or intends to operate, do not in 
the aggregate exceed $200,000 and none of the pools operated have more than 15 participante. Hiis is 
referred to as tite "small pool exemption." In August 2003 CFTC Rule 4.13 was amended, increasing the 
totel gross capitel contributions for the small pool exemption from $200,000 to $400,000 and broadened 
the class of pereons titat need not be counted tevrards the exemptions limited on investois per pool. 

Rule 4.13<aM4i exempts a person from regishation as a CPO if interests in the poo! for which it seeks to 
claim relief (1) are exempt from registration under the Securities Act and (2) are offered and sold without 
marketing in the United States. In addition, the CPO must reasonably believe teat (a) natural person 
participants in sudh pool are "qualified eligible persons" which are either |i) "qualified purchasers" for 
purposes of the 19^ Act; (ii) "knowtedgeabie employees" for purposes of the 1940 Act; or(iii) Non- 
United Stetes persons (as defined in Rule 4.7); and (b) non-natural person participants in such pool are 
"qualified eligible persons” or "accredited investors." 
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Investment Company Act of 1940 - Exemptions 


Hedge funds are not required to register as an investment company with the SEC in 
reiiance upon an exemption pursuant to either Section 3(c)(1) or Section 3(c)(7) of the 
investment Company Act of 1940. 

Section 3{cH1> of the Act, In part, provides an exemption from the Act’s registmdon 
requirement for an investment company whose securities are owned by not mom than 
1 00 beneHcia! owners who are considered “Accredited investors” as defined in the act. 

Section 3fc)(7) of the Act, In part, exempts Investment companies from the Act’s 
registration requirement without limitation as to the number of its beneficial ownem as 
long as the securities are owned exclusively by “Qualified Purchasers" as defined in the 
Act. A hedge fund with 500 or more Qualified Purchasers, however, is required to 
register its securities with the SEC. 

An "accredited investor" is deemed to include, A natural peison with an individual net 
worth, or joint net worth with his or her spouse, at the time of purchase in excess of 
$1 ,000,000; A natural person vidth an individuai Income In excess of $200,000, or in excess 
of $300,000 with his or her spouse, in each of the two most recent years and who has a 
reasonable expectation of an income in excess of $200,000 individually, or in excess of 
$300,000 wdth his or her spouse, in toe current year; and other types of investors with 
highertomsholds. 

The Act defines toe term "qualified purchaser** to include, any natural person who owns at 
least $5 million In investments; and Any other person (e.g., an institutional investor) that 
owns and invests on a discretionary basis at least $25 million in investments. 
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Subsidiaries of Medallion Feeders 


I TnidiDcSJtL. 

I I 


The 6 Medallion Feeder Subsidiaries are structured to gain access to certain markets 
Please click on the buttons above to get more infyrmation: 

M^l Trading Ltd is structured to allow trading in Non>U.S. markets (primarily index 
Futures and Currencies in Korea and Switzerland). 

is structured to allow access to futures markets in Biazi!. 

^MMoldinqs LLC has entered into swaps with Deutsche Bank and Caiyon. 


BMBBTradinq Ltd. iiliiiii 1 1 r miH 
gain access to the Tokyo Commodities Exchange 


ILLC were formed to 




' Redacted by the Permanent 
Subcommittee on Investigations 
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Subsidiaries of Medallion Feeders 


M— Trading Ltd is structured to allow trading in Non-U.S. markets (primarily Index 
Futures and Cutrencies in Korea and Switzerland). Medallion International Ltd has a 
very small ownership percentage. This entity is majori^ owned by three counterparties; 
Deutsche Bank AG, Chesham - a DB affiliate and Calyon. 

BillMBi— iTradlng S.A. is structured to allow access to futures markets in Brazil. 
Medallion International Ltd has a very small ownership percentage. This entity is 
majority owned by three counterparties; Deutsche Bank AG, Chesham - a DB affiliate 
and Calyon. 

1 — Holdings LLC is owned by 5 of the 6 Medallion Feeders (exception is Medallion 
International Ltd). HHihas entered into swaps with Deutsch e Bank an d C alyon, t he 
underly ing security of which is OB and Calyon’s investment inm|||andH| 
||H^|(see above) 



III, ii- B Redacted by the Permanent 

Subcommittee on Investigations 
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lUUrPAGB 


' Redacted by the Permanent 
Subcommittee on Investigations 
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Medallion Master Funds 


I MESAUIOSHOLDOraS UBDALI.I08 

i va> TRADUa 

I (BexiBnda-4.13E3aS£PT} ^ezmuda- 4.7 EES 


The 5 Medallion Master Funds are owned jointly by the 6 Medallion Feeders and are 
structured to meet a variety of legal and tax Requirements. Please click on the buttons 
above to get more information: 

Mosel Equities LP purchases barrier options offered by Deutsche Bank 

Badger Holdings LP purchases barrier options offered by Barclays Bank 

Medallion Holdings Ltd is the holding company for a variety of trading entitles 

Medallion Trading trades Futures, Foreign Exchange, Fixed income Securities and 
Options not otherwise traded in other Renaissance related entities 

Nova Fund LP is a Broker/Dealer in a Joint Back Office arrangement with Bear Sterns. 
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Medallion Master Funds 


MBOAZXioir Botonrcs medallion 

LTD TRADING 

(BcmQd»-4,13EiaUPT} (Beimsda- 4.7 EIOMPT) 


Mosel Equities LP was formed as U.S. pass through entity (Limited Partnership). Mosel 
invests in global equities through the use of financial derivatives. The primary 
derivative product is a Barrier Option offered by Deutsche Bank, AQ. Mosel is replacing 
Fmnconia Equities Ltd (subsidiary of Medallion Holdings Ltd) as the counteiparly to 
the Deuteche Bank barrier options. 

Badger Holdings LP was formed as U.S. pass through entity (Limited Partnership). 
Badger Invests in global equities dtrough the use of financial derivatives. The primary 
derivative product is a Barrier Option offered by Barclays Bank PLC. 

Medallion Trading trades Futures, Foreign Exchange, Fixed Income and Listed Options 
that are not otherwise traded in other entities. 

Medallion Trading operates under the 4.7 exemption of the CFTC Rules. ! cttc Rai*. | 

Nova Fund LP Is a U.S. broker/dealer and trades U.S. equity securities and listed 
options under a Joint Back Office arrangement with Bear Steams. 
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Subsidiaries of Medallion Holdings Ltd 


1 st. Vena — 

EqniUes Lt4 !| | tavestmeat Ltd 

(Beimada) j (Sexmadid 


The Medailion Holdings Ltd subsidiaries were formed to trade in various markete 
around the world, f^ease click on the dark green buttons for more inkirmaiion on the active 
Entmes. 

The following entities are no longer active: 

Bass Equities Ltd 
^fadin g Ltd 

[quitles Ltd 
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Page(s) 

Redacted By The 
Permanent Subcommittee 
on Investigations 


RT-PSI-00363699 - 711 





Renaissance Related Entities 


8SNA1S&A5C8 'RCHSOLOOISS LLC 
(Mm**) 

SBC REGtSTBSES 


Renaissance Technologies LLC (“RTCLLC”) is a Registered investment Advisor as defined by the 
Investment Advisors Act of 1940. 

RTCLLC Is the “investment advisor” for the following entities: 

Mgdamsffl Internation at Lfei Med aHion Capital Invest ment Ltd Bm||||h^dii^ Ltd HHHHHHTrading S.A. 
IlHHKTradtng Ltd VHHHTrading LLC JJ^Hoidin gs LLC J [J[J[|LLC MedaiHon Holdings Ltd 
Me^liion Tiading Ba^n Equities Ltd Bass Equities Ltd ^■■■^diii^XC F ranconia Eq uities Ltd 
m Equities Ltd HBTradingLtd St Veran Equities VBHHIlInvestinent Ltd 

Renaissance InstitiJtionai Equities Fund SICAV PLC Renaissance Institutional Futures Fund SICAV PLC 

RTCLLC is the “Managing General Partner” of the following entities: 

Medallion Associates LP Medallion Fund LP Medallion USA LP Medallion RMP Fund LP Mosel Equities LP 
Badger Holdings LP Nova Fund LP Renaissance Institutional Equities Fund intematlonai LP 
Renaissance institutional Futures Fund international LP 

RTCLLC is the “Administrative General Partner” of the following entities; 

Merttage Group LP Meritage Internationa} LP 

RTCLLC is the “Managing Member” of the following entities: 

Renaissance institutional Equities Fund LLC RIEF RMP LLC RIEF Trading LLC Renaissance Kaleidoscope 
Fund LLC Renaissance Institutional Futures FufkI LLC RIFF RMP LLC RIFF Trading LLC 

RTCLLC is the “Sole Member” of the following entities: 

Renaissance Institutional Management LLC TCA Futures LLC Futures Tech LLC 




:ortfHientiai Treatment Requested by R«iaissance Technologies LLC 


RT-PSI-00363712 





1157 


Page(s) 

Redacted By The 
Permanent Subcommittee 
on Investigations 


RT-PSI-00363713 - 717 





1158 


Delaware 

Jlie J^irst State 


I, SABRZET SMITH WISDSOR, SECRETARY OF STATE OF THE STATE OF 
DELAWARE, DO HEREBT CERTIFY THE ATTACHED IS A TRUE AND CORRECT 
COPX OF THE CERTIFICATE OF LIMITED PARTNERSHIP OF '’BADGER 
HOLDINGS L.P.”, FILED IN THIS OFFICE ON THE SIXTH DAY OF AUGUST, 
A.D. 2004, AT 12:13 O’CLOCK P.M. 


3839312 8100 

040577257 



Harriet Srraih Windsor, Secretary of Sate 


AUTHSmiCATION: 3282411 
DATE: 08-09-04 
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FHOM CT flLUlNGTON - 302 J 55 J 236 GEO 0 P 6 


(FEii 8 . 6’ 134 12 ; 35 /ST. 12 : 1 W 0, 4260103897 P 2 


CERUnCATE OF LIMITED PAB.TNEHSHIP 
OF 

badger HOLDINGS UP. 


undsrsigned desmug to fturn a linjiwd panacr^iip under the laws of ihc State of 

Delaware, docs hereby cenify as fonows: 

(1) The same of the limited partnership Is Badger Holdings L.P. (the '‘^arfBorship”). 

(2) The office of the PsnuBRhip in die State of DeUwaie is located at 1209 

Orange SiKel ia the City of vrdmmgtwi. County of Mew Castle. The name of die 
ire|;iste3red agent of the Partnership at sudi address Is The Corpomtiaa Trust 
Company. 

(3) Renaissance Technologic Ccrp.isdieaolc general partner (the "Geasral 
PajtiMT’’) of die Partnersh^. The business address of the General Partner is 800 
Thi»i Aveauc, New York, New York 10022. 

IN 'WTTNBSS WHEREOF, the undersigaed bts executed diis Certificate on the 5* day of 

August, 2004. 


RENAISSANCE TECHNOLOOTES CORE. 


Bv: /5/?yfftrkS|lbgr 

Name; MarkSilher 
Title: Vice Presideot 


Stabs of DsloNovB 
Sscratary of State 
OLrisi-ca of Cojcporabic^ 
DBli-vsxsd 12:31 fW 08/06/2004 
STLSD 12:13 Sfi 08/06/2004 
^ 040577257 - 3839312 FILE, 
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FORM NO. 6 Registration No. 32S02 



BERMUDA 


CERTIFICATE OF INCORPORATION 


I hereby in accordance with the provisions of section 14 of the Companies 
Act 1981 issue this Certificate of Incorporation and do certiiy that on the 
13th day of August, 2002 

BASS EQUITIES LTD. 


was registered by me in the Register maintained by me under the provisions 
of the said section and that the status of the said company is that of an 
exempted company. 



Given under my hand and the Seal of 
tire REGISTRAR OF COMPANIES 

tjiis4.^th, day of August, 2002. 

/' 



‘Achhg Registrar ofCompalTie's 
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tJ.S. Department of Justice 

United States Attorney 
Southern Disnict. of New York 


The Silvto J. Moth Building 
One Saint Andrew 's Plaza 
New York, New York 10007 


December 21, 2010 


Mark F. Pomerantz, Esq. 

Paul, Weiss, Rifkind, Wharton & Garrison LLP 
1285 Avenue of the Americas 
New York, N.Y. 10019 

Re: Deutsche Bank AG - Non-Prosecution Agreement 

Dear Mr. Pomerantz: 

On the understandings specified below, the Office of the United States 
Attorney for the Southern District of New York (the “Office”), and with respect to tax 
offenses, the Tax Division, Department of Justice (“DOJ Tax”),’ will not criminally 
prosecute Deutsche Bank AG (“Deutsche Bank”)^ for any crimes related to its 
participation in a conspiracy in violation of 18 U.S.C. § 371 to (a) defi-aud the United 
States and its agency, the Internal Revenue Service (hereinafter “IRS”); (b) commit tax 
evasion in violation of 26 U.S.C. § 7201; and (c) make and subscribe false and Jfraudulent 
tax returns, and aid and assist in the preparation and filing of said tax returns in violation 
of 26 U.S.C. § 7206, to the extent Deutsche Bank has disclosed such participation to this 
Office as of the date of this Agreement Specifically, during the period between 
approximately 1996 and 2002, through the conduct of certain Deutsche Bank employees, 
Deutsche Bank participated in and implemented fi'audulent tax shelters. In doing so and 
through other actions, Deutsche Bank assisted high net worth United States citizens, who, 
through 2005, reported approximately $29.3 billion in bogus tax benefits on their tax 
returns, mainly losses, resulting in the evasion of approximately $5.9 billion in U.S. 
individual income taxes on capital gains and ordinary income. The tax shelters that 
Deutsche Bank participated in and implemented include, among others: Foreign 
Leveraged Investment Program (“FLIP”), Offshore Portfolio Investment Strategy 
(“OPIS”), Bond Linked Issue Premium Structure (“BLIPS”), Custom Adjustable Rate 


The protection against prosecution with respect to tax offenses set forth 
herein has been approved by DOJ Tax. 

^ Deutsche Bank AG refers to Deutsche Bank AG, Taunus Corporation, and 
their respective subsidiaries, affiliates, and related entities. 




Mark Pomerantz, Esq. 
December 21,2010 
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Debt Structure (“CARDS”), Currency Options Bring Reward Alternatives (“COBRA”), 
Currency Option Investment Strategy (“COINS”), Family Office Customized 
Partnerships (‘TOCUS”), FX Digital Options, FX Digital Swaps, Treasury Shorts, Hedge 
Option Monetization of Economic Remainder (“HOMER”), Margate, Market Linked 
Deposits (“MLD”), Personal Investment Corporation (“PICO”), Partnership Option 
Portfolio Securities (“POPS”), Partnership Option Portfolio Securities Lite (“POPS 
LITE”), Presidio Bond, and Itesidio FX. Deutsche Bank participated in approximately 
1,300 deals involving over 2,100 customers, and implemented over 2,300 financial 
transactions related to these shelters. This conduct is described more fully in the 
Statement of Facts, which is attached hereto as Exhibit A, and incorporated by reference 
herein. Deutsche Bank accepts and acknowledges as true the facts set forth in the 
Statement of Facts. This Agreement is entered into by Deutsche Bank pursuant to 
authority conveyed by decision of the Management Board of Deutsche Bank. 

This Agreement does not provide any protection against prosecution for 
any crimes except as related to the tax shelters set forth above. 

Unless stated otherwise in this Agreement, Deutsche Bank’s obligations 
under this Agreement will continue until the later of (1) a period of two years fi-om the 
date of the signing of this Agreement, or (2) the expiration of the tenure of the 
Independent Expert, as that term is defined herein. 

Continuing Obligation to Cooperate 

It is understood that Deutsche Bank (a) shall truthfully and completely 
disclose all information with respect to the activities of itself and its officers, agents, and 
employees concerning all matters about which this Office inquires of it, which 
information can be used for any purpose; (b) shall cooperate fully with this Office, the 
civil and criminal branches of the IRS, the civil branch of DOJ Tax, and any other law 
enforcement agency designated by this Office; (c) shall attend all meetings at which this 
Office requests its presence and use its best efforts to secure the attendance and truthful 
statements or testimony of any past or current officers, agents, or employees at any 
meeting or interview or before the grand jury or at trial or at any other court proceeding; 
(d) shall provide to this Office upon request, any document, record, or other tangible 
evidence relating to matters about which this Office or any designated law enforcement 
agency inquires of it; (e) shall assemble, organize, and provide in a responsive and 
prompt fashion, and upon request, expedited fashion, all documents, records, information 
and other evidence in Deutsche Bank’s possession custody and control as may be 
requested by the Office, the IRS, or DOJ Tax; (f) shall volunteer and provide to the 
Office any information and documents that come to Deutsche Bank’s attention that may 
be relevant to the Office’s investigations and proceedings; (g) shall bring to this Office’s 
attention all criminal conduct by or criminal investigations of Deutsche Bank or its senior 
managerial employees, and, with respect to conduct or investigations concerning products 
or transactions that may run afoul of U.S. federal income tax laws, rules, and regulations, 
all Deutsche Bank employees, that comes to the attention of Deutsche Bank’s 
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Management Board or senior management; (h) shall bring to the Office’s attention any 
administrative or regulatory proceeding or civil action or investigation by any 
governmental authority that alleges fraud by Deutsche Bank; and (i) shall commit no 
crimes whatsoever. Moreover, any assistance Deutsche Bank may provide to federal 
criminal investigators in connection with this Agreement shall be pursuant to the specific 
instructions and control of this Office and designated investigators. Deutsche Bank’s 
obligations under this paragraph will continue until the later of (1) a period of two years 
from the date of the signing of this Agreement, or (2) the date upon which all 
prosecutions and appeals arising out of, or relating in any way to, the conduct described 
in the Statement of Facts are finally concluded, or (3) the date when all IRS and DOJ Tax 
civil proceedings and appeals relating to the tax shelter activity described in this 
Agreement are finally concluded. 

Payments and Forfeiture Obligations 

It is understood that Deutsche Bank agrees to pay to the United States a 
sum of money in United States currency equal to $553,633,153. This payment is 
attributable to the following: (1) in lieu of a fine, payment in the amount of the fees 
Deutsche Bank earned from its participation in the tax shelter activity described in this 
Agreement; (2) in lieu of restitution, payment in the amount of taxes and interest the IRS 
was unable to collect from taxpayers because of the expiration of the civil statute of 
limitations on collection, and for suspended interest the IRS was unable to collect from 
taxpayers; and (3) the penalty Deutsche Bank has agreed to pay pursuant to the Closing 
Agreement referenced below to settle the IRS’s promoter penalty examination. Deutsche 
Bank agrees to forfeit to the United States all of these fimds pursuant to 18 U.S.C. 
Section 981(a)(1)(c), less the promoter penalty, which will be paid directly to the IRS in 
accordance with the terms of the Closing Agreement. Deutsche Bank must transfer the 
funds to be forfeited to the United States within thirty days of executing this Agreement. 
Such pajnnent shaU be made by wire transfer to the Department of Treasury. Deutsche 
Bank agrees to execute all documentation necessary to effectuate the forfeiture of the 
property. Deutsche Bank further agrees that it will not file a claim with the court or 
otherwise contest this civil forfeiture action and will not assist a third party in asserting 
any claim. It is further understood that Deutsche Bank will not file or assist anyone in 
filing a petition for remission or mitigation with the Department of Justice or Tre^ury 
concerning this property. 

It is further understood that Deutsche Bank will not take any deductions 
on its tax retmns, or seek any other tax related benefit, for any of the financial payments 
it makes pursuant to this Agreement. 

Obligations Not to Violate the Law and Consequences for Violating the Law 
or Breaching the Agreement 

It is understood that, should Deutsche Bank commit any crimes 
subsequent to the date of the signing of this Agreement, or should the Government 
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determine that it has knowingly given false, incomplete, or misleading testimony or 
infoimation, or should it otherwise violate any provision of this Agreement, Deutsche 
Bank shall thereafter be subject to prosecution for any fedeihl criminal violation of which 
this Office has knowledge, including peijury and obstruction of justice. Any such 
prosecution that is not time-baired by the applicable statute of limitations on the date of 
the signing of this Agreement may te commenced against Deutsche Bank, 
notwithstanding the expiration of the statute of limitations between the signing of this 
Agreement and the commencement of such prosecution. It is the intent of this Agreement 
to waive all defenses based on the statute of limitations with respect to any prosecution 
that is not time-barred on the date that this Agreement is signed. By this Agreement, 
Deutsche Bank expressly intends to and hereby does waive its rights in the foregoing 
respects, including any right to make a claim premised on the statute of limitations, as 
well as any constitutional, statutory, or other claim concerning pre-indictment delay. 
Such waivers are knowing, voluntary, and in express reliance on the advice of Deutsche 
Bank’s counsel. 

It is understood that if the Office, in its sole discretion, has determined that 
Deutsche Bank has committed any crime after signing this Agreement or has given false, 
incomplete, or misleading testimony or information, or has otherwise violated any 
provision of this Agreement: (a) all statements made by Deutsche Bank to this Office or 
other designated law enforcement agents, including Exhibit A, the Statement of Facts, 
and any testimony given by Deutsche Bank before a grand jury or other tribimal, whether 
prior to or subsequent to the signing of this Agreement, and any leads from such 
statements or testimony shall be admissible in evidence in any criminal proceeding 
brought against Deutsche Bank; and (b) Deutsche Bank shall assert no claim under the 
United States Constitution, any statute, Rule 410 of the Federal Rules of Evidence, or any 
other federal rule that such statements or any leads therefrom should be suppressed. It is 
the intent of this Agreement to waive all rights in the foregoing respects. 

It is understood that Deutsche Bank has entered into a Closing Agreement 
with the IRS in coimection with IRS’s civil promoter penalty examination of Deutsche 
Bank and has agreed to pay the IRS a civil penalty in the amount of $149,839,000, which 
is included in the $553,633,153 referenced on page three of this Agreement. It is ftirther 
understood that the resolution reached in the Closing Agreement is a condition precedent 
to this Agreement and that Deutsche Bank’s violation of any terms and provisions of the 
Closing Agreement shall constitirte a violation of this Agreement. 

Compliance Measures 

It is understood that Deutsche Bank shall maintain throughout its U.S. 
operations and with respect to any Deutsche Bank operations affecting U.S. income 
taxes, an effective compliance and ethics program that folly comports with the criteria set 
forth in Section 8B2.1 of the 2009 edition of the United States Sentencing Guidelines 
Manual. Deutsche Bank represents that it has implemented certain procedures (the 
“Compliance Measures”) that enable it to identify products and transactions that may run 
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afoul of U.S. federal income tax laws, rules, and regulations and that the Compliance 
Measures enable it to avoid the execution of such transactions by or with the assistance of 
Deutsche Bank. Deutsche Bank further represents that the Compliance Measures are 
effective within the meaning of Section 8B2.1 of the 2009 edition of the United States 
Sentencing Guidelines Manual.^ 

Because the Government has not conducted an independent examination 
into whether the Compliance Measures have been implemented or whether they are 
effective in achieving compliance with U.S. federal income tax laws, rales and 
regulations, in lieu of such independent examination, Deutsche Bank has voluntarily 
agreed to retain an independent expert (the “Independent Expert”), for selection by the 
Office and approval by the Office of the Deputy Attorney General, whose jurisdiction 
will be to evaluate the implementation and effectiveness of the Compliance Measures. 
The Independent Expert’s responsibilities will include evaluating the Compliance 
Measures and determining whether they are adequate to achieve compliance with U.S. 
federal income tax laws and to prevent and detect misconduct relating to products and 
transactions susceptible to abuse on behalf of high net worth individuals. The 
Independent Expert will review and monitor Deutsche Bank’s maintenance and execution 
of the Compliance Measures and, as required, any other relevant Deutsche Bank 
compliance program, and recommend such changes as are necessary to ensure that 
Deutsche Bank is implementing and maintaining an effective Compliance & Ethics 
Program as defined in Section 8B2.1 of the 2009 edition of the United States Sentencing 
Guidelines Manual. The terms of the Independent Expert’s retention, including, without 
limitation, the Independent Expert’s juris^ction, powers, and duties (the “Verification 
Procedures”), are set forth in Section n of the document entitled “Compliance Measures 
and Verification Procedures” and all of the terms and provisions of Section II A. are 
incoiporated by reference herein. Deutsche Bank agrees to adopt all recommendations 
submitted by the Independent Expert unless Deutsche Bank objects to any 
recommendation and the Office agrees that adoption of such recommendation should not 
be required. It is understood that Deutsche Bank’s feilure to adopt such 
recommendations, unless the Office agrees that adoption of such recommendations is not 
required, shall constitute a violation of this Agreement. Deutsche Bank further agrees that 
the “Tax Specific Policies” set forth in Section I A. 2. of the Compliance Measures, 
incorporated by reference herein, must be implemented and maintained for the 
Compliance Measures to be effective and that any failure to implement or maintain the 
“Tax Specific Policies” shall constitute a violation of this Agreement. 

It is further understood that this Agreement does not bind any federal, 
state or local prosecuting authority other than this Office and, to the extent set forth 


The Compliance Measures are set forth in Section I of the document 
entitled “Compliance Measures and Verification Procedures,” attached hereto as 
Exhibit B. 
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above, DOJ Tax. This Office will, however, bring the cooperation of Deutsche Bank to 
the attention of other prosecuting offices, if requested by Deutsche Bank. 

It is further imderstood that Deutsche Bank and/or this Office may 
disclose this Agreement and Exhibits A-B attached hereto to the public. 
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Statement of Facts 

1. Deutsche Bank AG is a Germany-based financial institution 
that operates in the United States through its New York branch at 60 Wall Street, 
New York, New York. It is and was the ultimate parent of or successor to various 
related entities, including Deutsche Bank Trust Company Americas, Deutsche Bank 
Securities, Inc. and Alex. Brown. Collectively, all of the foregoing entities are 
referred to herein as “DB.”’ 

2. As set forth in more detail below, between approximately 1996 
and 2002, DB unlawfully, willfully and knowingly participated in financial 
transactions executed in connection with a number of tax shelter transactions 
primarily devised by others by, among other things, assisting tax shelter promoters to 
structure financial transactions that would be used to generate substantial tax benefits 
(generally losses), by preparing financial transaction documents te would be used 
by others to mislead the IRS regarding the true nature of the transactions, and by 
executing the transactions for the taxpayer clients of the promoters. DB 
acknowledges that it was wrong and unlawful to have engaged m these transactions 
and it regrets having done so. 

3. At the time that DB participated in the shelters, it knew or 
should have known that: 

(a) DB’s participation in executing the financial transactions 
was intended to create the appearance of investment activity, but taxpayers 
were entering into these transactions for the primary purpose of avoiding 
taxes, as opposed to making profits on the transactions; 

(b) in order to obtain tax benefits, the taxpayers and the tax 
shelter promoters would use documents that falsely described the purpose 
and intent of the transactions; and 

(c) the tax shelters, and the financial transactions DB 
facilitated in coimection with the shelters, would be used by taxpayers and 
others to generate purported tax losses that would be used to evade the 
payment of several billion dollars in federal income taxes that in fact were 
due and owing. 

4. DB’s supervisory and internal controls with respect to these 
transactions were inadequate. Specifically, for example, DB did not have adequate 
policies and procedures for analyzing client tax-motivated transactions in which DB 
participated as a counterparty, nor for involving its internal control functions in an 
appropriate analysis and approval process for such transactions. 


’ During the relevant time period, DB employed approximately 92,000 people, including 
approximately 14,000 in the United States. 
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The Tax Shelters 

5. DB participated in approximately 15 different tax sheltere, 
engaging in at least 1,300 deals involving over 2,100 customers, and implementing 
over 2,300 financial transactions. These tax shelter transactions included (among 
others): 56 BLIPS transactions; 62 FLIP/OPIS transactions; 16 COBRA transactions; 
63 COINS transactions; 474 FX Digital Options transactions; 54 FX Digital Swaps 
transactions; 36 HOMER transactions; 100 PICO transactions; and 114 POPS 
hransactions. Customers used the transactions to claim approximately 29.3 billion 
dollars in bogus tax benefits, mainly losses. 

' BLIPS 

6. DB executed approximately 56 BLIPS transactions between 
September and December 1999. Prior to executing the transactions, DB employees 
took steps to have the BLIPS series of transactions approved within DB. In that 
connection, certain internal documents falsely identified the transaction as an 
investment strategy. DB’s BLIPS credit reports, for example, falsely identified the 
primary purpose of BLIPS as providing the investor with an opportunity to make 
profits based on the potential depreciation of emerging markets currencies. Those 
internal credit reports did not recite that the BLIPS transactions were designed to 
enable BLIPS investors to claim a purported tax benefit, although the BLIPS 
transactions were tax-motivated and, in practical terms, involved no credit or 
investment risk to DB and virtually no overall profit potential to the customers. 

7. Before participating in the transactions, DB obtained a copy of 
a draft KPMG opinion letter on the underlying tax merits of the BLIPS transaction. 
DB was aware that Law Firm No. 1 also had been retained to provide a separate 
opinion to the customers. The KPMG and Law Firm No. 1 opinions each represented 
that the customers’ tax position would “more likely than not” withstand IRS 
challenge. DB also obtained its own opinion from another major New York law firm 
with regard to whether it had any tax shelter registration and list maintenance 
obligations for its participation in BLIPS. DB did not seek or obtain an independent 
written opinion regarding the merits of the tax arguments that it understood would be 
advanced by taxpayers. While DB was advised by the major New York law firm tiiat 
the taxpayer argument would not be frivolous if properly presented to the IRS, that 
advice was based on certain representations about the taxpayers’ intent that DB knew 
or should have known were incomplete, false, and misleading. 

8. For example, the BLIPS transactions were stmctured as 7-year 
loans. DB knew that the purpose of this structure was to reduce the taxes of BLIPS 
customers. DB prepared and executed loan documents that customers could use to 
support their position vis-a-vis the IRS that the transactions were part of a highly- 
leveraged investment program. However, the plan as understood by DB employees 
was not a highly leveraged investment program. These DB transactional documents 
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could be used by the customer to Msely argue that loan funds were borrowed to 
provide leverage for forward contracts that involved shorting foreign currencies 
pegged to the U.S. dollar (“the forward contracts”), which were foreign currency 
investments of the customers in the BLIPS transactions. However, separate cash 
funds provided by the customers as part of the “aJl-in” cost for participating in BLIPS 
were 4e only funds used to ftmd the forward contracts. Although the loan documents 
purported to permit the customer to make foreign currency iiivestments with the loan 
proceeds, the loan proceeds and the customers’ cash contribution served to 
collateralize the loans and DB knew that the loan proceeds would not be used in any 
way to ftmd or leverage the forwaid contracts. 

9. The BLIPS loans also were documented as seven-year loans 
with options to unwind early. DB knew that this documentation was necessary in 
order to generate the tax benefits sought by the customers. While each customer had 
the contractual right to keep the loan outstanding for seven years, DB understood that 
all the borrowers would unwind their transactions in 60-90 days, and that the 
customers did not expect to maintain the loans for longer periods, and DB acted in 
accordance rvith this understanding. In order to achieve the desired tax benefit, all of 
the 1999 BLIPS transactions executed by DB in fact were unwound by customers at 
around the 60-day mark, before the end of 1999, so that customers could c laim 
purported tax losses in that year. In order to complete the transactions in this time 
firame, DB processed many of the BLIPS transactions in October 1999. 

10. The BLIPS transactions were designed by KPMG and Presidio 
to create the impression that the loans had an unusual premium structure at an interest 
rate well above prevailing market rates. DB knew ftat the premium structure was 
necessary for the loans to generate the tax benefits sought by the customers. As part 
of the overall structure, the customer and DB entered into a series of interest rate 
swaps with a retroactive effective date to the date of the initial loan book entries. The 
net effect of the swaps was that the clients paid only a market rate of interest on the 
full amormt of the loaned funds (principal and premium). In other words, although 
the loans were described in the transactional documents as above-market, fixed-rate 
loans with an unamortized premium, the interest rate swaps effectively converted the 
loans to variable-rate loans, at market rates, with no prenaium. This swap was part of 
the original agreement between DB and Presidio, agreed to before the first BLIPS 
transaction began. 

11. The forward contracts, which DB conducted on behalf of the 
BLIPS customers, were executed in the aggregate at the direction of Presidio and then 
allocated among the individual customers’ BLIPS transactions. DB did not subject the 
individual customers to scrutiny as to their creditworthiness before entering into tiie 
non-recourse loans; the entities to which the loans were made had no significant 
assets and the loan proceeds were pledged as collateral for the loans themselves. 

12. The BLIPS tax opinion letters drafted by KPMG represented 
that DB, the Presidio entities, and the customer all acted at arm’s length with respect 
to the BLIPS transaction, and that there was no legally binding arrangement to 
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conduct the transaction in the way described in the opinion letters. In fact, while 
Acre was no written or formal agreement requiring each party to complete the 
transaction in the way described in the opinion letters, it was understood by dl parties 
that the various steps in the BLPS transaction were orchestrated in advance, and that 
each transaction would be executed in accordance with the description in the opinion 
letters, as in fact took place. 

13. DB’s fees for the BLIPS transactions were calculated as a 
percentage of the loss the customer was attempting to generate, typically 1.25 percent 
of the targeted loss. 


FLIP/OPIS 


14. During 1997 throu^ 1999, DB participated in another tax- 
motivated transaction devised by KPMG known as FLIP/OPIS. As part of the 
FLIP/OPIS structure, DB agreed to lend money to a Cayman single-purpose entity to 
purchase DB stock. DB knew that FLIP/OPIS customers were not borrowing the loan 
proceeds to increase their ability to profit fi'om the appreciation in value of DB stock, 
but rather to avoid paying United States taxes. 

15. Prior to executing the FLIPS/OPIS transactions, DB received 
draft FLIP/OPIS tax opinions prepared by KPMG and Law Firm No. 1. The KPMG 
and Law Firm No. 1 opinion letters represented that DB agreed to extend a loan to the 
Cayman single purpose entity to purchase DB stock. DB did lend money to the 
Cayman entity that was used to purchase DB stock. The structure of the transactions 
ensured that DB was not exposed to any lending or credit risk as a practical matter; 
the loan agreement provided that the stock that was purchased with the loan proceeds 
would serve as collateral for the loan. When large purchase orders were placed on 
behalf of the customers on the Frankfurt Exchange, DB traders would simultaneously 
place a nearly offsetting similarly large sale order on its own behalf. Moreover,' the 
stock was fully hedged against depreciation by equity derivatives issued by DB. 
Specifically, DB and the Cayman entity entered into put and call agreements, by 
which DB purchased back fi-om the Cayman entity in approximately seven weeks the 
same DB stock that the Cayman entity had purchased with the loan proceeds. Any 
remaining potential risk to DB was fully collateralized with cash provided by the 
customer, who was a partner in the Cayman entity. 

16. The KPMG and Law Firm No. 1 tax opinion letters further 
represented that the taxpayers entered into the FLIP/OPIS transaction in an effort to 
profit fi-om the appreciation of DB stock Given the structure and the short duration 
of the transactions, there was virtually no chance that the customer would profit 
significantly from an increase in the price of DB stock. 

17. The FLIP/OPIS tax opinions represented that DB, the Cayman 
entity, and the customer all acted at arm’s length in negotiating the terms of the 
transaction, and that there was no legally binding or written arrangement to conduct 
the loan, purchase, and re-sale of securities in any particular manner. While there 
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was no written or formal agreement requiring each party to complete the transaction 
in the way described in the opinions, it was understood by all parties that the 
FLIP/OPIS transaction steps were orchestrated in advance, and that each transaction 
would be executed in accordance with the description in the tax opinion letters, as in 
fact took place. Moreover, DB knew that the Cayman entity was controlled by 
Presidio and was not an “independent” or “arm’s length” negotiator with respect to 
the customer. 


Short Option Strategies rSOS”! 

1 8. DB participated in a series of transactions referred to herein as 
“SOS” (for “Short Option Strategies”) with promoters Jenkens & Gilchrist (“J&G”), 
KPMG, Ernst & Young (“E&Y”) and others. The SOS transactions included FX 
Digital Options, FX Digitd Swaps, COBRA, HOMER, and COINS. 

19. The SOS transactions were designed to generate a substantial 
ordinary or capital loss through the creation of an artificially high basis in an interest 
in a partnership or other entity through a series of purchases and sales of off-setting 
options on foreign currency. DB understood that the SOS transactions were designed 
solely to achieve tax benefits for customers. DB personnel created the individual 
paired options structures for specific use in the tax shelter transactions. Given the 
fees charged by the other promoters, there was no reasonable opportunity for the 
clients to make an overall profit. Specifically, certain DB employees understood that: 

(a) FX Digital Options and COBRA transactions were 
designed to generate tax losses based on long and short option positions; 
the transactions involved offsetting and paired options that netted out to a 
relatively small long option position; 

(b) FX Digital Swaps transactions were designed to generate a 
tax loss based on a pair of offsetting contingent sw^ payments; the 
contingent swap payments netted out to a relatively small contingent 
payment; 

(c) HOMER transactions were designed to generate a tax loss 
based on two pairs of barrier options that netted out to place at risk a 
relatively small amount of the overall premium for the four options, while 
DB also provided the taxpayers with a loan for the purchase of the 
HOMER options, with the understanding that the loan posed no risk to the 
bank but was being employed by the taxpayers to achieve the creation of 
the tax loss; and 

(d) COINS transactions were designed to generate a tax loss 
based on long and short foreign currency barrier options; the offsetting 
paired options netted out to a relatively small long option position. 

20. J&G and other promoters of the SOS transactions issued tax 
opinions to customers participating in diem. While customers received opinions from 
tax advisors that the transaction was more likely than not to withstand a challenge by 
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the IRS, DB did not, as an institution, seek to obtain copies of the tax opinions. 
Certain DB employees received the J&G opinion letters because those employees 
executed their own SOS transactions in connection with their personal tax 
obligations. The J&G opinion letters falsely represented that certain steps of the short 
option transactions were executed for substantial non-tax business reasons (such as a 
transfer of the options from the partnership to a corporation), whereas in fact they 
were carried out solely to achieve the desired tax result. Also, while the J&G opinion 
letters stated that there was no obligation on the part of any party to complete any 
particular step of the FX Digital Options or COBRA transactions, there was an 
understanding that each party to the transaction - including DB - would carry out its 
role in effectuating each of the steps in order to produce the tax loss. 

21. Customers had to pay substantial fees to the promoters of the 
SOS transactions, like J&G. Those fees dwarfed the potential investment return in 
virtually all of the FX Digital Options transactions executed by DB. Indeed, in most 
of the FX Digital Options transactions, the best that the customer could hope to 
achieve was a doubling of his or her money, and there was only approximately a one- 
in-three chance of doing so. Certain DB employees knew that the fees charged by 
J&G alone often were greater than the doubled return, and therefore there was 
virtually no chance for a customer to make a profit from the overall transaction. 

22. While the customers were not contractually prohibited from 
separating the options, DB would not have permitted the long and short legs of any 
pair of offsetting digital options or swaps to be segregated into separate component 
options without requiring &e taxpayer to pay the full premium for the long leg and to 
satisfy substantial credit requirements in the event that the short leg terminated in 
DB’s favor. The taxpayers usually executed their transactions through LLCs that had 
few assets other than those associated with the tax transactions. The LLCs did not 
have the resources to pay the full premiums for the long transaction legs or to satisfy 
the substantial credit requirements that would have been required to transfer the short 
legs separate from the long legs. 

23. The long and short legs of any given pair -were priced as if they 
were one unified transaction. In pricing the options transactions, DB understood that 
the starting point was the amount of tax loss desired by the customer. For example, in 
the FX Digital Options transactions, the stated price or premium for the long option 
was equal to the tax loss desired by the taxpayer. DB’s fee for the options was 
generally 1% of the premium for the long option, or in other words, 1% of the 
customer’s desired tax loss. In reverse engineering the options to fit the parameters 
required for the tax loss, DB calculated premiums for both the long leg of the 
transaction being purchased by the taxpayer and the short leg of the transaction being 
purchased by DB that were, in many cases, significantly above the theoretical Black- 
Scholes value of the options being purchased and that provided a 1% net premium for 
DB. 


24. The FX Digital Options and COBRA transactions were 
structured with a supposed “lottery payout” potential - that is, many customers were 
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told that there was a chance, albeit an extremely remote one, that the options could 
result in a very large profit if on the measurement day the underlying currency 
valuations happened to hit within what ms typically a two “pip” difference between 
the strike price for the long digital option and the short digital option. In such event, 
the customer would be paid on one option but would not have to pay on the offsetting 
option leg. Virtually all of the DB FX Digital Options and COBRA transactions had 
a 2-pip spread, and the area within the spread was referred to at times as the “sweet 
spot” As DB knew, there was virtually no chance that the sweet spot would be hit, 
and in fact it was not hit in any of the transactions that DB executed. In fact, DB did 
not hedge for that possibility and ultimately recorded the options spreads in its 
internal risk management system as having a zero pips spread. 

25. On more than one occasion, J&G personnel instructed DB to 
sell the wrong percentage of foreign currency from a customer’s DB account. These 
incorrect instructions, which affected the amount of ordinary loss that could be 
claimed by the customer, were not discovered until after the close of the tax year in 
which the options transactions were executed. To correct these errors, J&G requested 
that DB employees execute new transactions in the correct amounts in the following 
tax year; DB did so. While the new transactions were reflected on the customers’ 
account statements as settling at or around the time they were actually executed, the 
account statements indicated that the transactions were executed “as of’ dates in the 
previous tax year. DB knew that J&G and the customers would rely on the “as of’ 
entries in the accoimt statements to prepare tax returns that reported the transactions 
not when they actually occurred, but when the customer intended the transaction to 
have occurred but for the incorrect instructions that had been provided to DB. 

26. Various DB Alex. Brown brokers and others, including 
persoimel in New York, executed their own FX Digital Option and FX Digital Swaps 
transactions m order to evade their own personal income taxes. The DB employees 
who entered into these personal transactions knew that the transactions were not 
entered into, and the various steps of the transactions were not carried out for, 
substential non-tax business reasons, as was represented in the opinion letters that 
these employees received in connection with their transactions. Rather, the 
transactions were entered into to avoid their own tax obligations. Those obligations 
arose, in substantial part, from the salaries and commissions the DB employees made 
as a result of assisting the J&G lawyers and others in implementing the SOS 
transactions for others. 

27. J&G provided its opinion letter free of charge or at a 
discounted rate to certain of the DB employees that executed their own transactions. 
This effectively panted to these employees a patuity for which other taxpayers paid 
tens if not hundreds of thousands of dollars or more depending on the size of the 
transaction. The DB employees accepted these patuities from J&G in implementing 
J&G option and other transactions. 

28. In August 2000, the IRS issued Notice 2000-44 in which the 
IRS announced that losses resulting from options transactions substantially similar to 
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those that DB was executing did not represent bona fide losses reflecting actual 
economic consequences and were not allowable as deductions for federal income tax 
purposes. The Notice also warned that the IRS might imipose penalties on the various 
participants in the transactions. Despite DB’s awareness of the issuance of this 
Notice, DB continued to engage in the transactions. 

The PICO and POPS Tax Shelter Activities 


29. From 1999 through 2001, DB participated in approximately 
100 PICO transactions and approximately 114 POPS transactions. The PICO and 
POPS transactions were marketed to customers by various accounting firms and other 
entities as a means to avoid the payment of income tax. Law Firm No. 2 wrote most 
of the opinions for the PICO and POPS transactions, and other law firms also wrote 
opinion letters. DB undemtood that the customers’ primary motivation for entering 
into the transactions was tax avoidance, and that each transaction involved a pre- 
conceived series of steps designed to generate a targeted tax benefit for the client. 

30. During early 2000, while PICO was being developed, DB 
reviewed a draft legal opinion prepared by Law Firm No. 2. This opinion purported to 
provide PICO clients with support for the legitimacy of the transaction, and 
protection against IRS penalties, by concluding that PICO would, more likely than 
not, survive IRS attack. The law firm’s opinion began by falsely characterizing the 
PICO client’s S Corporation as “a type of new asset management and estate planning 
vehicle.” The dr^ opinion made no mention of the primary purpose for the 
formation of the S Corporation - to achieve substantial tax benefits for the client - 
but instead falsely described the entity as having been formed “to create a special 
purpose investment management company to capitalize on [Promoter X’s] expertise 
in the foreign exchange markets and general investment management services.” The 
law firm’s draft opinion also falsely represented that PICO was designed to facilitate 
potentially substantial estate tax savings and protection of family assets. 

3 1 . Law Firm No. 2’s draft PICO opinion contained a set of factual 
representations, purportedly made by the entity, upon which the opinion was 
specifically premised. Among those representations was the following statement: 
“The principal purpose of each Combined Transaction [referring to the straddles] is 
not the avoidance of federal income taxes.” This particular representation was false. 
The execution of each step in the PICO transactions - including the purported 
“investment” in straddles - was primarily motivated by tax consequences rather than 
profit. For instance, the straddles had to be terminated at a specific time in order for 
each client to obtain the tax benefits PICO was designed to generate. Further, the 
purpose of setting up the S Corporation with both the client and the Promoter X 
principal as initial shareholders was to enable the splitting of gains and losses to 
achieve tax consequences. Although the law firm’s draft PICO opinion stated that the 
Promoter X principal would become an initial shareholder in the corporation “in order 
to demonstrate the potential return available through [Promoter X’s] foreign currency 
trading activity, and to share the risks of that activity,” DB knew ftat this and other 
representations in the opinion were not true. 
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32. The POPS transactions employed a multi-tiered partnership 
structure and, like PICO, utilized straddles to generate non-economic losses that were 
used by customers to offset income. During early 2000, while POPS was being 
developed, DB received and reviewed draft POPS legal opinions from Law Firm No. 
2 and other law firms. These opinions purported to provide support for the legitimacy 
of the transaction, and protect against IRS penalties, by concluding that POPS more 
likely than not would survive IRS scrutiny. These opinions were based on false and 
misleading misrepresentations, namely that the transactions were designed to achieve 
investment objectives when in reality they were motivated solely by the desire to 
avoid tax obligations. 

33. DB also received and reviewed a “Technical Memorandum” 
prepared by Accounting Firm No. 1, which marketed POPS to its clients. Accounting 
Firm No. Ts “Technical Memorandum,” drafted in March 2000, began by describing 
POPS as a “Private Hedge Fund” and “a proprietary investment program for high net 
worth investors . . . designed to enable investors to diversify a portion of their 
portfolio into ‘alternative investments’ to which most high net worth investors have 
limited access.” The Technical Memorandum made no reference to tax benefits as a 
reason for the clients to enter into the POPS transaction, though this was understood 
to be the clients’ dominant purpose. 

34. Law Firm No. 2’s and Law Firm No. 1 ’s draft POPS opinions, 
which were provided to DB, similarly focused on purported non-tax business reasons 
for various steps in the transaction. Like Law Firm No. 2’s draft PICO opinion, the 
Law Firm No. 2 POPS draft discussed the deductibility of straddle losses, and the 
“primary motive” test that would apply. It also was specifically premised on a fectual 
representation that “[t]he principal purpose of the Combined Transactions is not the 
avoidance of federal income taxes.” Elsewhere, the Law Firm No. 2 draft sought to 
distinguish the facts in POPS fium those in another case by stating, “[TJhese 
transactions are clearly not being promoted as a method of achieving favorable 
treatment under the tax laws.” The Law Firm No. 1 draft opinion contained many of 
the same false and misleading statements contained within the Law Firm No. 2 and 
Accounting Firm No. 1 dociunents, describing POPS, for example, as a “proprietary 
investment program for high net worth investors . . . designed to enable [them] to 
diversify a portion of their investment into ‘alternative investments[.]” 

35. DB understood that the POPS transaction was primarily tax- 
motivated. In May 2001, in a communication to a DB Alex. Brown broker, a former 
DB employee who handled sales on DB’s Foreign Exchange desk commented that the 
IRS was “getting more and more concerned with economic substance as the POPS 
trade basically has none.” 

DB’s Enhanced Policies And Procedures 
and Pledge of Continued Cooperation 

36. DB acknowledges that its internal control systems at the time 
of the tax shelter transactions discussed above were inadequate to prevent employees 
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from executing inappropriate or unlawful transactions. In recognition of this fact, DB 
has implemented over the course of several years, and commits to maintain on an 
ongoing basis, enhanced policies and procedures to ensure that it complies with the 
tax laws and does not participate in transactions that may be used to defraud the 
United States. Among other things, DB established: 

(a) a Prohibited Tax-Oriented Transactions Policy, pursuant to 
which DB will not engage in transactions in which the underlying strategy 
has been identified by the IRS as a reportable tax avoidance transaction (or 
a substantially similar transaction), including listed transactions; 

(b) a Tax Opinion Policy, pursuant to which any business unit 
engaging in a structured transaction in which Deutsche Bank is a 
participant, other than solely as an advisor, must obtain a “should” level 
opinion from outside counsel as to the tax consequences to Deutsche Bank 
of its participation. If outside counsel does not believe a “should” level of 
confidence is warranted, the transaction caimot proceed; 

(c) a Global Reputational Risk Management Program, which 
requires all DB business and control units at all levels to own and evaluate 
reputational risk, including scrutinizing transactions to determine whether 
they are designed primarily to be tax-advantaged, have no valid business 
purpose, or lack economic substance; and 

(d) a New Product Approval (“NPA”) Policy, which mandates 
that all proposed new transactions go through the NPA process. An NPA 
approval is required before groups such as Treasury, Credit, or Business 
Area Controlling can fund, extend credit for, or allocate profits from any 
transaction. 

37. DB has also pledged, and will continue, to cooperate with the 
Office’s investigation relating to tlie tax shelter activities of itself and others. 
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Compliance Measures and Verification Procedures 

Deutsche Bank AG and its affiliates (collectively, “DB”) are committed to 
compliance with: (1) all applicable laws, rules and regulations that govern DB’s 
activities; (2) DB’s internal policies and procedures; and (3) the hipest standards of 
ethical conduct DB’s commitment to these standards is reflected in a comprehensive 
framework of policies and procedures, business supervisory requirements, oversight by 
control groups, such as the Legal, Compliance and Group Audit Departments, and 
various corporate governance committees. DB has set forth below a description of key 
general and tax-specifiC policies and procedures, as well as corporate governance 
committees (collectively, the “Compliance Measures”), that are designed to ensure, 
among other things, that DB’s employees are aware of and comply with the applicable 
laws, rules and regulations, and high standards of ethical conduct. 

I. Compliance Measures 

A. Policies and Procedures 

1. General Policies and Procedures 

(a) Americas Code of Professional Conduct -. All DB Americas 
employees must certify on an annual basis that they have 
read and understood the Americas Code of Professional 
Conduct (the “Code”), which requires managers and 
employees at all levels to be aware of and comply with 
applicable laws, rules, regulations and DB policies. 
Employees have an obligation to comply with the Code, 
and failure to do so can result in disciplinary action, 
including termination. The Code provides, among other 
things: 

• Any suspected violation of applicable laws, rules, 
regulations or DB policies must be reported to the 
employee’s Department Head. If, however, it is not 
practical for an employee to report the matter to his or 
her Department Head, or if the employee does report 
the matter and it is not addressed, the employee should 
report the matter, as appropriate, to the relevant 
Compliance Officer or the Legal Department. 

• Employees may also report issues anonymously by 
calling the DB Americas Employee Hotline. 

• To encourage reporting of any perceived violation of 
laws, rules, regulations or DB policies, the Code 
prohibits retaliation against any employee who makes a 
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good faith report, even if an investigation determines 
there has been no violation. 

• AU employees are required to cooperate fully with any 
investigation relating to allegations of misconduct, legal 
or regulatory violations, or violations of the Code, 
including investigations by third parties such as 
governmental and quasi-govemmental regulators and 
prosecutors. 

(b) Reputational Risk Mamsement Prosram Policy -. This 

Policy, effective June 15, 2005, requires that all business 
and control units own and evaluate reputational risk, 
including any threat that a transaction or business practice 
will negatively impact the public’s trust in DB. When 
evaluating reputational risk with respect to tax-related 
issues, the business and control groups are expressly 
required to consider questions such as: 

• Could the transaction be viewed as having no valid 
business purpose or economic substance? 

• Was the transaction designed primarily to achieve a 
financial reporting or tax effect? 

• Does the transaction have an impact on the relationship 
between DB entities and fiscal (tax) authorities? 

Reputational risk issues may be addressed by senior 
management and senior control group members, including, 
ultimately, the Regional Governance Board (“RGB”), 
whose members include the Regional Chief Executive 
Officer and Regional Chief Operating Officer (“COO”), 
and the Heads of the Finance, Market Risk Management, 
Compliance, Legal and Credit Risk Management 
Departments. The RGB does not include a representative 
of any business unit. The RGB has formally delegated 
consideration of reputational risk issues to the Americas 
Reputational Risk Committee (“ARRC”), a permanent sub- 
committee of the RGB that is responsible for reviewing, 
resolving and reporting on aU reputational risk issues 
brought forward for its consideration. The members of the 
ARRC are the Regional General Counsel, the Regional 
COO and the Regional Head of Compliance. Issues 
remaining unresolved by the ARRC and RGB are escalated 
to a global Group Reputational Risk Committee (“GRRC”), 
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which consists of the Chief Credit Officer, the Global Head 
of Operational Risk Management, the Global General 
Counsel, the Global Head of Compliance and the Global 
Head of Corporate & Investment Bank Controlling. 

(c) New Product Approval (“NPA ”) Policy : All new products 
must go through an NPA process to ensure that 
reputational, legal, regulatory and tax risks are evaluated by 
relevant control groups. For this purpose, “new product” is 
defined broadly to include all new business initiatives, 
products, markets, trading locations and services, and 
includes any changes to the risk profile of an existing 
business or product. The NPA process applies to all 
businesses and subsidiaries. The decision as to whether an 
NPA is required is initially with the sponsoring business. 

To ensure that NPAs are requested as required, the position 
of NPA Gatekeeper has been created in each business and 
support group. NPA Gatekeepers are usually part of the 
risk management or COO structure of the 
Businesses/Control & Support Units and are responsible for 
implementing and overseeing the execution of the NPA 
process within their area of responsibility (Business 
Division and Corporate Control & Support Function). The 
NPA Gatekeeper function is usually executed either by the 
business group COO or by the Divisional Operational Risk 
Officer. Additionally, any control or support group may 
independently call for the submission of an NPA. 

The Global NPA Policy requires the Operational Risk 
Management Committee to perform initial oversight of the 
NPA process, including review of NPA risk profiles and 
potential breaches of policy. This Committee escalates any 
unresolved disputes to the NPA Office within Group 
Operational Risk Management. The NPA Office performs 
further risk oversight on all NPAs and acts as the point of 
escalation for NPA issues or breaches to the Chief Risk 
Officer of the Legal Risk and Coital Executive 
Committee, which is ultimately responsible for managing 
risk and determining NPAs. 

NPAs within the Americas Region must also comply with 
the following additional requirements. The Americas NPA 
Policy is administered by the Americas Legal Entity 
Committee (“LEG”) and its regional subcommittees. Issues 
not resolved by the regional sub-committees or the full 
LEC are escalated to the RGB for resolution, and then, if 
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necessary, to the GRRC. Any NPA in the Americas must 
be approved by senior representatives of the Legal, 
Treasury, Tax and regulatory control groups, independent 
of the business that sponsors the proposal. 

All NPAs must be documented in the Global New Product 
Approval Database in order to ensure that a complete 
population of such approvals is available for management, 
control groups, regulators and auditors. 

(d) Prohibited Activities - Global Markets US : The Prohibited 

Activities Policy, effective November 1, 1996, forbids 
employees from engaging in a practice or conduct that is 
manipulative, illegal, anti-competitive, unethical, or 
contrary to industry standards or applicable regulations. 

2. Tax-Specific Policies 

(a) Potential Tax-Avoidance Transaction Policy: This Policy, 
effective March 8, 2001 and subsequently updated and 
revised, most recently as of July 2, 2009, requires DB to 
comply with the broad reporting requirements of the U.S. 
federal and state tax laws for “potential tax avoidance 
transactions.” This Policy recognizes that those 
requirements are broad enough to apply not only to obvious 
tax-avoidance transactions, but also to certain “plain 
vanilla” products, trades, structures or other transactions 
that may provide tax benefits. This Policy requires, among 
other things, that DB disclose its role as a participant in or 
Material Advisor with respect to any “Reportable 
Transaction,” as defined by Treasury Regulations, 
including: (a) Listed Transactions; (b) Confidential 
Transactions; (c) Contractual Protection Transactions; (d) 
Loss Transactions; and (e) Transactions of Interest that the 
Internal Revenue Service (“IRS”) has publicly identified. 

(b) Prohibited Tax-Oriented Transactions Policy . This Policy, 
which is a part of the broader tax-avoidance transaction 
policy, prohibits DB from engaging in Listed Transactions, 
Confidential Transactions or Contractual Protection 
Transactions, as defined in the Treasury Regulations, as 
either a participant or a Material Advisor. In addition, the 
Policy provides that Transactions of Interest may be 
engaged in only in consultation with Group Tax. This 
Policy also requires any DB employee who becomes aware 


4 



1184 


that a prohibited transaction has taken place to notify 
Group Tax immediately. 

(c) Tax Opinion Policy on Structured Transactions : This 
Policy, effective January 31, 2005, requires that any 
business unit engaging in a structured transaction in which 
DB is a participant, other than solely as an advisor, must 
obtain a “should” level opinion from outside counsel as to 
the tax consequences to DB of its participation. Before the 
transaction may close, the opinion must be vetted and 
approved in writing by Group Tax. Moreover, each 
business unit must contact Group Tax regarding a 
structured transaction no later than when discussions with a 
client or coimterparty are scheduled to begin. In its sole 
discretion. Group Tax may choose separate counsel to 
advise on the tax treatment of the proposed transaction. If 
counsel does not believe a “should” level of confidence is 
warranted, the transaction cannot proceed. 

B. Corporate Governance Committees 

1 . Americas Regional Governance Board : The Americas RGB 
provides high-level supervision of internal controls, reputational 
risk, regulatory issues, and business ethics and practices. The 
RGB is the ultimate point of escalation for resolution of disputes or 
review of significant issues within the region, and it has the 
authority to escalate unresolved issues to the responsible Group 
Executive Committee member. The Chair of the RGB is the CEO 
of the Americas Region, and its members include the Regional 
COO and the Heads of Finance, Market Risk Management, 
Compliance, Legal and Credit Risk Management Departments. 

2. Americas Remtational Risk Committee : The ARRC is a permanent 
sub-committee of the RGB and is responsible for reviewing, 
assessing and opining on all reputational risk issues brought before 
it by businesses or Control & Support functions. The ARRC is 
required to report all of its actions within the region through the 
Reputational Risk Network for further aggregation and reporting to 
the Risk Executive Committee and the GRRC. The Chair of the 
AJRRC is the Regional General Counsel, and its members include 
the Regional COO and the Regional Head of Compliance. 

3 . Americas Resign Legal Entity Committee : In order to ensure 
compliance with U.S. regulatory requirements, any new legal 
entity or subsidiary must be reviewed and approved by the LEG 
and/or a relevant subcommittee. The LEC is responsible for 
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oversight and risk management relating to new legal entities 
created within DB’s business areas. LEG proposals are voted on at 
a committee meeting, and individual members have the right to 
have their opposing views reflected in the record. If the committee 
as a whole cannot agree on a decision, the LEG will escalate the 
issue to the Americas ROB. 

4. NPA Review Committee : The NPA Review Gommittee is a 
subcommittee of the LEG and exercises initial oversight of all 
NPAs. Upon submission of any NPA, the NPA Review 
Gomntittee wiU make an initial determination as to whether an 
NPA is high risk or low risk. NPAs identified as high risk by 
regional LEGs are escalated to the full LEG for review. Lower risk 
NPAs are reviewed by the regional subcommittee, with monthly 
reporting to the full LEG of all actions taken. The Gommittee 
performs oversight and monitoring of the completeness and 
timeliness of the NPA review process. 

5. Group ReviUational Risk Committee : The GRRG is responsible for 
the approval of the regional escalation structures to assess 
reputational risk issues. It also reviews and makes deteiminations 
on all reputational risk issues. The GRRG is an official 
subcommittee of both the Risk Executive Gommittee and the 
Group Gompliance Gommittee, and is co-chaired by the chairmen 
of these Gommittees. Standing members of the GRRG are the 
Ghief Gredit Officer, the Global Head of Operational Risk 
Management, the Global General Gounsel, the Global Head of 
Gompliance and the Global Head of Gorporate & Investment Bank 
Gontrolling. 

6. Operational Management Risk Committee : The Operational Risk 
Management Gommittee C‘ORMG”) is responsible for reviewing 
the NPA risk profile of new products, reviewing any breaches of 
NPA policy, approving group NPAs, and ensuring &at the NPA 
process is functiomng effectively. 

G. Training Program 

Comprehensive Trainim Plan and Needs Analysis : DB has a 
comprehensive training program for its employees, including mandatory 
training on certain applicable laws, rules, regulations and guidelines. 
Gompliance and ethics are a substantial part of this program. DB does a 
comprehensive review of this program on an annual basis, focusing 
particularly on the compliance component, to identify any new areas 
where training is needed. DB has procedures in place to ensure that all 
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DB employees attend mandatory trainings, including a system to advise 

management when an employee fails to attend mandatory training. 

n. Verification Procedures 

A. Initial Verification by Independent Expert 

1 . Scope of Independent Expert’s Jurisdiction and Authority and 

Access to Information 

To demonstrate that the Compliance Measures have been implemented 
and are effective in achieving compliance with U.S. federal income tax laws, rules and 
regulations, and that they constitute an effective Compliance & Ethics Program as 
defined in Section 8B2. 1 of the 2009 edition of the United States Sentencing Guidelines 
Manual, DB has agreed voluntarily to retain an independent expert (the “Independent 
Expert”) appointed by the United States Attorney’s Office for flie Southern District of 
New York (“the Office”). The Independent Expert’s jurisdiction will be to evaluate the 
Compliance Measures set forth above in Section I and to determine whether they are 
adequate to achieve compliance with U.S. federal income tax laws and to prevent and 
detect misconduct relating to products and transactions susceptible to abuse on behalf of 
high net worth individuals. The Independent Expert will review and monitor DB’s 
maintenance and execution of the Compliance Measures and, as required, any other 
relevant DB compliance program, and recommend such changes as are necessary to 
ensure that DB is implementing and maintaining an effective Compliance & Ethics 
Program as defined in Section 8B2. 1 of the 20(59 edition of the United States Sentencing 
Guidelines Manual. The Compliance Measures must include provisions for appropriate 
disciplinary measures in the event criminal conduct is detected and should ensure that 
employees and agents of DB may report or seek guidance regarding potential or actual 
criminal conduct without fear of retaliation. 

The Independent Expert will have the authority to take such reasonable 
steps that are, in the Independent Expert’s Mew, necessary to be fully informed about the 
existence and effectiveness of the Compliance Measures (“his/her jurisdiction”). To that 
end, the Independent Expert will have, subject to attorney-client privilege: (i) access to, 
and the right to make copies of, any and all books, records, accounts, correspondence, 
files, and any and all other documents or electronic records, including e-mails, of DB and 
its agents and employees, within or relating to his/her jurisdiction; and (ii) the right to 
interview any employee, agent, or consultant of DB and to participate in any meeting 
concerning any matter within or relating to his/her jurisdiction. The Independent Expert 
will take appropriate steps to maintain the confidentiality of any non-public information 
entrusted to him/her and shall share such information only with the Office. 

Consistent with the description of the policies and procedures set forth in 
Section I.A.l.(a) above, DB and all of its employees, agents, and consultants shall have 
an affirmative duty to cooperate with and assist the Independent Expert in the execution 
of his/her duties and shall inform the Independent Expert of any information that may 
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relate to the Independent Expert’s duties or lead to information that relates to his/her 
duties. In addition, DB officials, compliance officers, and employees are required to 
notify the Independent Expert, upon discovery, of any violations or potential violations of 
law relating to the Independent Expert’s jurisdiction. 

DB will maintain a hotline to facilitate communication anonymously or 
otherwise with the Independent Expert.’ Within 10 days of the commencement of the 
Independent Expert’s duties, DB shall adyise each of its U.S.-based agents and 
employees, and any DB employee participating in transactions involving US income tax 
laws, rules, and regulations, in writing or electronically of the appointment of the 
Independent Expert, the Independent Expert’s powers and duties as set forth herein, the 
telephone number established for contacting the Independent Expert, and email and mail 
addresses designated by the Independent Expert. Such notice shall inform employees 
that they may communicate with the Independent Expert anonymously or otherwise, and 
that no agent, consultant, or employee of DB shall be penalized in any way for providing 
information to the Independent Expert. 

2. Term of Independent Expert’s Authority 

The Independent Expert’s authority set forth herein shall extend for a 
period of at least one year from the Independent Expert’s entry on duty. If upon the year 
anniversary of his or her entry on duty the Independent Expert certifies that 4e 
Compliance Measures have been implemented and are effective and, in the view of the 
Office, DB has not violated any provision of the Non-Prosecution Agreement with 
Deutsche Bank AG dated December 21, 2010 (the “Non-Prosecution Agreement”), the 
Independent Expert’s authority will be terminated. If the Independent Expert cannot so 
certify, or in the event that the Office determines that DB has violated any provision of 
the Non-Prosecution Agreement, a one-year extension of the Independent Expert’s 
authority may be imposed in the sole discretion of the Office. 

The Office shall have the power to impose additional one-year extensions 
of the Independent Expert’s authority until at the end of any one-year period the 
Independent Expert is able to certify that the Compliance Measures have been 
implemented and are effective and the Office has concluded that there have been no 
violations of the Non-Prosecution Agreement during that one-year period. DB agrees 
that the Compliance Measures as approved by the Independent Expert will survive the 
termination of the Independent Expert’s authority. 

’ DB already has in existence a DB Americas Employee Hotline, referenced in Section 
I.A.l.(c) above, that may provide an effective vehicle for anonymous communication 
with the Independent Expert. If the Independent Expert concludes that the DB 
Americas Employee Hotline is not an effective vehicle for anonymous 
communications with the Independent Expert, DB agrees that it will establish an 
independent, toll-free answering service for such purpose and will advise each of its 
agents and employees in writing of the toll-free number and its purpose. 
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3 . Selection of the Independent Expert and Terms of Independent 
Expert’s Retention 

The Office will consult with DB using its best efforts to select and appoint 
a mutually acceptable Independent Expert (and any replacement Independent Experts, if 
required) as promptly as possible. In ffie event that the Office is unable to select an 
Independent Expert acceptable to DB, the Office shall have the sole right to select an 
Independent Expert (and any replacement Independent Experts, if required). 

The Independent Expert will have the authority to employ legal counsel, 
consultants, investigators, experts, and any other personnel necessary to assist in the 
proper discharge of the Independent Expert’s duties. The compensation and expenses of 
the Independent Expert, and of the persons hired under his/her authority, shall be paid by 
DB. The Independent Expert, and any persons hired by the Independent Expert, shall be 
compensated in accordance with their respective typical hourly rates. DB will pay bills 
for compensation and expenses promptly. Any issues as to the reasonableness of the 
Independent Expert’s activities or expenses may be brought to the attention of the Office 
for discussion. 

DB will provide an appropriate indemnification agreement to the 
Independent Expert with respect to any claims arising out of the performance of the 
Independent Expert’s duties. 

The Independent Expert is not, and shall not be treated for any purpose, as 
an officer, employee, agent, or affiliate of DB. DB agrees that it will not employ or be 
affiliated with the Independent Expert for a period of not less than one year from the date 
that the Independent Expert’s authority is terminated. 

4. Reports and Recommendations by the Independent Expert 

The Independent Expert may report to the Office whenever the 
Independent Expert deems fit but, in any event, shall file a written report not less often 
than every four months regarding: the Independent Expert’s activities; the nature, extent 
and adequacy of the Compliance Measures in achieving compliance with U.S. federal 
income tax laws and the U.S. Sentencing Guidelines; and any changes to the Compliance 
Measures that are necessary to make them effective. The Independent Expert may defer 
the filing of a written report if he or she deems appropriate, but shall file a report if 
requested to do so by the Office. Such periodic written reports are to be provided to DB 
and the Office. The Office may, in its sole discretion, provide all or part of any such 
periodic written report, or other information provided to the Office by the Independent 
Expert, to the IRS or any other agency the Office deems appropriate. 

DB agrees to adopt all recommendations submitted by the Independent 
Expert unless DB objects to any recommendation and the Office agrees that adoption of 
such recommendation should not be required. 
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Should the Independent Expert, in the course of his or her work, determine 
that it appears that DB has violated any law, has violated any provision of the Non- 
Prosecution Agreement, or has engaged in any conduct that could warrant the 
modification of his/her jurisdiction, the Independent Expert shall promptly notify the 
Office. 

B. Subsequent Verification by DB 

DB recognizes that it must institute and maintain an audit procedure to self 
monitor the continuing implementation and effectiveness of its compliance program, and 
make changes to it as required. In addition, however, in order to ensure that the 
Compliance Measures continue to operate as intended following the Independent 
Expert’s tenure, DB will implement the additional procedures set forth below within 6 
months of the end of the Independent Expert’s tenure, and maintain these additional 
procedures on an annual basis for a miniminn of two years.^ 

1 . A senior representative of the Americas Group Audit Department 
(the “Group Audit Representative”) will confirm through a 
certification process that the Compliance Measures are in effect 
and operating as required in the Americas. As part of this process, 
the Group Audit Representative: 

• Will request that a representative of senior management 
in the Americas Global Markets and Private Wealth 
Management businesses certify to the Group Audit 
Representative that they are aware of DB’s above- 
referenced policies with respect to tax-oriented 
transactions and that they are not aware of any violation 
of those policies. 

• Will request that a senior representative of Group Tax 
certify that the above-referenced policies with respect 
to tax-oriented transactions are in effect in the 
Americas, and that he or she is not aware of any 
violation of those policies. 

• Will, if necessary, require sub-certifications from the 
Chairperson of each corporate governance committee 
listed above, or the Chairperson’s designee, that such 
committee is operating as required, i.e., meeting in 
accordance with internal policies, ensuring that 


^ DB will enter into a closing agreement with the IRS providing for enhanced oversight 
and regulatory compliance with respect to reportable transactions, registration and list 
maintenance. 
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appropriate matters are escalated, and acting on all 
matters that are brought to such committee’s attention. 

• Will supervise the preparation of a report, summarizing 
the certification process. 

2. Additionally, DB will obtain annual certifications fi-om all 

appropriate U.S.-based Directors and Managing Directors in the 
Global Markets and Private Wealth Management business units, 
and all appropriate U.S.-based Directors and Managing Directors 
in Group Tax, stating that they have read and understand DB’s 
policies with respect to tax-oriented transactions, that they have 
complied with and will comply with these policies, and that they 
have not participated in and are not aware of any DB participation 
in transactions that are prohibited by the policies. DB shall 
maintain these certifications for a period of three years, and they 
shall be available for inspection upon request by the OfBce. 
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